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The Essential SaaS Metrics: A Guide for
Entrepreneurs

1. Introduction

Understanding SaaS (Software as a Service) metrics is essential for making strategic
decisions, attracting investors, and scaling your business. Whether you're preparing
for a funding round or trying to reduce churn, these metrics provide insight into how
healthy your business is and where to optimize.

This guide breaks down the most important metrics every SaaS entrepreneur should
track, why they matter, how to calculate them, and where they're used in real
business scenarios.

2. Monthly Recurring Revenue (MRR)

What it is: The predictable income your business earns every month from active
subscriptions.

Formula:
MRR = Number of Customers x Average Revenue per User (ARPU)
Why it matters:

e It's your core revenue stream in SaaS.
e Essential for forecasting growth.
e Helps you assess the impact of new sales and churn.

Example by use case:

If you're launching a new marketing campaign, you can measure its success by the
increase in MRR after a few weeks.

Example: 100 customers each paying €50/month — MRR = €5,000
3. Annual Recurring Revenue (ARR)

What it is: The yearly equivalent of MRR.

Formula:

ARR = MRR x 12

Why it matters:
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e Useful for long-term planning and budgeting.

e Investors often use ARR for company valuation.
Example: MRR of €5,000 — ARR = €60,000
4. Customer Acquisition Cost (CAC)
What it is: How much you spend to acquire each new customer.
Formula:
CAC = Total Sales & Marketing Costs / Number of New Customers
Why it matters:

e |f CACis too high, your business may be unsustainable.
e Balancing CAC with CLTV ensures profitability.

Use case:

e If your CAC is higher than your CLTV, you're losing money for every new
customer.

Example: €10,000 marketing spend, 100 new customers — CAC = €100
5. Customer Lifetime Value (CLTV or LTV)

What it is: The total revenue you expect to earn from a single customer over their
entire lifecycle.

Formula:
CLTV = ARPU x Gross Margin x Average Customer Lifespan (months)
Why it matters:

e Helps set a benchmark for how much you can afford to spend on acquisition.
e Vital for forecasting long-term profitability.

Example: €50 ARPU, 80% margin, 20 months lifespan — CLTV = €800
6. Churn Rate

What it is: The percentage of customers who cancel their subscriptions within a
specific period.

Formula:

Churn Rate = (Customers Lost During Period / Total Customers at Start of Period) x
100



Agora

powered by HDB

Why it matters:

¢ Indicates customer dissatisfaction or lack of product-market fit.
e Alow churn rate is essential for sustainable growth.

Use case:

e If you launch a new onboarding feature and churn drops, that's a positive
signal.

Example: Start with 200 customers, lose 10 — Churn Rate = 5%
7. Net Revenue Retention (NRR)

What it is: Measures revenue growth or contraction from your existing customers
after factoring in upgrades, downgrades, and churn.

Formula:
NRR = (MRR at end of period from existing customers / MRR at start) x 100
Why it matters:

¢ Ahigh NRR (100%+) means you're growing even without new customers.
e Reflects customer satisfaction and upsell effectiveness.

Example: Start with €10,000 MRR, end with €11,000 — NRR = 110%
8. Gross Margin

What it is: Revenue left after subtracting direct costs like hosting, support, and
infrastructure.

Formula:
Gross Margin = [(Revenue - COGS) / Revenue] x 100
Why it matters:

e SaaS businesses are valued for their high margins (usually 70%+).
e Higher margin = more room for growth investments.

Example: €100,000 revenue, €30,000 COGS — Gross Margin = 70%
9. Burn Rate

What it is: How much money your company is losing per month.
Formula:

Burn Rate = Cash Spent - Revenue
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Why it matters:

e Vital for knowing how long you can operate without new funding.
e Keeps spending in check during early growth phases.

Example: €50,000 spend, €30,000 revenue — Burn Rate = €20,000/month
10. Runway
What it is: Number of months your company can operate before it runs out of cash.
Formula:
Runway = Current Cash / Burn Rate
Why it matters:
e Helps you plan fundraising and avoid a cash crunch.
Example: €200,000 in cash, €20,000 burn — 10 months runway
11. Activation Rate

What it is: The % of users who reach a key milestone that shows they're getting
value from your product (e.g. sending the first message, creating the first report).

Formula:
Activation Rate = (Activated Users / Total New Users) x 100
Why it matters:

e Low activation = low engagement = high churn.
e Critical for product-led growth strategies.

Example: 500 new users, 250 activated — Activation Rate = 50%
12. Final Tips for SaaS Founders

¢ Track Trends Monthly: A single metric won't show much—trends tell the
story.

e Combine Metrics: CLTV:CAC ratio is a powerful health signal.

e Use Dashboards: Tools like ChartMogul or Baremetrics simplify tracking.

e Focus on Retention: It's easier and cheaper to keep a customer than to
acquire a new one.

¢ Benchmark: Compare against your niche (e.g. B2B SaaS vs B2C SaaS).



