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The third fiscal quarter marked the first full quarter our reimagined New Relic One platform  
was in market, and the first full quarter of our transformation from a subscription model   
to a consumption model. It is critical that investors understand that moving to a consumption 
model is not just a revenue model transition, it is a commitment from every single function at 
New Relic to put the customer at the center of everything we do. We are no longer mandating 
that our customers fully commit to us up front with an annual subscription where the onus 
is on the customer to get as much value as they can from their subscription. Instead, we are 
offering our customers the ability to pay as they consume and derive value from our products, 
thereby placing the burden on us to make sure that all of our customers are deriving value every 
day. The move to a consumption model is a significant change to the way we build, sell and 
deliver software, and it’s a significant change to the way our customers are used to buying and 
consuming software. But we believe it is the right way, and that New Relic is up to the challenge. 

Revenue was $166.3 million in the third fiscal quarter compared to 
revenue of $153.0 million in the third quarter of the prior fiscal year, 
representing growth of 9%. Revenue was above the guidance of 
between $163 million–$165 million that we provided in our earnings 
press release for the second fiscal quarter.

GAAP loss from operations was ($48.0) million and non-GAAP loss 
from operations was ($8.4) million. Non-GAAP loss from operations 
was ahead of guidance of between ($9) million–($11) primarily due 
to underspending relative to plan on AWS as we migrate out of our  
data centers and into the cloud. 

Business Update
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1 Please refer to the appendix for a reconciliation of these non-GAAP financial measures to their most directly comparable GAAP measures.
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GAAP gross margins were 72%. Non-GAAP gross margins of 74% 
were ahead of our internal expectations due to business imperatives 
that delayed some investments in our transition to AWS. That 
delayed spend will occur in our fourth fiscal quarter in addition 
to the planned spend for the quarter. Pressure on gross margins 
continues to reflect our significant growth in data ingest, as well   
as our transition away from our own data centers to AWS. 

ARR was $668.7 million at the end of the third fiscal quarter 
compared to ARR of $607.9 million at the end of the third quarter  
of the prior fiscal year, representing growth of 10%. ARR was  
ahead of the guidance of between $661 million–$663 million that  
we provided in our earnings press release for the second fiscal 
quarter. ARR, as a metric for evaluating our business, is declining  
in relevance as we transition to a consumption model. We will   
no longer guide ARR in FY22 as our focus will have shifted away  
from legacy subscription model contracts to new consumption 
model contracts.

Dollar-based net expansion rate was 108% in the third fiscal  
quarter compared to 109% in the third quarter of the prior  
fiscal year, and 98% in the second quarter of FY21. Dollar-based  
net expansion improved sequentially in the third fiscal quarter  
due to strong growth in ARR and ongoing success reducing customer 
churn due to our customer success programs. Despite the fact that a 
number of large customers are reducing their up-front commitments, 
albeit some with intentions to continue to increase spend, we still 
saw a sequential improvement in absolute churn. Dollar-based net 
expansion rate, a derivative metric based on ARR, is also declining  
in relevance as we transition to a consumption model. 

Remaining performance obligations as of the end of the third  
fiscal quarter were $648.3 million compared to $489.2 million   
as of the end of the third quarter of the prior fiscal year and  
$602.3 million as of the end of the second quarter of FY21. 
RPO increased sequentially due to a number of large multi-year 
contract commitments. Investors should expect RPO to decline   
as our sales model increasingly focuses on consumption and   
not up-front commitments. 
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The transformation to a consumption model is the latest step in the software industry’s three 
decade journey to put customers’ best interests at the center of the software business. The 
move from Client Server / Perpetual Licenses to SaaS / Subscriptions alleviated the customer’s 
burden of managing software and high up-front costs, but in a subscription model, there is 
still a disconnect between purchase price and value, primarily in the form of shelfware, or, 
overprovisioning. Amazon pioneered the move to consumption on the belief that customers 
should only pay for the products they use and derive value from. Since then, a number of other 
high-profile software vendors have adopted this model with great success. 

At New Relic, we believe the reason that a consumption model is the way forward for software 
is because it changes the fundamental nature of the relationship between the vendor and the 
customer; the vendor understands that if they don’t build great products that customers enjoy 
using, they won’t get paid. Consumption isn’t just a revenue model; it is the explicit understanding 
that if we aren’t focusing every function in the company around making our customers successful, 
we aren’t living up to our commitments or our ability.

There are three primary functions at New Relic that have regular and direct interactions with our 
customers: Product, Sales and Customer Success. Each of these three functions is augmenting 
the way it operates to ensure that serving the customer is the primary goal. 

