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For the past decade, businesses are shifting from traditional product development to adopting a
pricing model that utilizes recurring billing, also known as the Subscription Business Model (SBM).
According to Gartner, Software as a service (SaaS) remains the largest market segment and is
forecasted to grow to $117.7 billion in 2021.¹ 

SBM focuses on capitalizing on the compounding value of customer relationships. Customer
relationships thrive when the customer sees the long-term value from the product or services
provided. 

Strong customer relationships are when a company learns to understand what customers value
about the service and how they want to improve or innovate it. Only when customers see the value
in the relationship will they continue to commit and subscribe to a subscription business for the
long run.
 

Customers discover that they have more power, freedom, and choice to experiment
with different products and services before committing to a contract.

When customers are demanding a more flexible consumption model, business
managers have the flexibility to test out pricing or new features at a more accelerated
pace. In turn, this mutually beneficial relationship allows businesses to receive
recurring and predictable income and customers to decide with more options.

When customers lock into a long-term payment model, sales and marketing teams
can track and observe the customers' changing perception of value and tastes over
time. 

Executives recognize that SBM allows the business to build long-lasting relationships
with customers. Investors also realize companies with Subscription Business models
will have fantastic revenue and execute great return models.
 

1.

2.

3. 

4. 
 

Why is the Subscription Business Model so popular?
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Considerations when planning
Subscription-Based Companies
As companies transition to the Subscription
Business Model, there are factors to consider
before positioning a business for future growth and
to ensure a steady and predictable revenue stream.

Capitalizing on Customer Relationships

Customer Relationships are long-term
commitments. A one-time purchase is easy and
casual, but a recurring customer relationship
requires attention, care, and confidence. Any
Recurring Revenue (RR) depends on the output of
the customer relationship. 

However, when scaling up for a SaaS company,
traditional financial systems may be unable to
distinguish between a one-time revenue and a
recurring customer relationship. Even though the
contract differs for each customer, these systems
tend to associate one-time revenue and RR as the
same.

Customers' needs and wants change over time.
Change is inevitable. Customer needs and wants
will evolve as the market condition and industry
change. Thus, SaaS companies must be aware of
when to expand (or narrow down) their business
and when to respond to customer needs before
customers leave for another service.

When financial systems cannot catch up to the
demands and scalability of new offerings, it can
lead to billing errors. Sometimes these changes
may require a new contract, and other times a
contract adjustment. Due to this, many SaaS
businesses fail to manage their finances through
manual and error-prone spreadsheets as their
system cannot react to the complexity of
subscription changes.

Either way, this behavior can be complex to manage
without software. It limits SaaS businesses from
accurately tracking each customer relationship and
measuring the overall financial performance.
 

Revenue Recognition for SaaS Companies

The introduction of the ASC 606 accounting standard
has unified and simplified the approach to
recognizing revenue for all industries, especially for
SaaS businesses. As potential investors evaluate an
investment in a SaaS company, one of the main
criteria is to be ready for ASC 606 compliance and
revenue complexities. Many software solutions have
subscription management features, but only a few
integrate with the best compliance and accounting
practices.

For example, a change such as moving the payment
period from annual to monthly is not that simple. For
most SaaS businesses, customers are allowed to
manage and control their subscription changes. This
has a direct impact on the real-time changes of the
revenue recognition process.

Ideally, financial systems should have the ability to
react to changes by automatically calculating with
the specific customer account. However, few
systems can adapt to subscription changes in real-
time. When systems are unable to determine the
schedules that are affected, it is hard for SaaS
businesses to remain ASC 606 compliant and timely.
 

Impact on the Office of Finance
Beyond the CFO’s office, every department and team
will begin to feel the ripple effect due to system or
software limitations, lack of scalability, or a flawed
Planning Process in place.
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It's time to rethink SaaS Finance
Businesses need a solution that not only assists them
in building revenue strategy but one that allows its
users to follow each customer journey. Doing so allows
existing and upcoming SaaS companies to evolve their
current solution to meet the current needs of a
successful SaaS company with a robust and healthy
revenue stream. 

Strategy 1: Automate for greater levels of efficiency

Manual tasks are time-consuming, inefficient, and
inaccurate. Day after day, finance teams drown in
outdated spreadsheets and legacy systems. Current
financial systems optimize the business workflow to
automatically react to SaaS business drivers like
Revenue Recognition, Billing, Reporting, and Payments. 

Using an automated workflow, integrate built-in and
previous templates without sacrificing Excel formulas
and logic. New financial workflows are ready to
perform complex calculations for pricing changes,
marketing incentives, cancellations, and more. 

