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Revenue is a key component of business performance and success. However, it is important 
for aspiring entrepreneurs, sitting CEOs, and investors to also understand how revenue for 
seasoned customers is growing and shrinking – and what the underlying drivers are. 
Revenue reported according to generally accepted accounting principles (GAAP), while 
useful, does not tell the full economic story. It is a trailing indicator that shows only what is 
happening on the surface. It is necessary to look beyond the headline numbers to uncover 
the secrets and unmask how revenue has been behaving. To do this, entrepreneurs must 
analyze, measure, and review attrition. This is especially important for entrepreneurs who 
are contemplating acquiring a business  – after all, an entrepreneur buying a business is 
primarily interested in the current customer base and the quality and durability of its 
revenue streams. 
 
Let’s consider two fictional companies in the payroll services sector. Payroll services 
businesses are outsourced solution providers to businesses and provide payroll 
processing, reporting, and compliance services. This is a tale of two companies that might 
appear to be similar but there is more than meets the eye. The recent GAAP revenue of the 
two companies is presented in Figure 1. 
 
Figure 1: Revenue of Companies A and B* 

Source: Prepared by the case writers 
 
Company A and Company B have the same revenue dynamics across Year 1 through Year 
4, starting at $10.0 million and growing consistently at identical rates to end at $12.5 
million. On the surface, an aspiring entrepreneur might perceive these two targets as 
largely identical companies – they have the same revenue scale and the same growth 
profile. The key question for an aspiring entrepreneur is whether the companies are 
equally attractive to acquire and operate. Finding the difference between these two 
businesses involves understanding customer attrition. 
 

 
* For an excel spreadsheet detailing all computations presented in the case note, please click here. 

https://yale.box.com/s/9yh1iati9pudrf7sy2r56oz6bxdfb355
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Where GAAP revenue presentation falls short is demonstrating how customers at the two companies 
have been behaving and how that has been translating into revenue performance. While one of these 
companies has been growing by losing many of its existing customers and replacing that lost revenue 
with new customers, the other company has been able to retain most of its customers and has added 
fewer new customers in the past four years.  
 
From this illustrative example, it is evident that attrition is a factor that cannot be overlooked. It is 
imperative to know a company’s attrition patterns and how to measure them to better understand 
its business and revenue dynamics.  
 
Attrition, or churn, refers to the loss of customers, unit volume, or revenue from one period to 
another. It is the runoff, or melt, a business experiences before organic or inorganic growth. This is 
an important notion in all businesses, particularly those with recurring revenue. Although we focus 
on attrition in this case note, the inverse of attrition – customer retention – is what entrepreneurs 
truly value. Retention and attrition are two sides of the same coin: (1 - Attrition rate) = Retention rate. 
To say that a company has 5% customer attrition is to say that it has retained 95% of its customers. 
Companies with low attrition and high retention are generally superior businesses. Investing in or 
leading a low-attrition business is a dream that all entrepreneurs aspire to. 
 
Attrition analysis lends itself particularly well to companies with some type of recurring revenue. 
Recurring revenue is considered the gold standard of revenue quality – it occurs when a customer 
uses a vendor’s services or products over multiple periods. We are enthusiastic fans of recurring 
revenue businesses and these are the types of firms we have led as CEOs, invest in, and teach students 
to examine when considering a search fund journey. For a more complete examination of revenue 
quality in business, see our case note On the Nature of Revenue. 
 
A multitude of factors can accelerate or decelerate attrition. Some of these are within the company’s 
control, such as contractual obligations, breakage fees, switching costs, customer satisfaction levels, 
deployment time, and learning curve. Others, such as competition dynamics from substitutes and 
consolidating customers, are beyond the company’s control. Although causes of attrition are not the 
focus of this note, Exhibit 1 contains a non-exhaustive list of potential attrition catalysts that maybe 
helpful to a curious entrepreneur.  
 
The Harvard Business Review posits that acquiring a new customer is anywhere between 5 and 25 
times more expensive than retaining an existing one.5 In other words, it costs significantly more to 
establish new revenue than it does to retain existing revenue. Mitigating attrition has an outsized 
impact on profits as well as revenue. Bain and Company find that reducing attrition by a mere 5 
percent can increase profits from 25 percent to a staggering 95 percent.6 Clearly, attrition should 
become a top-of-mind topic for aspiring entrepreneurs and CEOs.  
 
On the surface, attrition might appear to be a simple concept, but there are several ways to calculate 
and interpret attrition. Some attrition is measured in dollars while other attrition can be measured 
in customers or unit volume. It all matters, however, as we will shortly discover. The four categories 
of attrition we are most concerned with are identified in Figure 2. 
 

https://yale.box.com/s/2tx5o79dxjz3t5lvjexgoidg9ci2neyy


 

3 ON THE NATURE OF CUSTOMER ATTRITION AND REVENUE ANALYSIS 

Figure 2: Customer attrition: Four categories to explore 

 

 Logo attrition rate refers to the loss of existing customers due to cancellations.   

 Volume attrition rate refers to the decrease in quantity or volume consumed by existing 
customers.  

 Gross revenue attrition refers to the loss of revenue due to cancellations, price reductions and 
volume downgrades from existing customers.   

 Net revenue attrition refers to the net effect of loss and gain of revenue due to cancellations, 
volume downgrades, volume upgrades, cross-sells, and pricing changes (increases and 
decreases). 

 

In this case note we will explore the following: 

 The four forms of attrition presented in Figure 2 and how each one is calculated and can be 
interpreted 

 An additional lens of attrition which will examine customer cohort, product, and geography 
attrition 

 The implications of attrition on long-term revenue growth and valuation 

A Tale of Two Companies 

The two companies from our example in Figure 1 had identical revenue performance in GAAP’s eyes, 
but they offer two contrasting stories. This is because of attrition – logo, volume, gross revenue, and 
net revenue. We explore these in Figure 3.  
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Figure 3: Revenue breakdown of Companies A and B† 

 Source: Prepared by the case writers 
 
Company A has high attrition, with customers either leaving the company altogether or decreasing 
the amount of services they consume through volume decreases (perhaps using the payroll services 
firm for fewer employees or fewer locations). Company A can offset some of this churn with a robust 
organic sales engine. Thus, even though its gross revenue attrition and logo attrition is high, its net 
revenue attrition is slightly better (than gross revenue and logo attrition). If an aspiring entrepreneur 
acquires Company A, they would be running in place to maintain revenue – losing customers and 
volume while working to replace the leakage. 
 
