
VC Operating 
Model

What is an Operating Model?
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$ $ $

VC fund is investing in a startup company

Future profitability Cash flow generation

Key risks for early startup companies is running out of cash

Operating model

Summarize future earnings potential

Forecast revenues and expenses Usage or generation of the 
company’s cash balances 
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B2B (Business to Business) SaaS 
(Software as a Service) company 

Operating model for SaaS 
companies have specific:

Drivers

Metrics

B2B (Business to Business) SaaS 
(Software as a Service) company 

Significant portion of 
the VC landscape

Biggest early-stage venture 
capital investment type 

Grown significantly between 
2010 and early 2020s 
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What is a SaaS Business?

Understand the business How it operates

Operating model
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PC

Tablet

A “Software as a Service” business which is based entirely on the internet

Company “hosts” 
software application:

Network

Servers

Codes
SaaS

Enterprise customers access 
applications through web browser

Cell phone

$

Access softwareMonthly fee

HOSTING

Eliminates need for end user license

Activate software and infrastructure

Hosts end user membership

Access via logging into the account
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SaaS Revenue Model

The revenue model for a SaaS company 
is primarily “subscription revenues”

Monthly Recurring Revenue
(MRR)

Churn New 
Customer Count
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The revenue model for a SaaS company 
is primarily “subscription revenues”

(MRR)
Monthly Recurring Revenue

Churn New 
Customer Count

SaaS Waterfall Metrics

(MRR)
Monthly Recurring Revenue

Amount of recurring revenue

Current base of executed 
customer contracts

Minimum 
duration of one year

ARR (Annual 
Recurring Revenues)

ARR = MRR x 12

= Sum of 12 consecutive months in forecast
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The revenue model for a SaaS company 
is primarily “subscription revenues”

(MRR)
Monthly Recurring Revenue

Churn

Starting MRR

New MRR

New 
Customer Count

New customers+

SaaS Waterfall Metrics

Churn

Also referred to as “Lost MRR” 

The amount of monthly recurring revenues lost in that month

The monthly churn rate

Amount of customers 
lost in the current month ÷ Total number of customers 

at the end of the prior month

Churn rate is 1% 1% of a company’s existing customers at the start of 
each month will be lost by the end of the month

© 2024 Financial Edge Training 8



Churn

Customer retention is critical to the success and growth of a SaaS company

High churn rate Spend extra money 
replacing lost customers

Profitability Valuation

Company that has a 
sustained low level of churn 

Better at retaining customers -
may have a longer customer lifetime value

(MRR)
Monthly Recurring Revenue

Churn

Starting MRR

New MRR

Expansion MRR

Contraction MRR

New 
Customer Count

Churn

Ending MRR

New customers

Growth from existing customers

Customers reduces MRR

+

+

-

- Lost customers

SaaS Waterfall Metrics

The revenue model for a SaaS company 
is primarily “subscription revenues”
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Mature SaaS Revenues

Pre-IPO IPO

Multiple products Sales teams

Income 
Statements

Balance 
Sheets Cashflows

In Forecast: New Customers = Billings

Recognized Deferred
Service delivered 

in this period
Cash received, but 

service to be delivered 
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Forecasting businesses on an annual basis

Growth of new customers 
Renewals from 

existing customers

Main Growth Drivers

VALUE OF A B2B SaaS BUSINESS
Ability to not lose customers and maintain and grow the renewal rate

Total billings are comprised of new customers and customer renewals 

Forecast based on an 
annual growth rate

Subscription fees collected 
from customers 

Revenue in the 
current year

70% and the remainder is recognized over time, usually the next year (e.g. approx. 30%) 

For example
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Total Revenues

Revenue recognized Deferred revenue

+ Prior year

Balance 
sheets Deferred revenue - recorded in balance sheets as liabilities

Cashflow
Statement Year over year change recorded in the cashflow 

Current 
year

Billings growth rate Revenues

Understates the true value of the 
customer (recognized over time)
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Billings growth rate Revenues

Show stable revenue by working off the billings backlog

Delivering the service 
where cash has 

already been received
Business seem 

healthier than it truly is 

Billings growth rate Revenues

Other revenues may be fees associated with:

Onboarding new customers Maintenance fees License fees
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Modeling Expenses

Expenses of a B2B SaaS forecast model 

Cost of sales

1 2 3

Hosting 
applications

Customer service 
& support

Payment 
processing fees
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Expenses of a B2B SaaS forecast model 

Core operating expenses

Research & 
Development (R&D)

Sales & 
Marketing

General & 
Administration (G&A)

All typically forecast as a % of total revenues

Top-notch sales team to drive new 
MRR generation, is a key driver in raising capital

Subscription revenues

Cost of Sales

Gross Margin
Less:

Less: R&D expenses

Less: Sales & Marketing 
expenses

General & Administrative 
expensesLess:

Cash Burn
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“Burn rate” 

Rate at which a company’s available cash position is decreasing

Entrepreneurs

Monitoring their company’s burn rate

Early-stage companies Companies in periods of hypergrowth

Economic downturn Production issues R&D glitches Other factors

Companies cash balance Expense structure

Pivot their business, or slow down fixed expenses 

When Covid first hit the US in March 2020

Reviewing their 
cash position 

Dramatically cutting
expenses to lower

their cash burn

© 2024 Financial Edge Training 16



Startup VC Investors

Invest in key growth

Forecast when they might be able to: 

Expansion opportunities 

Results in an increase in expenses

Gross Burn Net Burn

Calculating Cash Burn

Indirect monthly expenses

Sales and Marketing R&D

Gross income 
earned from operations

Reflects true measure of the 
amount of cash burn each month  

Reflecting expenses incurred if no 
further sales made
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Gross burn rateNet burn rate

Tells VC investors how much profit they need to breakeven

Net Cash Burn
Startups' revenues and profits, and measures 

the efficiency of those monthly expenses

Funding required to keep business afloat 

Start up may need to focus:

Cost cutting measures 

Additional fundraising

Not yet generating 
meaningful revenue growth 

Tracks monthly cash outlays 

Identify areas of overspending

High growth/scaling startup Startup in early stages

Gross burn rateNet burn rate
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How quickly the startup will 
spend investment capital

Part of the due 
diligence  process

Current number of months of cash available 

Net burnGross burn

VC Investors

Runway

How far will 
$30mm take you?

Key financial results at the 
end of runway period

Expose weaknesses in projections 

Startup is burning 
$100k per month 

Raising a $10mm 
capital round

Why do they need so much capital?

What will change in the 8 years 
it will take to spend the capital?

Runway
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Startup is growing quickly 
(> 50% per year)

Keep burn rate high

Raise additional capital

Year of runway available at all times

Fall below 6 months to zero cash
Cut costs dramatically 

Raise funding

HOT INVESTMENT MARKET 

Year of runway available at all times

Fall below 6 months to zero cash
Cut costs dramatically 

Raise funding

Fundraising declined

Cost cutting 

Extending runway

MORE CHALLENGING TIME (SUCH AS 2022-23) 
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Non-recurring

Could overestimate the runway

May exclude

Certain expenses

May include

Certain cash inflows 

Fully understand how the runway was calculated by the company

Entrepreneur 

Please do not redistribute these materials without the 
express permission of Financial Edge Training.

www.FE.training
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