Give the ability for finance teams to populate them with
the latest actuals. Automation for SaaS companies can
provide a complete 360° visibility of business
dimensions like Customers/Prospects, Chart of
Accounts, and more. With analytics and insight-driven
tools, SaaS organizations can then allocate ongoing
OPEX and CAPEX and strategize to innovate to
maintain operational efficiency. 
 

Strategy 2: Optimize forward-looking revenue with
integrated SaaS metrics

Traditional metrics such as gross profit, net margin,
and EBITDA are not enough anymore. At the moment,
core SaaS metrics like MRR, ARR, Churn, net retention
rate, CLV, days outstanding in sales are vital for the
finance team to keep track of overall financial
performance. 

However, these metrics are difficult to calculate when
relying on unreliable data from disconnected
spreadsheets and rigid formulas. The following are
some SaaS metrics to keep in mind.

Metric 1. The Churn rate measures the amount of
business lost within a certain period. More than
keeping customer count, Churn digs deeper to
understand a business's customer retention and
growth (or decline) for specific dates. Revenue Churn
evaluates why specific customers generate more
revenue than others when comparing accounts with
similar customer churn.

For SaaS companies, knowing Churn can help monitor
a competitor's business activity. By comparing
upcoming products and features, businesses can
explain why some customers may prefer their
competitors. In this case, Churn occurs as customers
realize when a product or service is too expensive
compared to others based on features or (lack
thereof). Pricing and features can be factors in
interpreting the Churn rate.
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Accounting
 

Beyond the Office of Finance
Here are the possible outcomes without a detailed SaaS Planning Process:
 

Accounting will 
 struggle to close
month-end books on
time when
navigating through a
sea of accounts 
 

Revenue
 Revenue managers
will drown in error-
prone spreadsheets
with stale metrics and
rigid formulas and
calculations 
 

Marketing
 Marketing will be
unable to create and
implement new
packages as added
complexities puts
more burden on
Finance team 
 

Executives
 Executives will have
difficulty in providing
a clear picture of
accurate and up-to-
date financial
performance  to their
stakeholders
 

Investors
 The overall business
performance affects
how investors are
looking for companies
that are ready to scale
up when evaluating
investment   
 



Metric 2. Bookings represent the commitment of a
customer to paying for a product or service. It is also
a good indicator for future revenue growth and
evaluator of sales success. By tracking revenue won
by sales, companies can see how the sales team
converts the opportunity into a paying customer. 

For example, allowing customers to pay upfront is
one method to increase bookings and cash flow. As
customers commit, SaaS companies must ensure to
deliver a customer experience that justifies the
payment upfront.

It is also a vital metric for finance teams to prepare
for cash flows when reporting bookings as committed
money. Without recording them as revenue, finance
teams can avoid the inaccurate calculation of MRR
(Monthly Recurring Revenue) or ARR (Annual
Recurring Revenue).

Metric 3. Recurring Profit Margin is the difference
between recurring revenues and recurring expenses.
Recurring costs are direct costs related to the goods
sold like the maintenance of the data center, the
rental fee for the office space, and more. It is crucial
to track when recurring costs change, to know the
remaining cash flow to re-invest back into growth (i.e.,
new markets, global expansion, etc.) for the year.

Metric 4. Growth Efficiency Ratio (GER) measures
how much it costs to generate $1 of new recurring

revenue. GER decreases as a result of increasing
efficiency in acquiring new revenue. When testing new
packages or entering new markets, it is imperative to
observe growth when introducing (or reverting) these
revenue complexities. Overall, GER helps companies
plan and keep track of their burn rate against the
targeted growth rate to see whether they are
operating efficiently.

Metric 5. Annual Contract Value (ACV) is the average
revenue per customer contract for the year. Many
successful SaaS companies like Spotify have yearly
or multi-year contracts with small ACV. Instead of
hunting for $100,000/year contracts, they can focus
on acquiring more customers of their service. For a
SaaS company, knowing the ACV can drive decisions
and prepare businesses to scale for sales strategy,
marketing, and product development.

For a customer who signed a 3-year contract for
$90,000, their ACV is $30,000. For 100 customers on
a monthly plan at $2,500 per month, the ACV is also
$30,000.

In Year 1 (assuming if they stay/renew in year 1)
3-Year = $30,000 x 1 customer = $30,000
Monthly = $30,000 x 100 customers = $3,000,000

There are many ways and revenue complexities to
building a successful business with a shorter contract
period. In turn, having the option may be more 
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attractive for prospective customers in comparison to
long-term customers.

