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FINANCIAL ARCHITECTURE OF DIFFERENT BUSINESS MODELS

SECTION 1

THE APP STORE AND MOBILE PLATFORM MODEL

App Store Economics: The 30% Rake and Its
Discontents

The app store model is one of the most financially powerful and most legally contested business models in
the history of commerce. Apple's App Store and Google Play collectively generated over $130 billion in
gross consumer spending in 2023, and the platform operators — Apple and Google — retained
approximately 15% to 30% of every dollar spent. For the CFO of a company that builds on these platforms,
the app store is simultaneously a distribution miracle (instant access to billions of users) and a structural tax
on every dollar earned through in-app purchases and subscriptions. For the CFO of a platform operator, the
app store is the most profitable business unit in the enterprise.

This part examines the financial architecture of the app store model from two perspectives: the platform
operator (Apple, Google, Microsoft, Steam) and the developer building on that platform. Both perspectives
are essential because most companies — whether they are building consumer apps, gaming studios, or
enterprise mobile software — interact with app store economics in ways that directly affect their P&L;, their
tax structure, and their accounting treatment.

The sections that follow cover: the take rate structure and how it has evolved under regulatory pressure;
in-app purchase (IAP) revenue splits and their recognition; subscription revenue recognition for
multi-platform, multi-territory products; virtual goods and currency accounting; foreign currency settlement
mechanics; the App Store tax treatment by jurisdiction; and the complete metrics framework for both
platform operators and app developers.

1.1 The Platform Take Rate Structure

The standard app store take rate — historically 30% on all in-app purchases and subscriptions — has
undergone significant modification since 2021 under competitive pressure, developer backlash, and
regulatory intervention. Most major platforms now operate a tiered take rate structure that varies by revenue
scale, subscription tenure, and developer program membership. Understanding the precise take rate
applicable to each revenue stream is essential for accurate financial modeling.
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Standard Take

Platform Rate Reduced Rate Condition Reduced Rate

Subscriptions after year 1 (Small Bus.

15%
Program: <$1M rev)

Apple App Store 30%

First $1M annual revenue; subscriptions
Google Play 30% after year 1 15%

. Games >$1M revenue threshold
Microsoft / Xbox 30% . 12%
(negotiated)

$10M—-$50M lifetime revenue; >$50M
Steam (Valve) 30% e 25% / 20%
lifetime revenue

All developers (competitive positioning

Epic Games Store 12% 12%
vs. Steam)
Small Business Accelerator Program
Amazon Appstore 30% 20%
(<$1Mm)
CFO INSIGHT

The blended effective take rate paid by a developer is almost never the headline 30% — it is a weighted
average of the applicable rates across all revenue streams, geographies, and subscriber cohorts. A
subscription app where 60% of subscribers are in their second year or beyond pays an effective rate closer to
18% to 22%. A gaming app that has crossed the $1M Small Business Program threshold on Apple but not on
Google may pay different effective rates on each platform. Model the effective take rate explicitty — do not
use 30% as a flat assumption in your financial model.

SECTION 2

IAP REVENUE SPLITS AND REVENUE RECOGNITION

In-App Purchase Economics and ASC 606
Recognition

In-app purchases (IAPs) are the primary monetization mechanism for the app economy. They include
one-time purchases of digital content (e.g., a level pack in a game, a filter in a photo app), consumable

virtual currency (gems, coins, tokens that are spent on in-game items), non-consumable permanent unlocks
(premium features, ad removal), and auto-renewing subscriptions. Each type of IAP has a different revenue
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recognition treatment under ASC 606, and the CFO must establish a clear accounting policy for each
category.

2.1 IAP Revenue Recognition by Type

IAP Type ASC 606 Treatment Recognition Timing

One-time content Level pack, album, Point-in-time obligation satisfied .
. At time of purchase / download

purchase e-book at delivery
Consumabile virtual Gems, coins, tokens, Recognized when virtual At point of virtual item
currency energy currency is spent on items redemption
Non-consumable Ad removal, premium Point-in-time (if perpetual) or At purchase (perpetual) or
permanent unlock tier, feature unlock ratable (if service) over benefit period
Auto-renewin Monthly / annual a . . Daily/monthly over

o g y . PP Ratably over subscription period y - Y
subscription subscription subscription term
Season pass / battle 90-day content access . . Over pass duration or at