Dear New Relic  
Stockholders,
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Putting Customers at the Center of Everything We Do

Product
The product function has historically focused on releasing incremental functionality on a quarterly 
or semi annual cadence, and innovating on an annual or biennial cadence. In a consumption model, 
users also want regular updates that make the product easier to use and more relevant in their day 
to day experience. It is also important that the product feature set itself unlocks usage for more 
users and more data so the practitioner’s experience is friction free.

Usability – When customers aren’t 
contractually obligated and financially 
committed to use a product, it is incumbent 
on the vendor to ensure that users derive 
value from, and enjoy using, the product.  
The biggest change from a product 
perspective in a consumption model is the 
mandate to make the product user friendly 
not only from a user experience and design 
perspective, but also taking into consideration things like third party integrations (like Jira or 
GitHub) and extendable platforms (community built features like highlighting performance issues 
on a map). Towards these ends, New Relic’s design teams have been rolling out enhancements 
on a weekly basis responding to user requests like short URLs, dark mode, third party product 
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integrations and a variety of other usability enhancements that don’t necessarily have an impact 
on functionality, but instead make the product easier to use. We believe that a consistently 
improving user experience, combined with ensuring customers feel like they are being heard, 
goes a long way towards driving customer satisfaction and, thus, consumption.

Functionality – The core of any product offering revolves around the singular question   
of whether or not a product helps solve a user’s problem. Our Full-Stack Observability is the  
only product in the Observability space that offers users one front end for APM, Infrastructure, 
Logs etc. on top of a single, unified data set that resides in our Telemetry Data Platform.  
As Observability continues to evolve as a category with the increasing complexity of modern 
software, our Full-Stack Observability and Telemetry Data Platform development teams 
are consistently layering new functionality into our existing products to help our customers 
continually improve their effectiveness in building, deploying and operating software.   
In a consumption world, we have to be relentless in our desire and ability to drive our  
customer’s attention to where it’s needed most, across their entire estate. 

Innovation – The lifeblood of any software 
company is its ability to bring new products 
to market that create value or capture value 
in a new way. Innovation is most commonly 
a mix of both building and buying new 
products that help customers solve problems 
faster and cheaper than solutions currently  
in market, or in some cases, problems 
that have yet to be solved. A vendor’s commitment to innovation is a necessary precondition 
for growth in a consumption model because customers are unlikely to prioritize a vendor they 
perceive as complacent. In our third fiscal quarter, New Relic acquired Pixie Labs, which we 
believe will enable us to offer our customers a profound improvement in the way they monitor 
Kubernetes environments. This kind of market leading innovation reminds our customers that  
we are always looking for new ways to drive value. 

Sales
In a subscription software model, sales reps are paid to get customers to make as large of an  
up-front financial commitment as possible, and the primary motivation for the rep is to go back 
and get an even larger subscription when the initial subscription expires. However, this model 
leaves too much room for a counterproductive and primarily transactional relationship between 
the vendor and the customer. Customers often feel neglected until a contract is up for renewal, 
and they don’t always feel like they are getting all the value they believe they are paying for. 

The most important outcomes in a consumption model are to (1) spend as little time as possible 
negotiating a deal, and (2) spend as much time as possible working with customers to drive usage 
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among current users, broaden product utilization, and find incremental use cases. Re-allocating 
time away from complex and protracted deal negotiations in favor of driving customer value is  
a hallmark of the consumption model.

Simplified Pricing – The vast majority of revenue 
for New Relic in consumption model transactions 
comes from selling data ingested into our 
Telemetry Data Platform at 25c/GB/Month, and 
users for our Full-Stack Observability product for 
between approximately $100–$500/User/Month. 
Discounts off list are based on committed user 
counts. Additionally, we offer our customers 
the flexibility to make an up-front commitment 
that works best for them, which is a stark 
contrast to a subscription model where the entire sales cycle is geared around an up-front 
commitment. To be clear, the primary goal of sales at New Relic in its consumption model 
transactions is to drive data consumption and user growth, but the emphasis is on actual   
usage, not up-front commitments. 

Driving Product Utilization – Every Full-Stack Observability user has full access to all of the 
functionality and curated visualizations in the platform. While virtually all of our customers know 
our APM product well, the real value in Full-Stack Observability is when customers correlate APM 
data with data from Infrastructure and Logs to take advantage of the holistic view enabled by the 
New Relic One platform. By working with users to drive deeper product utilization, customers are 
able to derive more value from their current spend and become internal advocates for New Relic.

Identifying Incremental Workloads 
– Observability is still a massively 
underpenetrated market opportunity, and 
we believe there are very few customers that 
have Observability fully deployed across all 
of their engineering teams. In a consumption 
model, sales reps, in conjunction with our 
technical account managers, are motivated to 
find those incremental use cases and leverage 
success with internal advocates to drive adoption. This is a very different, and we believe far 
more productive, sales motion than neglecting an account until a renewal is due.