Business leaders must rely on accurate KPIs and data
to forecast and manage the sales pipeline, drive
decisions and discover new areas of opportunity.
Using a single source of truth system that routinely
updates and computes specific key SaaS metrics
ensures the accuracy of the metrics when shared with
the Executive board.

Strategy 3: Plan a Roadmap of Growth Opportunities

Business growth is not only retention efforts and
better product positioning. It is also dependent on
building and maintaining valuable relationships with
customers, known as Relationship Business
Management.

SaaS businesses have the responsibility to provide a
positive and consistent customer experience. In other
words, a product or a service that innovates and
improves alongside customer needs. When
customers to see the value of their subscription, it will
set apart the competition and position the company
as a leader in line with market and industry demand.

As SaaS companies continue to grow and expand, a
planning process helps map out possible growth
strategies. By discovering the right planning software
that integrates CRM, ERP, HRIS, GL data sources,
confidently plan for RR with a holistic view of
subscription and customer data.

Strategy 4: Scale for Future Growth

Relying on additional headcount can be expensive
with each new expansion. But when the solution is to
add more people and roles to solve a problem, it is
only a temporary fix for an underlying issue. This is
where automation in software comes to play with
business scalability.

Automation eliminates the need for more employees
and allows businesses to operate with a leaner team.
Incurring less direct costs for the Office of Finance,
Finance teams can then refocus and see how to best
re-invest those margins back into the business itself.

With Scenario Modelling and What-if scenarios,
businesses can remain agile when testing cross-
functional implications against existing and future
scenarios. Scenario Planning allows the organization
to experiment and handle quick shifts to the changing
market conditions. By bringing cross-functional teams
together, SaaS companies can seamlessly scale their
business. 

Furthermore, they must acquire a solution that meets
specific industry requirements and one that continues
to extend scalability alongside business growth at
every stage.

Strategy 5: ASC 606 Compliance in Finance Planning
 
CFOs must be ready for new accounting standards
and know how they will impact the business. Cross-
functional teams such as marketing, sales, customer
success, and finance must work together to design a
revenue recognition process and rules based on the
ASC 606 accounting standard. Failure to do so will
result in extreme penalties and halt growth.
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ASC 606 compliance poses a couple of challenges for
Finance. This includes large datasets of multiple
amortization schedules for payments and direct and
indirect expenses. If these data-related tasks are
manual, finance teams will run into compliance issues
rendering close processes error-prone and time-
consuming. In effect, finance teams will struggle to
close on time, as well sales teams will lose the ability
to maintain customer relationships with the most up-
to-date sales data.

To ensure timely revenue recognition and ASC 606
compliance, finance teams must use software to
streamline and standardize the revenue recognition
process to lead in aligning with sales, marketing,
customer success, and legal teams. It is critical to
find a solution that accelerates the ASC 606
compliance process and works in tandem with the
business's needs and requirements. 

SaaS organizations will now have the ability to align
all revenue complexities such as revenue distribution,
amortizations, performance obligation, revenue
contracts, allocations, and more.

The Subscription-based Economy is here
to stay – Are you ready     ?

Grow with your Solution
The Subscription-based Economy is not slowing down
any time soon. At the same time, the need for a high-
performing planning system is critical for the future
growth of many SaaS businesses.

Companies such as Netflix, Spotify, and Prime remain
successful as they have mastered financial alignment
across departments and maintained strong
relationships with customers in transparency,
flexibility, responsiveness, and personalization. 

If you lose customers, you lose your business model 
As the Subscription Business Model centers around
the customer experience, the relationship does not
end after the product is received. Customer
relationships must evolve alongside the company's
growth as you continue to innovate and discover new
opportunities. 

Empower your team and develop your customer
relationships for the future. Be ready to tackle the
challenges to extend your business and advance in
the Subscription-based economy.
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Thomas Ho is the Director of Professional Services at ProLytics Consulting Group, a business and technology
consultancy based in Toronto, Canada. If you want to learn more about SaaS Finance, feel free to reach out to
Thomas at tho@prolyticsgroup.com

Discover the right planning solution for your business. Work with ProLytics today and discover your ready-to-
go Planning Solution that ensures all your revenue complexities will be automatically scaled, audited,
managed, and compliant with ASC 606 standards. 

At ProLytics, our goal is to work with our customers to deliver value-added EPM and BI solutions, that fit their
culture, align with their goals, and solve their one-of-a-kind challenges. 

POWERFUL ANALYTICS. 
PROVEN DELIVERY.

TALK TO OUR EXPERTS AND CONSULTANTS

905-947-1223  // contact@prolyticsgroup.com
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