Ratably or per milestone delivery
pass bundle content drops
Loot boxes / Randomized digital At delivery of item; disclose odds . .
. . . At time of box opening

randomized items item bundle (ESRB/FTC)

2.2 Virtual Currency: The Deferred Revenue Complexity

Virtual currency — the in-game coins, gems, tokens, or credits that players purchase with real money and
then spend on virtual goods — creates one of the most complex deferred revenue situations in digital
commerce. When a player purchases $9.99 of virtual coins, the app developer receives the cash (net of the
platform take rate) and records deferred revenue equal to the net proceeds. The revenue is not recognized
at the time of the currency purchase — it is recognized only when the player actually spends the virtual
currency on a virtual item or experience within the app.

The challenge is that virtual currency may never be fully spent. Players accumulate balances, some stop
playing with unspent currency on their accounts, and others purchase currency speculatively for future use
without a near-term spending plan. The developer must estimate the expected breakage — the portion of
purchased virtual currency that will never be redeemed — and recognize that portion as revenue. Breakage
can be recognized proportionally as the currency is redeemed (the proportional method) or when it becomes
remote that the remaining balance will be redeemed (the remote method). The proportional method is
generally preferred because it avoids the cliff-recognition problem of the remote method.
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VIRTUAL CURRENCY AND BREAKAGE ACCOUNTING

At Currency Purchase:
DR: Cash (net of platformfee) $9.99 x (1 - take rate%
CR Deferred Revenue (virtual currency) $9.99 x (1 - take rate%

As Currency |s Spent:
DR Deferred Revenue Anount of currency spent
CR. Revenue Amount of currency spent

Breakage Recognition (Proportional Method):
Br eakage Revenue = (Currency Spent / Total Expected Redenptions) x Est. Breakage
Recogni zed al ongsi de redenptions proportionally throughout redenption period

Typi cal Breakage Rates: Mbile gam ng 5%-15% | Casual apps 10%-25%

2.3 The Principal vs. Agent Determination for IAP

When an app developer sells IAPs through Apple's App Store or Google Play, the question arises: is the
developer the principal (recognizing gross IAP revenue and recording the platform fee as a cost of revenue)
or is the developer an agent (recognizing only the net proceeds after the platform takes its share)? This
determination drives the top-line revenue number by 30% — a $10M gross IAP business shows either $10M
in revenue (principal) or $7M in revenue (agent, net of 30% take rate) depending on the answer.

Under ASC 606, the developer is generally considered the principal in IAP transactions because it controls
the digital content or service before it is transferred to the customer — the developer creates the game, the
app, the content. The platform (Apple, Google) is acting as the developer's distribution agent, not as a
co-seller of the developer's content. Therefore, most developers recognize IAP revenue on a gross basis
and record the platform fee (30% or 15%) as a cost of revenue expense. This is the dominant practice and is
consistent with how the largest gaming and app companies report.

ACCOUNTING ALERT

While gross revenue recognition is the dominant practice for IAP, some companies with specific contract
structures — particularly those where the platform is the merchant of record and has pricing control — may
be required to use net recognition. Before finalizing your IAP revenue recognition policy, have your external
auditors review the specific terms of your Apple Developer Program Agreement and Google Play Developer
Distribution Agreement. The policy election is difficult to change once established, and the revenue impact of
the principal-versus-agent determination is material.
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SECTION 3

SUBSCRIPTION REVENUE RECOGNITION

Mobile Subscription Revenue: Multi-Platform,
Multi-Territory Complexity

Mobile subscription revenue — auto-renewing subscriptions sold through the App Store and Google Play —
is the fastest-growing revenue category in the app economy and the one with the most complex recognition
requirements. The complexity arises from four sources: the interaction between platform billing cycles and
the developer's own accounting periods; the different take rates that apply to subscriptions before and after
their first year; the treatment of trial periods, grace periods, and involuntary churn; and the multi-currency
settlement mechanics when subscriptions are sold globally.

