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WHAT YOU WILL LEARN AND WHY IT MATTERS

Unit economics — the per-unit financial analysis that measures how much value the company creates or

destroys on each incremental customer interaction, transaction, or contract — is the primary financial

language of venture-scale businesses. Venture investors use unit economics to assess whether a

company's business model is fundamentally sound (does the company make money on each customer

relationship, net of the cost of acquiring that customer?), whether it is scaling efficiently (do the unit

economics improve as the company grows?), and whether it has the potential to reach the profitability

scale required for a successful exit.

The CFO who masters unit economics is not just meeting an investor expectation — they are developing

the analytical framework that is most useful for making the specific financial decisions that venture-backed

companies face: how much to invest in customer acquisition, how to price the product, how to prioritize

product development investments, and how to determine when the company has reached the unit

economics threshold that justifies accelerating growth investment. This part covers the complete unit

economics framework and the analytical disciplines required to calculate, present, and use unit economics

in financial decision-making.

CUSTOMER ACQUISITION COST: DEFINITION AND CALCULATION

Customer acquisition cost (CAC) is the total cost incurred to acquire one new customer. It is calculated by

dividing the total sales and marketing expense in a period by the number of new customers acquired in

that period. While this definition sounds simple, the accurate calculation of CAC requires several analytical

decisions that significantly affect the result.

BLENDED VERSUS SEGMENTED CAC: The blended CAC — the average acquisition cost across all

customer acquisition channels — is the simplest calculation but the least analytically useful. A company

that acquires customers through both an outbound sales team (typically very high CAC) and organic

inbound channels (typically very low CAC) will have a blended CAC that understates the true cost of the

outbound channel and overstates the efficiency of the inbound channel. The analytically useful CAC

calculation disaggregates the acquisition cost by channel, allowing the CFO to assess the relative

efficiency of different acquisition strategies and to model the financial impact of shifting investment

between channels.

WHAT TO INCLUDE IN SALES AND MARKETING EXPENSE: The sales and marketing expense in the

CAC denominator should include all costs associated with acquiring new customers: the fully loaded

compensation of the sales team (base salary, commission, benefits, and payroll taxes), the fully loaded

compensation of the marketing team, all external marketing spend (advertising, events, content marketing,

and SEO), the cost of sales tools and marketing technology, and any other expenses that directly support

the customer acquisition process. The CFO must make an explicit decision about what to include in the

CAC calculation and must apply that decision consistently over time to ensure that the trend in CAC is

analytically meaningful.
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THE CAC PAYBACK PERIOD: The CAC payback period — the number of months required to recover the

customer acquisition cost from the gross margin generated by the customer — is the most intuitive unit

economics metric for non-financial audiences. A CAC payback period of twelve months means that the

company recovers its customer acquisition investment within one year of signing the customer; a CAC

payback period of thirty-six months means the company is deploying capital into customer acquisition for

three years before seeing a return. Venture investors typically look for CAC payback periods of twelve to

eighteen months as a sign of capital-efficient growth; payback periods above twenty-four months are

typically seen as a warning sign of a capital-intensive business model that will require large amounts of

capital to scale.

CUSTOMER LIFETIME VALUE: DEFINITION AND CALCULATION

Customer lifetime value (LTV) is the total gross margin a customer generates over the full duration of their

relationship with the company. It is the revenue that completes the unit economics equation: if the LTV

exceeds the CAC, the company is creating value with each new customer acquired; if the LTV is less than

the CAC, the company is destroying value with each new customer acquired regardless of how fast it is

growing.

THE LTV CALCULATION: For a subscription business with a monthly or annual renewal model, LTV is

typically calculated as: LTV = (Average Revenue Per User × Gross Margin Percentage) / Customer Churn

Rate. For example, a SaaS company with $1,000 average monthly revenue per customer, a seventy-five

percent gross margin, and a two percent monthly churn rate has an LTV of $37,500. This calculation

assumes that the customer relationship generates a constant revenue at a constant gross margin

indefinitely at the specified churn rate — assumptions that are simplifications of the actual customer

revenue trajectory but are reasonable first approximations.

THE LTV ESTIMATION CHALLENGE: For young companies with limited customer history, the LTV

calculation requires extrapolating from limited cohort data. A company that has been selling its product for

eighteen months cannot directly observe the five-year lifetime value of its customers; it must estimate the

LTV by observing the churn rate in the cohorts it has data for and projecting that churn rate forward. The

CFO must be transparent about the vintage of the cohort data underlying the LTV estimate and must

present the LTV as a range based on the uncertainty in the churn rate estimate rather than as a precise

number.

THE LTV/CAC RATIO: The LTV/CAC ratio — the ratio of lifetime value to customer acquisition cost — is

the primary unit economics metric used by venture investors to assess the quality of the business model.