Sales compensation plans will more fully reflect our conversion to a customer-centric, 
consumption-oriented business in FY22 by essentially eliminating sales incentives to sell  
up-front commitments. However, even in advance of that change in sales plans, we have seen 
overwhelmingly positive early customer adoption of the consumption model so far, as indicated 
by customers preferring to reduce up-front commitments despite plans to increase consumption. 
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Customer Success
Onboarding – Given the highly technical nature of Observability, it is imperative that once a user 
becomes a New Relic customer, we partner with them immediately and make sure all of their 
New Relic users are given a comprehensive overview of the product. While all New Relic users will 
be familiar with one or two elements of the product, the real value to customers is achieved when 
they are able to use Full-Stack Observability holistically to deliver the full value of Observability. 
One of the primary drivers of churn is users not perceiving value in the product, and we believe 
that is almost always because they are unfamiliar with how to use the product to its true potential. 
By investing time up front through an onboarding process, we expect to drive familiarity, affinity, 
increased utilization, and happier customers. 

Training – As a logical follow-on to onboarding, we offer our customers ongoing training for the 
same reasons we offer onboarding: to drive familiarity and increased usage. Given the nature of 
how we deliver the product, we are able to see how users are using the product including things 
like how often they use it and what components they are using. This insight is critical to our ability 
to build targeted training programs for the right engineers on the right topics.

Customer Collaboration – There are two components of knowledge we impart to our customers, 
Onboarding and Training, that represent product knowledge. Customer collaboration represents 
practical knowledge; what are the kinds of non-traditional observability use cases that can add 
value to your business? By working with customers in a variety of verticals and geographies, 
we have introduced observability well beyond traditional software applications into areas like 
parking meters, pricing scanners, point of sales systems, digital kiosks etc. We believe these  
non-traditional use cases represent some of the best opportunities to partner with our 
customers and drive value.
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Consumption Pricing Model Examples3

The move to a consumption-based pricing model is designed to accomplish two primary goals; first, put a simple price 
list in market that allows customers to choose the level of committed spend they are comfortable with, and second, 
avoid protracted sales negotiations so New Relic account managers can spend more time helping customers derive  
value by deploying more product in more places. 

The tables below show the basic components of the price list, four different types of commitments and their associated 
discounts, and a simplified model of the financial impact/accounting treatment based on monthly consumption. 

Variable Consideration
Variable consideration is applied to all consumption contracts in an attempt to align monthly revenue recognition with 
actual monthly consumption in excess of the commitment. Once principles of variable consideration have been applied, 
revenue recognition may be accelerated based on the degree to which consumption exceeds commitment.

For the sole purpose of illustrating the difference, we are assuming that none of the criteria to require a revenue 
recognition adjustment are met in Example 2, but they are met in Example 3.

As shown below, the application of variable consideration impacts the timing of revenue recognition and does not  
impact total value of the deal.

Examples of the Impact of Different Commitments in an APoF Model

3 These examples are illustrative only and do not reflect actual terms and do not cover all possible scenarios. The examples detailed below are illustrative of how revenue could be recognized under the assumption that the  
 customer’s usage patterns would continue to increase. As the customer’s usage increases, we reassess the variable consideration and perform cumulative catch ups in revenue. How we actually recognize revenue may differ  
 depending on the circumstances surrounding this specific customer or assumptions made in evaluating the total transaction, including variable consideration. Please refer to our Annual Report on Form 10-K for the fiscal year  
 ended March 31, 2020 and subsequent Quarterly Reports on Form 10-Q for further details around our revenue recognition determinations, including our application of the effects of ASC 606. 

Metric Unit Price

Data 1GB $0.25

Users Named User $250

Model/
Commitment Data (GB) Users Discount Up front payment Total Payment Commitment Consumption

Full Commitment 
APoF 25,000 65 20% $231,000 $234,700 $231,000 $3,700

Under 
Commitment APoF 18,000 50 12% $186,000 $250,220 $186,000 $64,220

No Commitment 
PAYG 0 0 0 $0 $273,500 $0 $273,500

Monthly Usage Month 1 Month 2 Month 3 Month 4 Month 5 Month 6 Month 7 Month 8 Month 9 Month 10 Month 11 Month 12 Ave Monthly 
Usage

Data (GB) 23,000 23,000 23,000 24,000 25,000 25,000 27,000 27,000 29,000 30,000 31,000 31,000 26,500

Users 57 57 60 60 62 62 67 67 70 70 72 72 65
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Monthly Charges Month 1 Month 2 Month 3 Month 4 Month 5 Month 6 Month 7 Month 8 Month 9 Month 10 Month 11 Month 12 Total Charges