3.1 The Subscription Revenue Recognition Waterfall

When a user subscribes to an app through the App Store, the following economic flow occurs: the user's
credit card is charged by Apple; Apple remits to the developer the subscription price net of its commission
(30% in year 1, 15% from year 2 onward for most apps); the developer recognizes revenue ratably over the
subscription period. The timing of cash receipt (when Apple remits) differs from the timing of revenue
recognition (as the subscription period runs). The gap creates either deferred revenue (if cash is received
before the subscription period begins) or an unbilled receivable (if the subscription period has begun but
Apple has not yet remitted).
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MOBILE SUBSCRIPTION REVENUE RECOGNITION

Gross Subscription Price: $9.99/nonth
Year 1 Net to Developer: $9.99 x (1 - 30%
Year 2+ Net to Developer: $9.99 x (1 - 15%

$6. 99/ nont h
$8. 49/ nont h

Mont hl y Revenue Recogni zed = Net proceeds / Days in billing period x Days el apsed

Annual Subscription ($99.99/year):
Cash received: $99.99 x 70% = $69.99 at billing date
Revenue recognition: $69.99 / 12 = $5.83/nmonth over 12 nont hs
Deferred revenue at nonth 1: $69.99 - $5.83 = $64. 16

3.2 Trial Periods, Grace Periods, and Involuntary Churn

Free trial periods — where users access the app for 7 or 30 days before their first charge — create a
recognition complexity: no revenue is recognized during the trial period because no consideration has been
received and no performance obligation is being satisfied for cash. The trial is a customer acquisition cost,
not a revenue-generating activity. The costs incurred to serve the user during the trial (server costs, content
delivery) are expensed as incurred.

Grace periods — the period after a subscription renewal payment fails during which the user retains access
to the app — require a specific accounting treatment. During the grace period (typically 6 to 16 days
depending on platform), the developer continues to deliver the subscription service but has not yet received
payment for the renewal. The developer must assess whether it is probable that the renewal payment will be
collected before recognizing revenue for the grace period. If collection is uncertain — which it is, since the
payment already failed once — the developer should defer revenue recognition until payment is successfully

collected.
Subscription Event Revenue Treatment Balance Sheet Impact CFO Watch Signal
i ) No revenue; trial cost No balance sheet . . .
Free trial begins . Trial-to-paid conversion rate monthly
expensed impact
Revenue recognized . - .
) - o Deferred rev = First billing = new subscriber; track by
First paid billing ratably over billing .
. unearned portion cohort
period

Prior deferred rev
cleared; new deferred Renewal rate = key retention metric
created

Auto-renewal (same Revenue recognized
rate) as new period begins
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Subscription Event Revenue Treatment Balance Sheet Impact CFO Watch Signal

New (higher) price

Price increase . Higher deferred rev . . Lo
recognized over new Monitor churn spike at price increase
renewal ) balance created
period
Grace period (failed Defer revenue until Accrued liability for Track recovery rate; high miss = churn
payment) payment received service delivered risk
Cancellation . - . :
mid-period (no Recognize remaining Deferred rev cleared at ~ Track cancellation reasons; inform
P deferred revenue cancellation product
refund)

Reduce revenue (or
Refund issued recognize return
reserve)

Refund liability; reduce High refund rate = quality or expectation
deferred rev issue

SECTION 4

FOREIGN CURRENCY SETTLEMENT AND FX RISK

Foreign Currency Settlement: The Hidden P&L;
Driver

For an app developer with global distribution, foreign currency settlement is one of the most significant
financial management challenges — and one of the most underestimated. App stores collect payments from
users in local currencies around the world. They settle to developers in a limited set of currencies —
primarily US dollars, euros, and British pounds. The exchange rates applied at settlement, the timing of
settlement relative to when the purchase was made, and the accounting treatment of currency gains and
losses all affect the developer's reported revenue and cash flow in ways that can be material.

4.1 The Settlement Currency Structure

Apple's App Store settles to developers in the developer's chosen settlement currency — typically USD for
US-based developers — using exchange rates that Apple determines on a rolling basis (typically monthly).
Google Play settles similarly. The rates applied by the platforms are not spot rates at the moment of each
transaction — they are platform-determined rates that may differ from the prevailing market rate by 2% to
5%. This platform FX spread is an additional cost of app store distribution that is rarely quantified explicitly
by developers but can be significant for high-volume international revenue.
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FX SETTLEMENT ECONOMICS

User Pays (local currency): ¥1,200 (Japan) for a subscription
Spot Rate at Purchase: ¥148 / USD = $8. 11 USD equi val ent
Platform Settlenent Rate: ¥152 / USD = $7.89 USD to devel oper
Pl atf orm FX Spread Loss: $8.11 - $7.89 = $0.22 per transaction (2.7%