Company B, on the other hand, has less logo and volume attrition. It can achieve the same revenue 
numbers as Company A through price increases on its sticky customer base and through modest 
organic growth. If an aspiring entrepreneur acquires this company, they will have a stable revenue 
engine that chugs along with little revenue melt. 
 
Company A and Company B have two distinct revenue profiles. The lack of retention of existing 
customers in Company A is being concealed by the organic growth numbers of new customers. 
Despite having identical reported revenue and revenue growth rates, these are two very different 
revenue stories in the same industry. 
 
Attrition analysis is valuable because it helps to separate growth of revenue from retention of 
revenue. This is especially important since growth can easily mask attrition and underlying problems 
for the business. A review of historical GAAP financials alone would not have offered this level of 
understanding. This illustrative example shows that looking at the profit and loss statement of a 
company is barely scratching the surface, and it is imperative to dig deeper and understand the 
underlying workings, especially on attrition. And the story does not end there – discrepancies might 
also occur in cohort, product, and geography, with these three vectors behaving differently across 
the two companies. The underlying story of Company A and Company B illustrates that attrition is at 

 
† BOP means beginning of period and EOP means end of period. 
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the heart of a recurring revenue business model and needs to be understood at a very granular level 
by operators and investors because it can often help predict future company performance and 
strategy.  
 
 
 

Ross Butler (Yale SOM 2021) acquired BPI Information Systems through a self-funded 
search fund. Butler, a typical precocious Yale student, completed the acquisition of BPI 
before he even graduated from SOM. BPI’s forte is the design, installation, support, and 
emergency repair of network solutions for business, healthcare, government, and 

education. Its mission is to provide the highest level of integration support and service 
to keep businesses functioning without lost productivity or downtime. The $11 million company 
serves more than 300 customers in the greater Cleveland, Akron, and Canton area. 
 

Attrition is an essential part of any business – especially for a search fund 
entrepreneur who does not have prior CEO experience. I was keyed in on buying a 
business with low customer churn to allow me to focus on operations, customer 
service, and growth. When I evaluated deal opportunities, I was very excited when I 
calculated BPI’s customer attrition at 4 percent. This gives me a stable, highly visible 
revenue stream. 
 
Now that I have been operating the business for four months, I truly appreciate the 
luxury of a low-attrition business. I look at logo attrition and gross revenue attrition 
every month. Our logo attrition is super low, but that is only part of the story. I really 
laser in on gross revenue attrition to understand the customer churn patterns. We 
can retain a logo, but if volumes decrease due to bad fundamentals at the customer 
level – or worse, poor service delivery on our part – that matters more than the logo. 
I look at every customer that experiences gross revenue declines every single month. 
I ignore the wins from volume increases and price amplification. Of course, those are 
great wins, but I want to get into the muck and understand what is going on with the 
downside and not let the upside obfuscate the bad news. 
 
I strongly recommend that entrepreneurs and CEOs focus on attrition metrics. You 
want a low churning business. Furthermore, work really, really hard to compress 
attrition where you can. It is so much easier and more valuable to get the attrition 
numbers down than have to grow and replace the melting customers. 

 
Four Categories of Attrition  

We will now more deeply explore the four categories of attrition identified in Figure 2 – logo, volume, 
gross revenue, and net revenue. For each of these categories, we have included a real-world example 
of a company that measures and reports this kind of attrition; these are merely illustrative and not 
indicative of what is considered high or low attrition.  
 
Logo attrition rate 
 
Logo attrition rate is the rate at which a company is losing customers or accounts. Think of a logo as 
a discrete customer or decision-making unit. In our payroll services example, logo attrition would 
reflect a complete customer drop. Logos can drop for systemic and non-systemic reasons. Systemic 

https://www.bpiis.com/
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reasons might be a company going out of business or relocating to another geography – reasons that 
the entrepreneur cannot control. Non-systemic reasons might include poor service, operational 
problems, or other reasons that are within the entrepreneur’s control.  
 
The following formula calculates logo attrition rate: 
 
 

𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿 𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎 𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟 =  
𝑛𝑛𝑛𝑛𝑛𝑛𝑛𝑛𝑛𝑛𝑛𝑛 𝑜𝑜𝑜𝑜 𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐 𝑙𝑙𝑙𝑙𝑙𝑙𝑙𝑙 𝑑𝑑𝑑𝑑𝑑𝑑𝑑𝑑𝑑𝑑𝑑𝑑 𝑡𝑡ℎ𝑒𝑒 𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝

𝑛𝑛𝑛𝑛𝑛𝑛𝑛𝑛𝑛𝑛𝑛𝑛 𝑜𝑜𝑜𝑜 𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐 𝑎𝑎𝑎𝑎 𝑡𝑡ℎ𝑒𝑒 𝑏𝑏𝑏𝑏𝑏𝑏𝑏𝑏𝑏𝑏𝑏𝑏𝑏𝑏𝑏𝑏𝑏𝑏 𝑜𝑜𝑜𝑜 𝑡𝑡ℎ𝑒𝑒 𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝
 × 100 

 
 
For example, in Figure 4, the logo attrition rate for Company A in Year 2 is calculated by dividing 400 
(the number of customers who cancelled during Year 2) by 10,000 (the original number of customers 
at the beginning of Year 2) to yield 4 percent. Observe that this is not a dollarized attrition statistic. 
The calculation reflects only the number of customers lost and has nothing to do with revenue – 
unless the dollarized value of the lost customers is separately computed. 
 
It should also be noted that the moment in time and starting balance can skew this and future attrition 
calculations. For example, in the case of a rapidly growing business that is adding many new logos, 
the choice of using the beginning of period (BOP), middle of period (MOP), or end of period (EOP) 
logo count may yield dramatically different results. In general, using the BOP logo count as the 
numerator of this calculation is the most conservative approach. 
 
 
Figure 4: Logo attrition for Companies A and B 

Source: Prepared by the case writers 
 
Logo attrition is a useful examination because it might reflect customers’ enthusiasm for or 
discontent with a company. After all, if the customer is retained, it must be at least somewhat happy 
with products and service levels. But there are limits to what this figure illustrates as logo retention 
does not reflect the volume of business being done or the revenue being generated. Retaining 
customers is wonderful, but retaining customers at significantly decreased volumes and revenue is 
not so wonderful.  
 
