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A Guide To Using 
Metrics to Triage Your 
Subscription Business

¨



SaaS Metrics are much more than just numbers to be delivered to management, the board or investors. Used properly, they provide 
operational insight, enable decision-making, and help you run your business.
    
Let’s set up a scenario. You’re the head of finance for a SaaS business. You’re working through some high-growth, hiring and funding. It’s 
April 2017 and you’re coming up for air after busy 2016 Q4 and 2017 Q1. It’s time to report some numbers to your board.
 
Here’s the backstory we’re going to be working from: 
• At the end of Q2 2016, we closed a round of series A funding. 
• In Q3 2016, prior to that busy 2016 Q4, we leveraged our funding and hired on 2 sales reps slightly ahead of plan. 
• They ramped up during Q3 and Q4 and were fully productive starting in 2017 Q1. 
• We also have a large portion of our book of business set to renew at the end of 2017 Q1
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To prep our board review, we start with the plan-to-actual 
comparison. 

For now, we’re going to start by looking 
only at revenue, expenses, gross 
margin and net loss. 

What we see here is that revenues are consistently growing quarter 
over quarter, except 2017 Q1 (wait…  didn’t we have a large portion 
of our book of business set to renew at the end of Q1? Stay tuned).
 
On the expenses side, I see that in Q2 we were below budget which 
is great. Since we closed our round of funding in Q2, we hit the gas 
starting in Q3 and aggressively started our hiring plan for sales 
reps. That explains our higher expenses and lower gross margin for 
Q3 and Q4. Since we can explain the backstory, there is no concern 

around these numbers. The net loss also makes sense. We’re a SaaS 
business with recent hires in a cash burn position. Our assumption 
is that the sales reps will begin to produce and turn these numbers 
around 2017 Q2 and beyond.

Overall, our interpretation of this data for our board narrative is 
that growth appears to be slowing, but we’re still on plan. We had 
some distractions with our hiring and training in the second half of 
2016. As the CFO, you can articulate clearly and with reason why 
you anticipate our growth to continue in Q2 and Q3.
 
But do you truly know you’re going to continue this growth, or 
are you headed towards a cliff? This is where SaaS metrics come 
into play. You want to be able to back up your assumptions about 
future growth. There simply is not enough operational data in a P&L 
statement or GAAP financials. You’re running your business without 
all of the operational insight you need.

REVENUE

EXPENSES

GROSS MARGIN

NET LOSS

Q2 2016                 Q3 2016                Q4 2016                  Q1 2017
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Let’s start with ARR momentum. It’s important to distinguish that 
ARR is not GAAP revenue. GAAP revenue can include non-recurring 
revenue. ARR is a representation of the recurring revenue you have 
on an annual basis. 

We showed above, only looking at financials, that revenue was flat 
in Q1. I know that a large portion of my book of business is up for 
renewal at the end of 2017 Q1. Revenue wasn’t actually flat. So, 
what happened to those customers? In looking at this report, we 
begin to see an alarming trend. Our revenue was growing month-
over-month from October to January, but Q1 is looking worse than 
we thought. We lost $425K of ARR in March. We knew there was risk 
with all the renewals, but we didn’t know it was that bad. And the 
balance of that book of business that did renew, we see that they 
contracted. We had customers decrease their usage by $750K. 
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Let’s take it one step further and look at customer counts. 

This shows us that it wasn’t just a few 
high dollar contracts that we lost, it’s 
actually 67 total customers. 
That tells us a very different story.
 
This level of detail pushes us to revise our board narrative above. 
Now we can add that, unfortunately, we had significant churn of 
customers in Q1 2017. With a large portion of our renewals lost 
and contracted in Q1, we may have a miss in total revenues for the 
remaining quarters. 

However, our new sales reps, being fully productive, should help 
offset the churned customers in the remaining quarters.
 
Additionally, where we mention in the previous interpretation that 
we anticipate continued growth in Q2 and Q3, You can now pull 
back and provide a more truthful story. SaaS analytics allow you to 
provide a truthful and confident story to your board rather than a 
non-data supported claim. Or even worse, a claim that’s hiding a 
serious problem in your business potentially discovered down the 
road.

Customer Count
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Now let’s introduce cohort analysis to the picture. Cohort 
analysis is one of the most powerful operational tools at your 
disposal. It’s also one of the most difficult to produce. You must 
have tight data integrity and quality of data? Cohort analyses is 
grouping like customers together and comparing them against 
a common variable so you can compare apples to apples. In this 
example, we are grouping customers by which quarter they signed 
with us. Here’s what we can decipher from this report. Prior to 2016 
Q3, we were doing great from a customer retention standpoint. 
But look at the colors as we move into 2016 Q4 and 2017 Q1. We’re 
seeing large groups of customers downgrading and churning out. 
The beauty of a cohort is the ability to drill down and see the story 
behind the numbers. 

Can we isolate this issue to a particular region, team or sales rep?
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The two sales reps at the bottom are the two we hired in Q3, as 
mentioned earlier. Smith and Shaneeka? had a great Q4 with 
close to 4 million dollars in sales. However, the customers they’re 
selling are churning just 2 quarters later. And that’s a stark 
difference compared to our other customers. Since we know that 
our other sales reps are running with a much lower churn rate, 
we can determine that they are selling bad fits and not setting the 
customer’s expectations for the product.
 

Once again, we’re able to add more color to our board narrative. we 
mentioned previously that our new sales reps will help offset the 
churned customers in the remaining quarters. 

Without looking at the cohort analysis, 
I’d be in for another surprise later this 
year when I see that, in fact, our new 
sales reps are not helping offset the 
churned customers, they’re making 
it worse.
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Let’s wrap this all up. With the arsenal of SaaS metrics and insights 
at our disposal, we’re not getting blindsided by changes in the 
business. We’re able to be proactive, address issues quickly, and 
drive the business confidently. We have an insightful, honest, and 
numbers-backed report to deliver to our board. We know that we 
had a slow Q4 while we ramped our new sales reps. We had an 
unfortunate miss in Q1 keeping and expanding a large portion 
of renewals. But we have great sales reps that can offset the 
difference and get us back on track for growth (once we train them 
to sell better fits).
 
Additionally, we have recommendations to take back to our own 
team. We need to address our training of new sales reps. We can 
also talk to the head of Customer Success so they can be more 
proactive with customers reaching the end of their agreement and 
increase customer retention.
 

SaaS Metrics aren’t just about numbers and seeing how you’re 
trending. They provide insight you need into your growing business. 
Running a SaaS business without great analytics is like driving 
across the country without a GPS and no dashboard. This scenario 
played out in our favor and we were able to identify and address 
the problems within 6 months. Are you set up to be proactive with 
your SaaS business challenges?



Call us today at 678.710.8260 or 
email us at info@saasoptics.com 

for more information.

Learn more
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