Annual | npact: 500,000 Japanese subscriptions at ¥1, 200/ yr
G oss JPY revenue: ¥600, 000, 000
At spot: $4,054,054 | At platformrate: $3,947, 368
FX Spread Cost: $106, 686 annual |y —material at scale

M tigation: Adjust local pricing periodically to offset FX; nonitor platformrates

4.2 Functional Currency and Transaction Gains/Losses

Under ASC 830 (Foreign Currency Matters), transactions denominated in a foreign currency must be
remeasured into the entity's functional currency at the exchange rate on the transaction date. Subsequent
changes in exchange rates between the transaction date and the settlement date create foreign currency
transaction gains or losses that are recognized in the income statement in the period they occur. For an app
developer with significant revenue in Japanese yen, euros, or British pounds, these transaction gains and
losses can be substantial — particularly during periods of dollar strength.

The practical implication for app developers is that reported revenue in USD can decline even when unit
sales (app downloads, subscriptions, IAP transactions) are growing, simply because the USD has
strengthened against the currencies in which those transactions occur. The CFO must present both constant
currency revenue growth (what growth would have been at prior-period FX rates) and reported revenue
growth to give investors a clear picture of the underlying business performance separate from FX effects.
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CONSTANT CURRENCY REVENUE CALCULATION

Constant Currency Revenue = Current Period Local Currency Revenue
x Prior Period Average Exchange Rate

FX | npact = Reported Revenue - Constant Currency Revenue
Constant Currency Gowth = (CC Revenue - Prior Period Revenue) / Prior Period Revenue

Exanpl e: EUR revenue EUR 10Min current period; EUR 9M prior period
Current FX: 1.05 USD/ EUR -> Reported: $10.5M
Prior FX 1.12 USD/ EUR -> Constant currency: $11.2M
Reported growh: +16.7% | CC growmh: +24.4% | FX drag: 7.7 pts

SECTION 5

TAX ISSUES FOR THE APP ECONOMY

App Economy Tax: Global Complexity at the
Transaction Level

The app economy generates revenue transactions in virtually every tax jurisdiction on earth — and each
jurisdiction has its own rules for how digital goods and services are taxed, who is responsible for collecting
and remitting the tax, and how the developer's share of the revenue is treated for income tax purposes. The
interaction between platform tax collection mechanics, developer income tax obligations, VAT/GST on digital
services, and treaty withholding on cross-border royalty payments creates a tax compliance requirement of
extraordinary breadth.

5.1 Platform Tax Collection: Who Remits VAT/GST?

One of the most important — and most developer-friendly — features of the major app store platforms is that
Apple and Google act as the merchant of record for VAT and GST purposes in most jurisdictions globally.
When a user in Germany purchases an in-app subscription, Apple collects German VAT (19%) on top of the
subscription price and remits it directly to the German tax authority. The developer receives the net amount
(subscription price less Apple's commission and less VAT) without needing to register for VAT in Germany
or remit the tax itself.
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This platform-level tax collection simplifies the developer's international tax compliance enormously — for
transactions that flow through the app store billing system. However, it creates important nuances. The
developer's gross revenue for financial reporting is typically the pre-VAT amount (because VAT is collected
on behalf of the tax authority, not as revenue to the developer). The developer's net settlement (after Apple's
commission and after VAT) can therefore be significantly lower than the user-facing price. The CFO must
ensure that revenue models correctly strip out VAT from gross pricing before modeling developer revenue.

APP STORE REVENUE AFTER VAT AND PLATFORM FEE

User-Facing Price (Germany): €9.99/nonth

Less: German VAT (199 : (€1.59) -> Platformremts to German tax authority
Pre- VAT Price: €8. 40 -> This is the revenue base

Less: Apple Conm ssion (30%: (€2.52) -> Appl e retains

Devel oper Net Revenue: €5. 88/ nmonth per German subscri ber

Ef fecti ve devel oper take: €5.88 / €9.99 = 58.8% of user-facing price

Effective all-in deduction: €4.11 / €9.99 41. 2% (VAT + conmi ssi on)

5.2 Income Tax Treatment of App Store Revenue

App store revenue is generally ordinary income for federal income tax purposes. However, the international
tax treatment depends on where the developer is incorporated, where the app store revenue is sourced to
for treaty purposes, and whether the payment from the platform to the developer is characterized as a
royalty, a service fee, or a sale of digital goods. The characterization matters because royalties paid across
borders are subject to withholding taxes under most bilateral tax treaties, while payments for services may
be exempt from withholding if the service is performed in the developer's home country.