A company may have no logo attrition, but that does not necessarily mean that revenue remains the 
same – volume and revenue may have fallen due to downgrades and contraction in quantity 
consumed. Figure 5 dollarizes the impact of logo attrition for Companies A and B. For simplicity, we 
assume constant pricing across all logos. In reality, if a CEO lost a logo with a large amount of revenue 
attached to it, that would have a disproportionally deleterious impact on revenue.  
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Figure 5: Dollarization of logo attrition for Companies A and B‡ 

Source: Prepared by the case writers 
 
Exploring logo attrition is useful because it might point to poor pricing strategies, inferior products 
and services, undesirable customer service, and bad operational execution. Logo attrition is a 
harbinger of underlying problems. 
 
Many companies report on logo attrition. For example, F45, a global franchisor fitness leader 
reported its monthly logo attrition rate as 1 percent on a studio-level basis.7 It calculates logo 
attrition as the number of discontinued memberships divided by the total active memberships per 
month for a particular studio. A membership is considered active if a member has made paid visits 
to at least one studio for three consecutive months; it is considered discontinued once a member has 
not made a paid visit for three consecutive months. 
 
From a calculation perspective, an aspiring entrepreneur should also always be careful to not confuse 
monthly attrition rates with annual attrition rates. By nature, monthly attrition rate calculations will 
yield a much lower attrition figure. 
 
Logo attrition is a useful starting point in the attrition examination. But, like GAAP revenue, it does 
not tell the entire story.  
 
 
Volume attrition rate  
 
Volume attrition rate is the rate at which a company is losing volume count. In our payroll services 
example, a volume decrease might occur if a customer has 1,000 employees being processed and 
drops that number by 200 to 800 employees – perhaps a division was jettisoned. The logo is retained, 
but the unit volume of business has decreased. 
 
The formula for calculating volume attrition rate is as follows:  
 

𝑉𝑉𝑉𝑉𝑉𝑉𝑉𝑉𝑉𝑉𝑉𝑉 𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎 𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟 =
∆ (𝑣𝑣𝑣𝑣𝑣𝑣𝑣𝑣𝑣𝑣𝑣𝑣 𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖 + 𝑣𝑣𝑣𝑣𝑣𝑣𝑣𝑣𝑣𝑣𝑣𝑣 𝑑𝑑𝑑𝑑𝑑𝑑𝑑𝑑𝑑𝑑𝑑𝑑𝑑𝑑𝑑𝑑𝑑𝑑) 𝑑𝑑𝑑𝑑𝑑𝑑𝑑𝑑𝑑𝑑𝑑𝑑 𝑡𝑡ℎ𝑒𝑒 𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝

𝑣𝑣𝑣𝑣𝑣𝑣𝑣𝑣𝑣𝑣𝑣𝑣 𝑎𝑎𝑎𝑎 𝑡𝑡ℎ𝑒𝑒 𝑏𝑏𝑏𝑏𝑏𝑏𝑏𝑏𝑏𝑏𝑏𝑏𝑏𝑏𝑏𝑏𝑏𝑏 𝑜𝑜𝑜𝑜 𝑡𝑡ℎ𝑒𝑒 𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝
 × 100 

 
 
For example, in Figure 6, the volume attrition rate for Company A in Year 2 is calculated by dividing 
28,000 (volume decrease during Year 2) by 200,000 (original volume count) to yield 14 percent. 
Volume attrition can also be viewed on a net basis, where the volume increases from the current 
customer base are accounted for and added back. Using the same example in Figure 6, for Year 2, 
this rate of net volume attrition would be 13.5 percent (calculated as (28,000 - 1,000)/200,000 = 
13.5%). 

 
‡ Please note that we present dollarization of logo attrition in isolation for illustrative purposes. Revenue BOP 
and EOP will not reconcile to Revenue BOP and EOP in Figure 3. 

https://f45training.com/
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Let’s evaluate what is happening with unit volumes in Companies A and B and how this might impact 
an aspiring entrepreneur’s perceptions of their respective target companies. Company A is 
experiencing a lot of volume attrition, which is a bad fact, but it is also growing organically to largely 
make up for its losses. Company B is retaining volume nicely but not adding new volume at the same 
rate as Company A. If customer acquisition costs (sales expenses, customer set-up costs, marketing 
expenses) are high, Company A will suffer more operating costs than Company B. Company B 
presents a stable foundation on which to build, while Company A is sprinting in place to maintain its 
volumes. 
 
Figure 6: Volume attrition calculations for Companies A and B§ 

Source: Prepared by the case writers 
 
To calculate the revenue impact of the volume attrition, we dollarized the volume changes using 
average unit pricing. See Figure 7. 
 
Figure 7: Dollarized impact of volume attrition calculations for Companies A and B 

Source: Prepared by the case writers 
 
Prior to its acquisition by Fiserv (a Wisconsin-based company that enables money movement for 
thousands of financial institutions and millions of people), CardConnect, a payments platform, would 
report on logo attrition and volume attrition on a quarterly basis.8 Since its customers were 
merchants, it referred to logo attrition as merchant attrition. As one can observe from Figure 8 
below, logo (merchant) attrition is much higher than the net volume attrition. This is because 

 
§ We have also calculated the organic volume growth rate, which reflects the impact of new customer volume 
adds. Although this is an important statistic, we are particularly focused on the performance of current 
customers. 

https://www.fiserv.com/
https://cardconnect.com/
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merchants that are retained by CardConnect are increasing their volumes, which helps compensate 
for the logos that CardConnect loses during the quarter.  
 
Figure 8: Logo (merchant) attrition and volume attrition for CardConnect 

Source: CardConnect Lender Presentation9 
 
Volume attrition is an extremely important concept because it helps unmask customer patterns that 
logo attrition would not reveal. A company may have no logo attrition, yet customer volume 
decreases may exist and cause revenue attrition. Volume attrition also helps unearth operating 
performance before price increases or decreases to depict the true performance of a business period 
over period. Volume attrition, at the core, measures the rate at which a business is losing its 
fundamental revenue generation mechanism. We cannot emphasize enough just how important this 
metric is. 
 
 
Gross revenue attrition 
 
Gross revenue attrition is the rate at which a company is losing existing customer revenue due to 
cancellations, volume decreases, and price reductions from its existing customers. This statistic tells 
the entire impact on revenue of all current customer regression. 
 
