
RESEARCH BRIEF 05:  SALES AND MARKETING SPEND

The more di�cult part of the analysis is determining the “expected” life of each new customer. The cash outlay for sales 
and marketing is up front, but the business is many years from knowing the actual lifetime value of the acquired custom-
ers. As a business becomes more aggressive with its sales and marking spend, or as a business begins to fully exploit its 
addressable market, it’s likely to begin attracting more “marginal” customers with higher churn rates. To what extent this is 
the case is very di�cult to predict or understand in real time. However, careful cohort analysis of discrete customer groups 
attracted at di�erent times, and by di�erent methods, should help provide early warning signs of increasing turnover.

Experienced SaaS CEO’s we work with clearly recognize the above phenomenon. They also tend to be pragmatic about 
how accurately these costs can (and can’t) be tracked and managed as well as understand how much “noise” creeps into 
the system.

Leadership teams also recognize the real world constraints of capital. Even if the company’s sales and marketing invest-
ments are generating very positive NPV outcomes, raising capital is time consuming and lumpy. Many times, the theory 
of CAC ratios succumbs to how much money is actually in the bank.

Because of the various constraints mentioned above, and uncertainties in every business, many veteran SaaS CEO’s strive 
to keep the LTV to CAC ratio above 3 to 1. While this conservatism might be admirable in some situations, there are large 
opportunity costs related to not making investments which have a high degree of certainty to deliver 2.0 to 2.5 times the 
invested capital (including the cost of capital).

Keep in mind that this is an internal, cash-on-cash, unit economics analysis. It is the quintessential scenario of “spend $1 
now to make $2 dollars over time” that any �nance professor (or grandma) would understand, and endorse. This scenario 
works in any capital or economic environment.  This analysis is NOT "spend $1 now to generate 50 cents in annual revenue 
and therefore 4 to 6 times that revenue in enterprise value." That math works; sometimes, but is subject to cooperative 
capital markets and assumes pro�table unit economics.   If either of those two conditions is not met, measuring value 
creation potential in this way could lead to very bad outcomes.

CONCLUSION:
Optimizing business investments is not an exact science, however, the SaaS business model is more predictable than most 
and the tools for connecting sales and marketing spends with new revenue are better than ever.  By including the cost of 
capital in the analysis and also being proactive in tracking projected lifetime values, SaaS CEO’s can con�dently invest 
today with the knowledge that theses investments will pay o� (in real cash) in the future.

This fundamental unit economic analysis is important as investors, partners, employees, and creditors only see 
the GAAP �nancial statements.  During periods of growth, fundamentally sound SaaS businesses can look just like 
those going out of business on a GAAP basis.
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OPTIMIZING SALES AND MARKETING SPENDING 
FOR SAAS COMPANIES
While we are not huge fans of generic benchmarks here at SaaS Capital, it can be helpful to have a general sense 
of how other SaaS businesses are deploying their capital.   

In our most recent survey of 200 private SaaS companies, 
the median rate of investment in sales was 17.5% 
of revenue, and the median investment rate for 
marketing was 7.5%. 

Surprisingly, this investment rate held constant across 
all average selling prices: big ticket SaaS vendors invested 
about the same amount and in the same proportion in 
sales and marketing as did small ticket vendors. We had 
expected the small ticket vendors to be more heavily 
weighted toward marketing.

And while it's good to know the generalized data, the real question is whether there is a method for determining 
how much should be spent on your speci�c business. 

In theory, if the cost of capital was zero, SaaS businesses would optimize their value by investing as much as 
possible in sales and marketing right up to the point where their Customer Acquisition Cost (CAC) equals the 
Lifetime Value (LTV) of a customer. The LTV is the contribution margin of a customer times their expected life.

Obviously we do not live in a world of free capital, but it is possible to 
add the cost of capital to the Customer Acquisition Cost and �gure out 
a “fully burdened” number.

This is a pretty easy thing to do. If the company spent $1,000 in sales 
and marketing to acquire a customer, and its incremental cost of capital 
is say 25% (blend of equity and debt), than the real CAC is $1,250.  
If a new customer generates incremental pro�ts in excess of $1,250 
over their lifetime, then spending $1,250 to acquire that customer 
was a Net Present Value (NPV) positive event. (Note - incremental pro�ts 
should be net of all hosting, customer support, and marginal base-line 
development expenses related to keeping the customer around for 
their “expected” life.)
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