Apple and Google characterize payments to developers as payments for services rendered under the
developer program agreement — not as royalties for the licensing of intellectual property. This
characterization, if accepted by the tax authorities in the developer's country, generally means no
withholding tax applies. However, some countries — including India, Brazil, and several others — have
taken the position that app store payments to foreign developers are royalties subject to withholding tax.
Developers with material revenue from these jurisdictions should evaluate their treaty position and the
withholding tax risk.
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TAX ALERT

India's equalization levy — a 2% tax on digital services provided by foreign e-commerce operators to Indian
users — applies to the gross value of app store sales to Indian users, not to the developer's net revenue.
Apple and Google pass this levy through to developers by adjusting the developer's net proceeds from Indian
transactions. At scale, the equalization levy can represent a significant additional tax burden on Indian market
revenue. Monitor the Indian market revenue quarterly and include the equalization levy in your international
effective tax rate modeling.

5.3 State Tax on App Store Revenue

For US-based developers, state income tax on app store revenue is determined by the developer's state of
incorporation or commercial domicile, subject to apportionment based on the state's market-based or sales
factor rules. Most states use market-based sourcing for digital goods and services, which allocates revenue
to the state where the customer is located. For an app with users across all 50 states, this requires
apportioning revenue to each state based on user location — data that may or may not be readily available
from the app store settlement reports.

Sales tax on app sales is generally the responsibility of the platform (Apple, Google) rather than the
developer, as the platforms have taken on the merchant-of-record role for sales tax purposes in most US
states that tax digital goods. However, for revenue that flows outside the app store — direct web payments,
PC platform sales, enterprise licensing — the developer must manage its own sales tax compliance. The
CFO should maintain clear documentation of which revenue streams are covered by platform tax collection
and which require independent compliance.

SECTION 6

COST STRUCTURE AND GROSS MARGIN

App Developer Cost Structure: Platform Fees and
Beyond

The cost structure of a mobile app developer is dominated by three categories: platform fees (the 15% to
30% taken by Apple and Google), user acquisition cost (the paid marketing spend required to generate

downloads and activations in an increasingly competitive mobile marketing environment), and engineering
and infrastructure costs (the server-side costs of running the app's backend, storing user data, and
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delivering content). The interaction of these three cost categories with the developer's revenue model
determines gross margin and — critically — whether the business can ever be profitable at scale.

6.1 Platform Fee as COGS

The platform fee — Apple's or Google's share of IAP and subscription revenue — is a cost of revenue
(COGS) for the developer, not a selling expense. It is directly tied to revenue generation: the developer
earns revenue only because the platform distributes and bills for its product, and the platform fee is the
direct cost of that distribution and billing service. Recording the platform fee as a COGS item is the standard
presentation for app developers, and it has a direct impact on gross margin.

APP DEVELOPER GROSS MARGIN CALCULATION

G oss Revenue (principal basis): $10, 000, 000

Less: Platform Fees (bl ended 22%: ($2,200,000) [ COGS]
Less: Server / Infrastructure: ($800, 000) [ CoGs]
Less: Content / Licensing: ($500, 000) [ COGS]
Less: Paynent Processing (non-1AP): ($150, 000) [ CoGs]
G oss Profit: $6, 350, 000

G oss Margin: 63. 5%

Benchmar k: Consuner apps 55%-70% | Gam ng apps 45%-65% | Enterprise apps 65%-80%

6.2 User Acquisition Cost (UA) in Mobile

User acquisition in mobile is one of the most competitive and most expensive marketing environments in the
world. The cost per install (CPIl) — the cost to generate one new app download — ranges from $1 to $5 for
casual games, $5 to $20 for mid-core games, $20 to $80 for hard-core gaming titles, and $50 to $200 or
more for financial services or enterprise apps. After Apple's App Tracking Transparency (ATT) framework
reduced the signal available to mobile advertisers in 2021, CPIs increased by 30% to 60% for many
categories as targeting precision declined and advertisers competed on limited signals.