The following is the formula for calculating gross revenue attrition:  
 
 

𝐺𝐺𝐺𝐺𝐺𝐺𝐺𝐺𝐺𝐺 𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟 𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎 𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟 =  
𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑛𝑛𝑢𝑢𝑢𝑢 𝑙𝑙𝑙𝑙𝑙𝑙𝑙𝑙 𝑓𝑓𝑓𝑓𝑓𝑓𝑓𝑓 𝑒𝑒𝑒𝑒𝑒𝑒𝑒𝑒𝑒𝑒𝑒𝑒𝑒𝑒𝑒𝑒 𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐 𝑑𝑑𝑑𝑑𝑑𝑑𝑑𝑑𝑑𝑑𝑑𝑑 𝑡𝑡ℎ𝑒𝑒 𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝

𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟 𝑓𝑓𝑓𝑓𝑓𝑓𝑓𝑓 𝑒𝑒𝑒𝑒𝑒𝑒𝑒𝑒𝑒𝑒𝑒𝑒𝑒𝑒𝑒𝑒 𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐 𝑎𝑎𝑎𝑎 𝑡𝑡ℎ𝑒𝑒 𝑏𝑏𝑏𝑏𝑏𝑏𝑏𝑏𝑏𝑏𝑏𝑏𝑏𝑏𝑏𝑏𝑏𝑏 𝑜𝑜𝑜𝑜 𝑡𝑡ℎ𝑒𝑒 𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝  × 100 

 
 

For example, in Figure 3, the gross revenue attrition for Company A in Year 2 is calculated by dividing 
($400,000 + $1,400,000 + 100,000) (i.e., the revenue lost due to logo attrition, volume attrition, and 
price decreases during Year 2) by $10,000,000 to yield a disheartening 19 percent. Let’s pause and 
make sure we understand what this number means: One fifth of the existing customer revenue is 
melting away in Year 2 for Company A. 
 
It is important to note the distinction between losing customers and losing revenue, that is, logo 
attrition versus gross revenue attrition. Imagine a case where you have 100 customers, but one of 
them is responsible for a quarter of your revenue. Losing that customer would put your logo attrition 
rate at 1 percent, but your gross revenue attrition would be 25 percent – a stark difference. 
 
Gross revenue attrition captures revenue lost from existing customers better than logo attrition rate. 
Companies like ADT Security Services, a leading American security systems provider, have a dogged 
dedication to measuring and reporting gross revenue attrition because it “captures all customer loss 

https://www.adt.com/
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and focuses management attention on improving the root causes of attrition.”10 ADT measures gross 
revenue attrition on a trailing 12-month basis, capturing “recurring revenue lost as a result of 
customer attrition net of dealer charge-backs and reinstatements.” Figure 9 depicts ADT’s reported 
gross revenue attrition. 
 
Figure 9: Gross sales attrition for ADT across quarters 

Source: ADT Security Services Investor Presentation11 
 
We like to look at gross revenue attrition because it reflects all the bad news prior to accounting for 
any good news, which net revenue attrition takes into account. Gross revenue attrition nicely 
translates the non-dollarized concepts of logo attrition and volume attrition into a revenue impact. 
Furthermore, gross revenue attrition ignores price increases. Make no mistake, we absolutely love 
businesses with price inelasticity – a marker of a fantastic business is the ability to raise price 
consistently (please see our case note On the Nature of Price Increases). But using price increases to 
obfuscate deeper underlying operational challenges and atrophying core revenue is not a long-term 
sustainable strategy.  
 
 
Net revenue attrition  
 
Net revenue attrition is the rate at which a company is losing revenue net of revenue expansion from 
volume increases and price increases from existing customers. This calculation expands gross 
revenue attrition to recognize the good and bad from current customers in a given period. 
 
The formula for calculating net revenue attrition is as follows:  
 
 
𝑁𝑁𝑁𝑁𝑁𝑁 𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟 𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎 𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟 =  

∆ (𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟 𝑙𝑙𝑙𝑙𝑙𝑙𝑙𝑙 + 𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟 𝑔𝑔𝑔𝑔𝑔𝑔𝑔𝑔𝑔𝑔𝑔𝑔 𝑓𝑓𝑓𝑓𝑓𝑓𝑓𝑓 𝑒𝑒𝑒𝑒𝑒𝑒𝑒𝑒𝑒𝑒𝑒𝑒𝑒𝑒𝑒𝑒 𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐) 𝑑𝑑𝑑𝑑𝑑𝑑𝑑𝑑𝑑𝑑𝑑𝑑 𝑡𝑡ℎ𝑒𝑒 𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝
𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅 𝑓𝑓𝑓𝑓𝑓𝑓𝑓𝑓 𝑒𝑒𝑒𝑒𝑒𝑒𝑒𝑒𝑒𝑒𝑒𝑒𝑒𝑒𝑒𝑒 𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐 𝑎𝑎𝑎𝑎 𝑡𝑡ℎ𝑒𝑒 𝑏𝑏𝑒𝑒𝑒𝑒𝑒𝑒𝑒𝑒𝑒𝑒𝑒𝑒𝑒𝑒𝑒𝑒 𝑜𝑜𝑜𝑜 𝑡𝑡ℎ𝑒𝑒 𝑝𝑝𝑒𝑒𝑒𝑒𝑒𝑒𝑒𝑒𝑒𝑒  × 100 

 
 
For example, in Figure 3, the net revenue attrition for Company A in Year 2 is calculated by dividing 
($400,000 - $50,000 + $1,400,000 + 100,000) (i.e., the revenue lost due to logo attrition and volume 
attrition as a result of cancellations and downgrades during Year 2 adjusted for the revenue gained 
through volume increases during Year 2) by $10,000,000 to yield 18.5 percent. For Company B, net 
revenue attrition is negative, implying that net revenue retention is more than 100 percent since the 
increased revenue from existing customers more than makes up for the revenue lost from existing 
customers. 
 

https://yale.box.com/s/62m3z9qz65fcbeopjqj9ft8zrspa278c
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Given the way in which net revenue attrition is calculated, it is important to note that net revenue 
retention can be above 100 percent since it captures the expansion revenue from volume increases 
and price increases for existing customers. Thus, a company may have a gross sales retention of less 
than 100 percent but its net revenue retention could exceed 100 percent.  
 
