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What is churn?

Lost customers

L Ch =
ogo L Customers at the beginning of the period

Lost revenue

Dollar Ch =
prar LT Revenue at the beginning of the period
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What churn actually shows

5% annual churn

15% monthly churn

Target customer: Enterprise
ACV: Higher, tens of thousands of $

GTM: sales-led, long cycles, expensive sales

Profitability: could be negative (long customer
lifetime)

Scaling: via sales team, customer upsell
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Target customer: B2C, SMBs

ACV: Lower, single to hundreds of dollars

GTM: marketing-led, high spend

Profitability: should be profitable quickly (short
customer lifetime)

Scaling: via marketing spend




Why getting your churn number right helps you get a higher valuation

Churn directly affects two major inputs in valuation: growth and risk

CF; CFy CF,
(1+7) (1+7) (1+7)
CF = cash flow < Lower growth of cash flows, more customers are lost
r — discount rate -« Higher risk of significant revenue decline if new adds slow down
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Why getting your churn number right helps you get a higher valuation lllustrative

Evolution of $100k in monthly recurring revenue (MRR) under different churn scenarios
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Calculate churn correctly to avoid instant investor disqualification

Baseline rules

—

. Revenue is calculated on an accrual basis (annual contracts’ revenue is recognized over 12 months)

2. Subscription revenue only is included in churn calculations (not professional services, one-off installations,
etc.)

3. Choose a timeframe and metric that is rather stable and makes economic sense (eg. LTM churn for a
business with few customers and occasional churn)
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Calculate churn correctly to avoid instant investor disqualification

Topic Comment

Avoid mixing Logo * Be explicit whether you’re measuring customer churn (Logo Churn) or revenue churn; do not
and Revenue churn mix logo churn and revenue churn as it can lead to major mistakes and is a red flag.
Use the correct * Churn should be calculated on starting-period customers or ARR, not the average or end-
denominator of-period base.

Match churn period * If customers are on monthly contracts, monthly churn makes sense. If customers are on

to contract annual contracts, annual churn is the correct metric. Measure churn over a period that
structure matches customers' contract.
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Top 3 common churn calculation mistakes

1. Payment slippages 2. Payment 3. Customer name
frequency changes changes
Late or missed payments are Switching from monthly to Same customer, different
often temporary, not true annual (or vice versa) can look name should not hit churn
churn. like churn if not normalized. metrics.

Download: How these mistakes look like in real-life SaaS deals
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