The mobile UA CFO must distinguish between the cost to acquire an install (the media spend) and the cost
to acquire an activated, paying user — the true CAC. Only a fraction of installs convert to paying users, and
only a fraction of paying users generate enough LTV to justify the acquisition cost. The full UA funnel —
impressions to clicks, clicks to installs, installs to activations, activations to first purchase, first purchase to
retained payer — must be modeled at each stage to calculate true CAC.
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MOBILE UA FUNNEL ECONOMICS

Medi a Spend: $1, 000, 000

Cost Per Install (CPl): $3.50 -> Installs: 285,714

Install to Activation Rate: 45% -> Activations: 128,571
Activation to First Purchase: 12% -> Payers: 15,429

True CAC $1, 000, 000 / 15,429 = $64.81 per payer

LTV Required for Profitability: CAC / Gross Margin% = $64.81 / 0.63 = $102. 87
i.e., each payer nust generate >$102.87 in gross profit over their lifetine

SECTION 7

VIRTUAL GOODS, LOOT BOXES, AND REGULATORY RISK

Virtual Goods Accounting and Loot Box
Regulatory Risk

Virtual goods — digital items that exist only within the context of an app or game, have no physical
existence, and are typically non-transferable and non-refundable — represent one of the most nuanced
accounting and regulatory areas in the app economy. The accounting for virtual goods requires careful
analysis of whether the good is consumable (used once and gone), durable (persists permanently), or
functional (provides an ongoing gameplay benefit). The regulatory treatment of certain virtual goods —
particularly loot boxes, which involve randomized outcomes — is evolving rapidly and carries material
financial risk for gaming companies.

7.1 Virtual Goods Revenue Recognition

The revenue recognition for virtual goods depends on the nature of the good and the ongoing performance
obligations associated with it. A consumable virtual good (a health potion in a game that is used and
disappears) is recognized at the point of consumption — when the player uses the item, the obligation is
satisfied. A durable virtual good (a character skin that the player owns permanently) is more complex: if the
developer has an ongoing obligation to maintain the game environment in which the skin has value, the
revenue may need to be recognized over the expected period of the developer's online service obligation,
not at the point of purchase.
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Revenue Recognition

Virtual Good Type - Key Judgment Common Error
I yp Timing y Juag
Consumable (health At point of consumption = Track usage data; recognize Recognizing at purchase, not
potion, energy) / use only as items consumed use
. Ratable over expected . , . .

Durable / cosmetic ame life if online Duration of developer's service  Recognizing at purchase
(skins, avatars) 9 - obligation ignoring service obligation

obligation
Functional At point of use or . . . o

Whether enhancement is Inconsistent policy across similar
enhancement ratable over . . .
. instant or ongoing items

(power-ups) enhancement period

When currency is
Virtual currency spent; breakage Breakage estimation Not modeling breakage;
(coins, gems) recognized methodology recognizing on receipt

proportionally

L Whether pass is a . .
Season pass / battle As each reward tier is Highi-t0-aCCESsS or Front-loading recognition vs.
pass content unlocked / delivered .g . delivery schedule
right-to-items

Loot box /

. . At delivery of revealed Odds disclosure; gambling Failing to disclose odds;
randomized item . e .
bundle item classification risk regulatory exposure

7.2 Loot Box Regulation: The Financial Risk

Loot boxes — randomized virtual item bundles purchased with real money — have attracted significant
regulatory attention globally. Belgium classified loot boxes as gambling in 2018 and required their removal
from games sold in Belgium. The Netherlands' gaming regulator reached similar conclusions. The UK's
Gambling Commission has been examining loot boxes since 2017. The US FTC has investigated loot box
practices and the ESRB introduced loot box disclosure labels. Several US states have introduced bills to
regulate or ban loot boxes, though none have been enacted at the federal level as of 2024.