One example of such a company is CrowdStrike, a leading cybersecurity company. As part of its S-1 
IPO filing, it included a quarterly breakdown of its gross retention and net retention, as seen below 
in Figure 10,12 which measures the dollar-based gross retention rate by starting with the revenue 
from all customers as of 12 months earlier and then deducting from it the revenue from customers 
who are no longer customers as of the period end. It then divides this by revenue to arrive at dollar-
based gross retention rate. CrowdStrike notes that its dollar-based gross retention rate reflects only 
customer losses and does not reflect customer expansion or contraction. To capture that, it also 
measures dollar-based net retention where it includes increased sales to its existing customers 
achieved through selling additional deployments and additional modules. Thus, while its gross 
revenue retention for Q4 FY19 was 98 percent, its net sales retention was 147 percent.  
 
Figure 10: Gross sales retention and net sales retention for CrowdStrike across quarters 
 
 
 
 
 
 
 
 
 
 
 
 
Source: CrowdStrike Holdings Form S-113  
 
As is evident from this example, net revenue retention reflects customer renewals, expansion, and 
contraction. In other words, net revenue attrition accounts for all impacts – loss of logos, volume 
changes, and price changes. While it is a good cumulative measure to see if a company can drive more 
revenue period over period, it hides whether it is logo, volume, price, or a combination of factors that 
are causing the underlying attrition in the original revenue base.  
 
 

 
Nicolás Lulli (Princeton University 2013) acquired Polysistemas through a search fund 

with his partners Julio Ramírez and Diego Febrero. Lulli is fluent in all things search 
fund, having worked at Relay Investments, a Boston-based institutional search fund 

investment firm with a particular expertise in international search funds. Lulli, a CFA 
charter holder, purchased Polysistemas in Lima, Peru, in 2020. Polysistemas is the largest 

independent record and information management business in Peru, providing omnichannel record 
management services for commercial customers, including physical and digital record storage, 
imaging and BPO solutions, and ECM software installation, support, and maintenance. The $12 
million business services blue-chip local and multi-national customers in Peru and Bolivia. 
 

I love the business we acquired. It’s a great model that many entrepreneurs have 
repeatedly proven. One of the elements of the business that excites me so much is just 

https://www.crowdstrike.com/
https://www.polysistemas.com/
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how quantitative it is. This business really lends itself to unit economics math, and I 
am a bit of a numbers geek, so I love playing with all the data and understanding the 
underpinnings of the business. One specific area which lends itself to drilling in and 
examination is attrition. Our model is all about the storage box. I looked at volume 
attrition statistics during the diligence process, and that still is a key attrition metric 
and one of the single most important metrics I look at monthly. I want to understand 
what is happening on a unit volume basis with our installed customers every month. 
 
We have about 1 percent annual churn in our box business, which is just a wonderful 
place to be. If we look at net churn, we actually have negative churn because current 
customers give us more volume to store each month. This is a super context as a first-
time CEO and entrepreneur. 
 
Calculating and understanding attrition is really just the first step. It provides a 
temperature check on the health of the business. The next step is what you do with 
the data. This allows us to focus on service and drive value for our customers, which 
will create value for our team and shareholders. Attrition matters, and businesses 
with lower attrition are just fundamentally better businesses to own and operate. 

 
 
Do not look at attrition statistics in isolation 
 
While analyzing attrition metrics is important, doing so in isolation hides the true power of attrition 
analysis. Entrepreneurs cannot rely on any one attrition metric – they need to look at all four together 
to form a complete picture. Slicing and dicing data and using the lens of attrition from a logo, volume, 
gross revenue, and net revenue angle can be very empowering for entrepreneurs and investors.  
 
Net revenue attrition can hide some things because it includes volume increases and pricing changes 
– a company might be over-relying on price inelasticity to mask other operational challenges. 
Additionally, a company may lose a disproportionate number of small customers due to the nature 
of its industry, but meaningfully grows with customers that remain in business. To truly understand 
the inner workings of the company, it is important to look at logo attrition and gross revenue attrition 
in tandem. This helped reveal that Company A in Figure 3 had significant customer turnover that 
was being masked by its robust sales engine. As we will see in later sections, masking the churn 
leakages in the early days is easy, but as scale grows it becomes an increasingly difficult task.  
 
 
A tale of two companies revisited 
 
Before we move on to an even more granular examination of attrition, let’s reconsider Companies A 
and B and which one is superior. Although there is not a clear answer, we have a strong bias and 
preference for Company B with its lower attrition patterns. Despite the robust sales engine in 
Company A, Company A is a melting ice cube that constantly needs to be replenished. This poses a 
challenging proposition for any entrepreneur, but especially a young, first-time, and inexperienced 
entrepreneur. In contrast, Company B presents as an impenetrable iceberg with an opportunity for 
amplification but with an enduring revenue stream. We perceive Company B as having a far greater 
margin of safety and Company A as having the underpinnings of operational challenges and customer 
service issues – otherwise customers would not be leaving at such an alarming rate. 
 
While attrition is just one dimension amongst many in assessing a business for acquisition, it is an 
important one. When an entrepreneur has clear visibility and confidence on a low-attrition revenue 
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stream, they are in a very good position. This situation gives an entrepreneur the luxury of time and 
space to focus on the future and building and growing the business prudently. A CEO leading a rapidly 
attriting business is akin to being the Greek mythological character Sisyphus who constantly pushes 
a boulder uphill only to have the boulder roll back at the top – a fruitless labor. 
 

Attrition at the cohort, product, and geography level 

Attrition data at a point in time reveal information, but what is happening over a period of time could 
be far more important. It is not sufficient to calculate these metrics in snapshot form and make 
conclusions about the business. Changes over time in a company’s attrition rate could be a signal that 
something is working well (if the attrition rate is improving) or that something needs to be fixed (if 
the attrition rate is amplifying). Unpacking the underlying story to understand what is driving 
attrition is a very important analysis. To do this, attrition can be further examined at the customer 
cohort, product, and geography levels.  
 
Some questions a curious entrepreneur might ask upon further investigation of churn are as follows: 
Is it a particular type of customer that tends to churn? Does a particular product have much lower 
retention than others? Are clients in a particular geography more susceptible to attrition? The 
solution to all sorts of narrative questions comes from an analysis which segments the data into 
groups with similar characteristics and analyze why those groups tend to churn. Armed with that 
knowledge, entrepreneurs can introduce course-correction initiatives to arrest attrition and keep 
similar customers from leaving. We look at three lenses – cohort, product, and geography as a means 
of segmenting and further examining attrition.  
 