An LTV/CAC ratio of three or more is generally considered healthy for a venture-backed company,

indicating that the company generates three dollars of lifetime gross margin for every dollar invested in

customer acquisition. Ratios below two are typically seen as indicating a business model that needs

improvement before the company can scale efficiently. Ratios above five or six may indicate that the

company is underinvesting in customer acquisition and could grow faster with more aggressive sales and

marketing spend.
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COHORT ANALYSIS: THE ANALYTICAL FOUNDATION OF UNIT ECONOMICS

Cohort analysis — the analysis of groups of customers acquired in the same time period, tracked over

time — is the analytical foundation of rigorous unit economics measurement. A company's reported

average CAC and LTV are point-in-time snapshots; the cohort analysis reveals whether the unit

economics are improving or deteriorating over time, which is far more informative for investment and

operating decisions.

THE COHORT REVENUE RETENTION CURVE: The most fundamental cohort analysis for a subscription

business is the revenue retention curve — a chart that shows, for each acquisition cohort, the percentage

of the cohort's initial revenue that remains active in each subsequent month. A healthy SaaS business

typically shows a revenue retention curve that flattens out after twelve to eighteen months — meaning that

after an initial period of churn, the remaining customers are highly stable and generate a "long tail" of

recurring revenue. A business with a declining revenue retention curve — where churn continues to

accelerate in later periods — has a fundamental customer lifetime value problem that the headline LTV

calculation may be obscuring.

THE CAC TREND ANALYSIS: The cohort-based CAC analysis examines how the acquisition cost has

evolved across successive cohorts — are more recent cohorts more or less expensive to acquire than

earlier cohorts? If CAC is increasing over time, it typically signals that the company has already acquired

its most accessible customers (the early adopters who require the least sales effort) and is now having to

work harder to find new customers. If CAC is declining over time, it typically signals that the company's

brand is building, its inbound channel is growing, and its sales team is becoming more efficient. The CFO

who can present the CAC trend analysis with explanatory commentary is demonstrating the analytical

capability that distinguishes sophisticated financial leadership from simple metric reporting.

THE PATH TO PROFITABILITY MODEL

The path to profitability model is the financial planning framework that connects the current unit economics

to the revenue scale at which the company becomes profitable. It answers the question that every board

and every investor eventually asks: at what revenue level does this company generate positive EBITDA,

and how long will it take to get there?

THE BREAK-EVEN REVENUE CALCULATION: The break-even revenue level — the revenue at which

the company's gross margin covers its fixed operating costs — can be calculated directly from the gross

margin percentage and the fixed cost base: break-even revenue = fixed operating costs / gross margin

percentage. For a company with twenty million dollars of fixed annual operating costs and a sixty-five

percent gross margin, the break-even revenue is approximately thirty-one million dollars.

THE MARGIN EXPANSION MODEL: The path to profitability is not simply a function of reaching the

break-even revenue level — it also requires the gross margin to be at the expected level at that revenue
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scale. For many early-stage companies, the gross margin at current revenue is below the long-run target

gross margin, because the cost of goods sold includes infrastructure and support costs that do not scale

linearly with revenue. The CFO must model the gross margin trajectory — showing how the gross margin

is expected to improve as revenue scales — and the operating expense trajectory — showing how the

operating expense as a percentage of revenue is expected to decline as the company leverages its fixed

cost base. The intersection of the gross margin trajectory and the operating expense trajectory is the

projected break-even point.

ACTIONS TO TAKE BEFORE PART SEVEN

Build or refresh the company's unit economics model using the analytical framework described in this part.

The model should calculate CAC by acquisition channel, LTV by customer segment, and the LTV/CAC

ratio and payback period for each channel-segment combination. Present the model to the board

alongside the cohort analysis data, with explicit commentary on the trend in each unit economics metric

over the past four to six quarters.

Build the path to profitability model: the break-even revenue calculation, the gross margin trajectory, the

operating expense trajectory, and the projected break-even date under the base case financial plan and

under a scenario in which growth is twenty percent below plan. The path to profitability model provides the

board with the financial context required to make informed decisions about the trade-off between growth

investment and capital efficiency — the central financial tension in every pre-profitability venture-backed

company.
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CLOSING PERSPECTIVE

Unit economics is the financial language that determines whether a venture-backed company has a

fundamentally sound business model or a fundamentally flawed one, regardless of how fast it is growing.

The CFO who masters this language — who can calculate unit economics rigorously, present cohort

trends honestly, and connect the unit economics to the path to profitability — is providing the financial

intelligence that the board and the investors need to make the most consequential decisions about the

company's strategy and capital allocation.
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COMING NEXT IN THE SERIES

Part 7 — Managing the Burn Rate: Cash Runway, Spend Governance, and the Pre-Profitability P&L;

Part Seven covers the financial management of a pre-profitability venture-backed company — burn rate governance, the
cash runway model and its governance implications, the spend prioritization framework that allocates limited capital to
highest-return initiatives, and the financial milestones that determine the timing and terms of the next financing round.