For the app developer CFO, loot box regulation creates specific financial risks: the possibility that loot boxes
must be removed from games in certain jurisdictions (reducing revenue), the risk of regulatory fines for
operating loot boxes without required disclosures, and the litigation risk from class action lawsuits alleging
that loot boxes constitute illegal gambling. The CFO should quantify the revenue generated from loot box
mechanics by jurisdiction, model the impact of potential regulation in each jurisdiction, and ensure that the
disclosure and odds-transparency requirements of each jurisdiction where loot boxes are operated are being
met.
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CFO INSIGHT

Disclose loot box odds proactively — in the app and in public marketing materials — in every jurisdiction
where you operate, regardless of whether it is legally required. The FTC has made clear that failure to
disclose odds in loot box mechanics is an unfair or deceptive trade practice. Class action plaintiff attorneys
have used non-disclosure as the basis for successful settlements. The incremental revenue from obscuring
odds is not worth the settlement risk. Budget $100K to $300K for odds transparency implementation and
ongoing compliance monitoring.

SECTION 8

COMPLETE APP ECONOMY METRICS FRAMEWORK

The App Developer and Platform Metrics
Framework

The app economy metrics framework spans three domains: app store performance (downloads, rankings,
ratings, conversion), user economics (acquisition, retention, monetization), and financial performance
(revenue, margins, unit economics). The CFO must own the financial performance metrics directly and
maintain visibility into the app store and user economics metrics as leading indicators of financial
performance.

8.1 App Store Performance Metrics

Total app installs in period (paid + Track by platform (iOS/Android) and
Downloads (Installs) ) PP P G yp ( )
organic) geography
. . . >40% organic signals strong brand and ASO
Organic Install Rate Organic installs / Total installs . g g
health
. . 2%-5% good; >8% excellent; indicates
App Store Conversion Rate Installs / Store Page Views L
strong listing
. . >4.4 target; <4.0 urgently requires product
App Store Rating Average user rating (1-5 stars) g gently req P

attention
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Review Response Rate

Featuring / Merchandising

Rate

8.2 User Acquisition and Retention Metrics

Developer responses / Total reviews

Periods featured by platform / Total
periods

>50% signals customer care; improves store
ranking

Track; featuring can 3x—10x organic installs

Cost Per Install (CPI)

Cost Per Activation

True CAC (to Payer)

Day 1 Retention Rate

Day 7 Retention Rate

Day 30 Retention Rate

Payer Conversion Rate

ARPU (All Users)

ARPPU (Paying Users)

UA Spend / Total Installs from paid
campaigns

UA Spend / Activated Users
(completed onboarding)

UA Spend / First-time paying users

Users active on day 1 after install /
Total installs

Users active on day 7 / Total installs

Users active on day 30 / Total installs

First-time payers / Total active users

Revenue / Total Active Users

Revenue / Total Paying Users

8.3 Financial Metrics

Gross Revenue (IAP +
Subscriptions)

eFuturesCFO

Total user spending through app
stores

The Systems CFO | efuturescfo.com

Varies by category; track vs. internal LTV
threshold

CPI x (1/Activation Rate); benchmark vs.
payer LTV

Should be <33% of payer LTV at gross
margin level

>40% excellent; <25% indicates onboarding
problem

>20% good; <12% indicates engagement
problem

>10% excellent; <5% indicates structural
churn issue

1%-5% casual games; 5%—-20% subscription
apps

Track monthly; drives revenue ceiling
estimate

Higher = better monetization per payer; track
by tier

Primary top-line metric; report gross and net
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Platform Fee % (Effective)

Net Revenue (to Developer)

Gross Margin

LTV (Payer)

LTV:CAC Ratio

UA Payback Period

Virtual Currency Deferred
Revenue

Subscription Revenue %

Constant Currency Revenue
Growth

SECTION 9

Total platform fees / Gross Revenue

Gross Revenue x (1 - Effective Take
Rate)

Net Revenue - COGS / Net Revenue

ARPPU x Gross Margin % / Monthly
Churn Rate

Payer LTV / True CAC

True CAC / (ARPPU per month x
Gross Margin %)

Outstanding unspent virtual currency
balance

Subscription revenue / Total revenue

Growth at prior-period FX rates

Track vs. 30% benchmark; declining =
subscriber tenure growing

GAAP revenue line; basis for all margin

calculations

55%—75% for most app categories

Must exceed True CAC by >3x

>3x floor; >5x healthy; >8x exceptional for

mobile

<6 months excellent; <12 months good for

casual

Track breakage rate; reconcile to cash
received

Rising % = more predictable revenue base

(positive)

Separates FX effects from underlying
performance

APP DEVELOPER CFO OPERATING CHECKLIST

The App Developer CFO Checklist

The following checklist covers the minimum capabilities the CFO of a mobile app or gaming company must

maintain. It addresses revenue recognition, platform economics, tax compliance, virtual goods, and financial

reporting.