Cohort 
 
Attrition by temporal cohorts is a useful visualization to further analyze attrition. Temporal cohorts 
are usually portrayed in the form of a triangle chart (Figures 11 and 12). Each row of the chart 
corresponds to a temporal cohort such as Jan-10, which signifies the new customers in January 2010 
(denoted by Box 1). The size of the cohort, in customers, is listed in the second column (denoted by 
Box 2). Subsequent columns show the number of customers of that temporal cohort churning after a 
given period (denoted by Box 3: Four customers out of the original 165 were lost due to attrition in 
Year 11; denoted by Box 4: Four customers out of the original 229, that had previously churned, were 
re-added in Year 6). Though we have depicted triangle cohorts in terms of number of customers, it is 
possible to do the same in terms of revenue.  
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Figure 11: Customer attrition cohort triangle (absolute)  

Source: Prepared by the case writers 
 
Analyzing temporal cohorts as percentages can be very powerful. Observing attrition percentages 
over time as horizontal, diagonal, or vertical features can help identify changes in attrition patterns 
and tell a story about when customers leave and the reasons behind their leaving. 

 Horizontal analysis depicts cohort-specific traits. It shows how many customers are lost 
across the customer lifetime on a period-by-period basis. In Figure 12, the January 2017 
cohort shows that there is high attrition in the first year (50 percent), which gradually 
decreases in subsequent years (15 percent and 3 percent). Such a pattern could be evident 
for a payroll services company, where there is initial high attrition because of challenging 
on-boarding processes or temporary incentives to use the service which then evaporate. 
However, after a year or more, attrition declines massively because customers have become 
accustomed to third-party services, discontinued internal operations, and developed 
stickiness. Thus, a horizontal feature emerges showing diminished attrition particular to that 
cohort as more time passes. 

 Vertical analysis is also a helpful tool.  It depicts how different temporal cohorts are behaving 
after the same amount of time. In Figure 12, we observe that the January 2014, January 
2015, and January 2016 cohorts have significantly higher attrition after five years compared 
to the earlier cohorts of January 2012 and January 2013. Such a pattern could be observed 
in companies that may be expanding into a new geography and client segment where 
product–market fit is not as strong and so those newer temporal cohorts tend to churn in 
relatively larger numbers.   

 Diagonal analysis may reveal patterns that result from new product features, service level 
change, disruptions, or adverse news. For example, a payroll company may experience this 
because of a large outage or service disruption that may cause disgruntled clients to churn 
at a higher rate during a particular point of time across temporal cohorts. In Figure 12, one 
can observe a diagonal pattern whereby customers are churning at higher rates than 
surrounding years since the service disruption does not just affect the clients that started 
using the service in January 2013 but every temporal cohort before as well.  

 
 



 

15 ON THE NATURE OF CUSTOMER ATTRITION AND REVENUE ANALYSIS 

Figure 12: Customer attrition cohort triangle (percentage) 

Source: Prepared by the case writers 
 
It may also be helpful to graph attrition curves of different temporal cohorts to observe patterns. In 
Figure 13, we have graphed the attrition patterns of two cohorts from the above triangle cohort 
charts: January 2012 and January 2018. One can observe that attrition is particularly high in Year 1 
and then tapers off. Additionally, one can observe that the company has succeeded in improving 
attrition across the board for the January 2018 cohort compared to the January 2012 cohort. Such 
cohort analysis helps inform investors and operators of the trajectory of the business and whether it 
can optimize churn management over time or not. 
 
Figure 13: Sample of two attrition curves 

Source: Prepared by the case writers 
 
Entrepreneurs should hope for two distinct features when reviewing attrition curves:  

 Downward shift: A company is improving its attrition management if its latter cohorts are 
“downward shifted” from its earlier cohorts. 

 Horizontal Asymptotes: Flattening of attrition curves over time such that they become 
asymptotic to the X axis is indicative of a company being able to mitigate attrition. If the rate 
of attrition is not flattening, no matter how large new customer acquisition efforts are, scaling 
will be difficult because a business will cycle through its market.  

Product  
 
Another important aspect to explore when analyzing churn is how it behaves across products. In 
Figure 14 one can observe two products: Product 1 and Product 2. Each product had 5,000 
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customers at the beginning of the product life cycle (for mathematical simplicity, we assume that in 
each year the product grows enough organically to replace the attrition and there are 5,000 customer 
at the beginning of each year). The columns indicate the number of customers that have churned out 
of the 5,000 customers  in each of Year 1 through Year 5. To calculate logo attrition, we have divided 
the number of customers churning in each year by the number of customers at the beginning of each 
year (5,000).  
 
Based on this analysis, Product 2 has significantly lower logo churn and more consistent churn than 
Product 1. Product 1 has higher churn in every year compared to Product 2 and, though it is able to 
reduce attrition over time, it is not consistent and bounces around (Year 5’s attrition is higher than 
Year 4’s attrition). In such situations, aspiring entrepreneurs should focus their attention on either 
decreasing churn or discontinuing a product with high attrition.  
 
Figure 14: Illustrative example of two products and logo attrition over time  

Source: Prepared by the case writers 
 
Geography  
 
Another important aspect to explore when analyzing attrition is how it behaves across geographies. 
In Figure 15, the columns represent revenue attrition on a year-by-year basis. Each geography, North 
East and South West, started with $4,000 of revenue in each year (for mathematical simplicity, we 
assume that in each year the revenue grows enough organically to replace the attrition and there is 
$4,000 of revenue at the beginning of each year). The subsequent columns indicate the dollars that 
have churned out of the $4,000 at the beginning of each year. In our example, while South West has 
very high attrition initially, the attrition significantly diminishes in subsequent periods. Meanwhile, 
the North East has consistently moderate levels of attrition across periods. Aspiring entrepreneurs 
should use such pattern analysis to determine what could be driving these differences and whether 
they need to pivot their approach in North East to bring it in line with the attrition that was calculated 
in South West.  
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Figure 15: Revenue attrition across regions 

Source: Prepared by the case writers 
 
 

 
Carla Larin (Stanford Graduate School of Business 2020) is the managing partner of 

Northern Pine Partners. Carla started Northern Pine Partners with the goal of operating 
and growing a small business. Growing up, Carla’s family ran a 4th-generation coffee 

farm and export business, and she knows the hard work, dedication, and satisfaction that 
come from running your own business. Carla’s background is in financial services and 

operations consulting. 

In my research before launching my search, “recurring revenue” repeatedly came up 
as the gold standard for any good search business. As first-time CEOs, we have a 
higher likelihood of success if we find businesses with predictable revenue streams 
stemming from high customer retention. These are wise words! But a year into my 
search and after digging into niche industries, I realized that customer retention and 
recurring revenue are not synonymous.  
 
I looked at a software business that I initially assumed had low attrition because of 
their SaaS contracts. But after digging into the churn, it became clear that the product 
was not sticky beyond a year. This was reason enough to pass on the business. I also 
looked at a healthcare services business with no contracts or subscriptions that at 
first seemed like a dud. But the monthly payments were predictable and cohort 
analysis revealed that clients stuck around for years with low attrition.  
 
This business was worth pursuing. Customer retention and churn analysis are key 
tools for me as I dig into revenue quality. These metrics can be dealbreakers so it’s 
often the first dataset that I explore when assessing a new business. 

 

 
Why does it matter? 

Once entrepreneurs have calculated the various modes of attrition and assessed different temporal 
cohorts, products, and geographies, they can understand how the revenue engine is really 
performing. They can observe patterns, form insightful questions, and look for the underpinning 
answers.  Exhibit 3 contains a sample line of questioning that an entrepreneur can pursue after 
computing attrition.  

https://www.northernpinepartners.com/
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Attrition has a compounding effect 

While entrepreneurs might think that losing one customer is not significant, they are not just losing 
that one-time revenue stream for the period the customer leaves. Instead, they are forgoing a much 
more material lifetime revenue stream from that customer across all future periods. 
 
Looking at the graph below (Figure 16), we can see that the difference in attrition does not really 
add up to much in the first year or so. However, as the company matures, the impact of attrition 
magnifies as the “leaky bucket” of lost customers and revenue  becomes extremely hard to replenish 
with new customers. In the chart below both companies start with $10 million in revenue and acquire 
$2 million of new customer revenue each year. Despite identical new sales figures, over five years, 
the difference in revenue between the company with 5 percent attrition and 10 percent attrition is 
not 5 percent but approximately 20 percent. After ten years, it would be more than 33 percent.  
 
Figure 16: Even small differences in churn can drastically change end state.** 
 

Source: Prepared by case writers 
 
In a low-attrition scenario, new customers provide a stable base from which to compound growth. 
As a result, the CEO can take a much more offensive stance in growing the business. In a high-attrition 
scenario, the loss of revenue due to churn requires more and more new customers just to replace the 
attrition. The CEO here needs to play defensively – new business growth is merely playing catch-up.  
 
As a result, growth can slow substantially. Using another water analogy, such a business is like a 
struggling swimmer trying to keep their head above water where each new customer sale is akin to 
a swimming stroke to just get back above the water level (previous period’s revenue) rather than 
swimming forward (revenue growth). A high attrition rate eventually undermines the business’s 
ability to grow revenue.  

Impact on valuation 

Beyond the compounding impact on revenue, attrition also has a large impact on valuation. Empirical 
evidence shows that the markets attribute a premium valuation to companies that have lower 
attrition and better retention rates. If entrepreneurs can perfect their churn playbook, they could be 

 
** Assumptions: Company A and B each start with $10 million in revenue and both grow organically by $2 
million each year. Company A experiences 5 percent annual attrition and Company B experiences 10 percent 
annual attrition. 
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looking at larger rewards in terms of multiples of invested capital and internal rates of return. 
Figures 17 and 18 depict the valuation (expressed as enterprise value to revenue) for companies at 
various net customer retention rates. Just as low attrition provides comfort to a first-time CEO, it 
provides that same security to the next buyer. There is a clear correlation between high retention 
rates and higher valuation multiples. Calculating and understanding attrition is the first step in 
managing revenue patterns. Calculating attrition leads to asking insightful questions, which drives 
answers, which begets new operational strategies to attenuate attrition, which culminates in higher 
valuation multiples. Entrepreneurs are literally rewarded for calculating attrition.  
 
Figure 17: Companies with better retention and lower attrition command higher valuations. 

Source: Software Equity Group14 
 
 
Figure 18: Valuation rises with higher net revenue retention. 

Source: KeyBanc Capital Markets15 
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Thorndike’s theorem 
 
Although this case note is not about valuation methodologies, we feel compelled to bring in one 
perspective. Will Thorndike is a prolific investor, capital allocator, and business savant. He is the 
founder of the private equity firm Housatonic Partners and is the author of the must-read book The 
Outsiders: Eight Unconventional CEOs and Their Radically Rational Blueprint for Success. Thorndike 
has invested in hundreds of small, private businesses and has shaped the thought processes of 
several generations of aspiring entrepreneurs. In his investing, Thorndike cares quite a bit about 
attrition and its harmful effects on a business – so much so that he has developed a simple but potent 
way to think about the relationship between attrition and EBITDA valuation multiples.  
 
Thorndike suggests that the sum of the attrition rate of a recurring revenue business and its 
acquisition EBITDA (earnings before interest, taxes, depreciation, and amortization) multiple should 
be less than or equal to 10. For example, if an aspiring entrepreneur is reviewing a potential 
acquisition target with 4 percent attrition, they should be paying 6 times EBITDA or less for its 
acquisition (4 + 6 ≤ 10). Observe that Thorndike does not specifically define attrition in this context. 
This is probably because even though the four types of attrition we explore in this case note are easily 
and objectively calculable, it is the entrepreneur’s conundrum to select which is the right attrition 
metric and why – and this might even result in amalgamating metrics with a blended, indicative 
attrition rate. Regardless, Thorndike, in a pithy fashion, articulates that EBITDA multiples and 
attrition rates are inversely correlated – an entrepreneur should gravitate to lower multiples with 
higher attrition rates. 
 
Thorndike’s theorem is a heuristic and guidepost; it does not supplant a complete valuation model 
and building a discounted cashflow analysis. It would be imprudent to formulate a valuation based 
solely on the sum of attrition and EBITDA multiple being less than 10. Furthermore, we think of 
Thorndike’s theorem as an aspirational concept and would not want aspiring entrepreneurs to 
unconditionally jettison acquisition targets that do not meet the theorem’s math. 
 
We highlight Thorndike’s theorem in Figure 19. 
 