Revenue Recognition and Platform Economics

* IAP revenue recognition policy documented for each product type (consumable, durable,
non-consumable, subscription, virtual currency, loot box); auditor approval obtained before first material

eFuturesCFO
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revenue in each category.

« Virtual currency deferred revenue balance maintained and reconciled monthly; breakage rate
estimated using proportional method; breakage recognized alongside currency redemptions.

* Subscription revenue recognized ratably; billing period reconciliation performed monthly to ensure
deferred revenue matches unearned subscription periods outstanding.

* Platform fee (Apple, Google) recorded as cost of revenue for each platform and each take rate tier
(30% vs. 15%); blended effective take rate calculated monthly.

* Principal-versus-agent determination documented for each platform relationship; gross revenue
recognition confirmed with auditors; policy applied consistently.

» Grace period revenue deferred until payment successfully collected; grace period receivable tracked
separately; collection rate on grace period accounts monitored monthly.

Foreign Currency Management
* Functional currency of each legal entity established under ASC 830; all subsidiary financials
remeasured at closing rate for balance sheet and average rate for P&L .;

 Constant currency revenue growth calculated monthly and presented alongside reported growth; FX
impact explained in board and investor reporting.

* Platform FX spread (difference between spot rate and platform settlement rate) quantified by territory
quarterly; material spread differences incorporated into pricing decisions.

* Local pricing reviewed annually in major non-USD territories; pricing adjusted for significant FX
movements to maintain target revenue per user in USD terms.

Tax and Global Compliance
» App store VAT/GST collection confirmed for each major territory; developer revenue model excludes
VAT from gross pricing before applying take rate.

* Income tax characterization of app store payments (service vs. royalty) assessed for each material
territory; treaty withholding tax positions documented.

* India Equalization Levy impact calculated quarterly; included in effective tax rate reconciliation and
investor communications on tax rate.

 US state income tax apportionment methodology established; market-based sourcing by user location
applied; user geography data from platform settlement reports used as apportionment factor.

Virtual Goods and Regulatory

* Loot box odds disclosed publicly in all jurisdictions where required; Belgium and Netherlands markets
assessed for gambling classification; revenue from affected markets quantified.
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* Loot box revenue by jurisdiction tracked monthly; regulatory development monitoring active in US
(FTC), UK (GC), EU, and major APAC markets.

» ESRB Interactive Elements and Loot Box labels applied to all relevant app store listings; parental
controls disclosure complete.

» Class action litigation risk from loot box or virtual currency practices assessed annually with outside
counsel; contingent liability reserve established if material exposure identified.

Closing Perspective: The App Economy CFO

The app economy is the most globally distributed consumer business model ever created. A two-person
studio in Helsinki can reach a billion users on day one of launch. An indie developer in Lagos can generate
six-figure monthly revenue from players in Tokyo, S&o Paulo, and New York without a single physical office.
The financial architecture that supports this global reach — the app store platform, the payment rails, the
settlement currency mechanics, the tax collection system — is extraordinary in its scale and sophistication.

The CFO's role in this environment is to translate the global complexity of the app economy into the clear,
defensible financial statements and management metrics that enable good decisions. The virtual currency
deferred revenue balance must reflect economic reality. The platform fee must be correctly classified. The
FX effects must be separated from operating performance. The loot box regulatory risk must be quantified
and provisioned. None of these is intuitive to a general-purpose CFO — all of them are essential for an app
economy CFO.

The most important strategic financial insight in the app economy is that the platform take rate is not fixed —
it is negotiable at scale, reducible through subscriber tenure, and increasingly subject to regulatory pressure
that will push it lower over time. The CFO who tracks the effective take rate obsessively, models the impact
of take rate reduction on gross margin, and builds the direct payment infrastructure that allows the company
to route revenue around the platform where legally permitted is creating durable financial value for the
business.

Part 8 turns to the Data and Al Model Business — training compute cost amortization, model-as-a-service
pricing, synthetic data valuation, GDPR and CCPA compliance economics, ASC 350 vs. ASC 985 for Al
software, and the transfer pricing implications of cross-border Al inference.

End of Part 7: App Store / Mobile Platform | Financial Architecture of Different Business Models
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