Figure 19: Thorndike’s theorem 
 

𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴 𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟 +  𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸 𝑚𝑚𝑚𝑚𝑚𝑚𝑚𝑚𝑚𝑚𝑚𝑚𝑚𝑚𝑚𝑚 𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝 𝑓𝑓𝑓𝑓𝑓𝑓 𝑎𝑎 𝑏𝑏𝑏𝑏𝑏𝑏𝑏𝑏𝑏𝑏𝑏𝑏𝑏𝑏𝑏𝑏 ≤ 10  

 
The qualitative benefits of calculating and understanding attrition 

Although this case note has focused on the identification of four types of attrition and the 
computation of those attrition metrics, that is just the beginning. We more broadly think of attrition 
as a three-step process: calculation, comprehending, and curing. 

Calculating attrition is just the first step; the real value-add opportunity is comprehending what is 
driving attrition and its amplification or attenuation. CEOs who contemplate the operational 
underpinnings of attrition not only understand their businesses at a more granular level; the CEOs 
are immediately on the path to improving their businesses. 

Once a CEO understands what is driving attrition patterns, they can cure it – and make the business 
better. Calculation identifies and presents the relevant data and, while hypothesizing on the catalysts 

https://housatonicpartners.com/
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causing attrition matters, it is only when CEOs attack the root cause of attrition that they complete 
the entire attrition cycle. 

When CEOs lead businesses with low attrition, they enjoy stable revenue streams with high visibility. 
Customers are happy, employees feel safe in their jobs, and, best of all, CEOs can focus on the future 
and not shoring up a leaky business. Low attrition rates allow CEOs to focus on team member 
development, customer satisfaction and optimization, systems and processes, and culture. There is 
time and space to focus on the most important, non-urgent CEO activities and there is a greater sense 
of calm and confidence in the CEO and the business. 

It all starts with measuring attrition. 

 

Promise Okeke (Harvard Business School 2019) acquired Princeton, NJ-based NovoPath 
through a search fund in 2020. NovoPath is one of the leading laboratory information 
systems in the United States. The 25-year-old business serves national reference labs, 

regional labs, and university hospital labs in more than three continents. Okeke, 
originally from Nigeria, initially thought he would pursue a career in medicine but ultimately became 
captivated by entrepreneurship. 

I like to analyze churn in two ways: first, percent gross retention and second, percent 
net revenue retention. Gross retention measures your customer cohort count churn, 
while net revenue retention measures your customer cohort revenue churn. One of 
the benefits of buying a mission critical software business such as NovoPath is that 
customer attrition is typically low. The harder it is to replace the software, the more 
likely it is to have low attrition, provided you meet the needs of the customer. As a 
first time CEO, this has removed a lot of pressure and has given me the room to learn 
the business and build the infrastructure needed to grow net new customer 
acquisition. It is stressful running a company, and having significant customer churn, 
especially in the first year, can sidetrack a CEO from the larger goal of developing 
strategic plans for shareholder value creation. Getting control of attrition early on 
helps build momentum for growth. 

When we were acquiring NovoPath, I understood the importance of churn but I didn’t 
fully appreciate the scope of its impact in shaping the broader operations of the 
business. Given we have such low attrition, we have further refined our capital 
allocation on areas that can make the most meaningful impact in the day-to-day 
operations of our customers while creating shareholder value. To put it in 
perspective, we probably have a higher ROI on our sales and marketing expenses than 
a business with high attrition as we do not have to constantly replace lost customers 
and grow significantly on top of that. It also enables us to invest in new product 
development and to further address the pain points of our customers, which 
invariably increases their retention. Furthermore, I believe that being in such a low-
attrition business will drive premium valuations and help create shareholder value. 

 

  

https://www.novopath.com/
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Conclusion 

We believe that entrepreneurs should form a deep and meaningful understanding of the four attrition 
metrics outlined in this note – logo, volume, gross revenue, and net revenue. Taking a proactive 
approach to measuring, tracking, and reviewing attrition trends will help increase the likelihood of 
combatting problems with churn during the acquisition of a small business and throughout its 
operation. 
 
Although we do not provide answers on what to do when attrition issues are observed (that is the 
CEO’s puzzle to solve), we do hope this case note has given entrepreneurs the tools and framework 
to develop the right attrition questions to identify trends and patterns. A successful deployment of 
the attrition analysis playbook can produce the right questions and action steps to deliver premium 
valuations and returns. 
 
Good luck with your attrition analysis and entrepreneurial journey!  
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Exhibit 1: Potential factors causing attrition (non-exhaustive)  
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Exhibit 2: Other ways to use the attrition analysis thought process 

Although our analysis in this case note is focused on components related to revenue analysis and 
attrition, the same thought process and mindset can be applied to other areas of business analysis. 
For example, entrepreneurs can use the same tools and framework to examine employee attrition 
patterns. If employee attrition is high, this might drive up recruiting, training, and other on-boarding 
costs. If employee attrition is amplified, questions about compensation policies, managers, 
promotional opportunities, and training might arise, producing new strategies to mitigate the 
attrition. The same approach can be used with vendors too. 
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Exhibit 3: Some key questions for an entrepreneur to ask after computing attrition 

 Is there a narrative explanation for temporal cohort outliers? Did something happen in the 
business or industry in outlier years? 

 Can you see the impact of a new product or service line in attrition numbers? 

 Are revenue and logo numbers broadly the same? If there is a divergence, do the numbers 
imply the business has more success with small or large customers? 

 If the business has a ‘land and expand’ strategy, can you see that in the upgrades? 

 Do upgrades and downgrades tell any story about customer satisfaction? 

 Are there patterns that emerge at specific points of the lifecycle of customer tenure? 

 Can you dig deeper on logo attrition to identify controllable versus non-controllable factors 
(e.g., customer goes out of business)? What does that tell you about revenue quality? 

 Can logo attrition versus new sales tell you anything about market share?   

 Are there discoverable attrition patterns at the sales professional level?  

 Are any price increases, service decreases, changes in payment terms, or new operational 
procedures driving attrition patterns? 

 Are there any apparent attrition patterns by service route or service technician? 
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Exhibit 4: The investor’s perspective 
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This case has been developed for pedagogical purposes. The case is not intended to furnish primary data, serve as an 
endorsement of the organization in question, or illustrate either effective or ineffective management techniques or strategies.  

Copyright 2021 © Yale University. All rights reserved. To order copies of this material or to receive permission to reprint part or 
all of this document, please contact the Yale SOM Case Study Research Team: email case.access@yale.edu. 
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