Example 1: Full Commitment APoF

Monthly 
Consumption $17,150 $17,150 $17,750 $18,000 $18,650 $18,650 $20,150 $20,150 $21,250 $21,500 $22,150 $22,150 $234,700

Monthly Rev Rec $19,250 $19,250 $19,250 $19,250 $19,250 $19,250 $19,250 $19,250 $19,250 $19,250 $20,185 $22,015 $234,700

Monthly Invoice $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $3,700

Example 2: Under Commitment APoF (No rev rec adjustments)

Monthly 
Consumption $18,290 $18,290 $18,950 $19,200 $19,890 $19,890 $21,490 $21,490 $22,650 $22,900 $23,590 $23,590 $250,220

Monthly Rev Rec $15,500 $15,500 $15,500 $15,500 $15,500 $15,500 $15,500 $15,500 $15,500 $32,540 $39,090 $39,090 $250,220

Monthly Invoice $0 $0 $0 $0 $0 $0 $0 $0 $0 $17,040 $23,590 $23,590

Example 3: Under Commitment APoF (Incorporating rev rec adjustments)

Monthly 
Consumption $18,290 $18,290 $18,950 $19,200 $19,890 $19,890 $21,490 $21,490 $22,650 $22,900 $23,590 $23,590 $250,220

Monthly Rev Rec $16,613 $16,918 $17,834 $18,697 $20,148 $20,127 $22,608 $22,345 $24,116 $23,315 $24,038 $23,462 $250,220

Monthly Invoice $0 $0 $0 $0 $0 $0 $0 $0 $0 $17,040 $23,590 $23,590

Example 4: No Commitment PAYG

Monthly 
Consumption $20,000 $20,000 $20,750 $21,000 $21,750 $21,750 $23,500 $23,500 $24,750 $25,000 $25,750 $25,750 $273,500

Monthly Rev Rec $20,000 $20,000 $20,750 $21,000 $21,750 $21,750 $23,500 $23,500 $24,750 $25,000 $25,750 $25,750 $273,500

Monthly Invoice $20,000 $20,000 $20,750 $21,000 $21,750 $21,750 $23,500 $23,500 $24,750 $25,000 $25,750 $25,750

Primary Takeaways from Our Consumption Model Examples4

1. In situations where actual usage is less than or relatively in line with an up front commitment, revenue recognition  
is essentially straight lined.

2. In situations where actual usage is ahead of commitment, revenue recognition varies depending on the degree  
to which usage exceeds commitment. In situations where actual usage is ahead of commitment, the decision to 
accelerate revenue recognition depends on the degree to which usage exceeds commitment and thus the  
subsequent decision of whether or not to apply variable consideration.

3. When a customer exceeds the committed amount, incremental usage is billed at the same discounted rate   
that was agreed to in the original commitment.

4 These takeaways are derived from the examples above, which are illustrative only and do not reflect actual terms and do not cover all possible scenarios.
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Third Quarter FY21 Highlights

Pixie Labs Acquisition – In December 
we acquired Pixie Labs, a next generation 
observability solution specifically for 
Kubernetes environments. Kubernetes, 
an open-source container-orchestration 
system for automating application 
deployment, scaling, and management,  
is being rapidly adopted as developers 
continue to move workloads to the cloud. 
Pixie Labs’ technology allows engineers 
to quickly deploy observability in their 
Kubernetes environments and measure time to value in a matter of minutes. By enabling 
effective and simple-to-use observability in Kubernetes, we believe we can accelerate Kubernetes 
adoption and be the primary beneficiary of incremental growth in the space. Acquiring one of the 
most effective Kubernetes observability solutions in market is another example of how we are 
putting our customers at the center of everything we do.

AWS Update – Our third fiscal quarter  
was our most productive quarter with  
AWS to date from a revenue perspective. 
In addition to our best co-selling quarter 
ever, we announced a variety of joint 
integrations and distros for open telemetry 
that make New Relic and AWS more 
user friendly than ever. Also, by enabling 
consolidated purchasing and billing through 
AWS Marketplace, AWS customers can use 
AWS credits to purchase New Relic. The 
partnership with AWS is building momentum 
and remains a critical part of our product and       
distribution strategy in the coming quarters. 
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Product-Led Growth – In addition to 
improving our first-use experience, Product-
Led Growth is also helping drive increased 
utilization in the installed base by offering 
features like in-product tutorials to help 
customers unlock the full value of the 
platform. Product-Led Growth is a critical 
component of our self-serve platform and 
should help engineers become increasingly 
self-sufficient in the initial stages of 
engagement with New Relic. 

Last quarter we shared with you that since 
the launch of Product-Led Growth and 
our free tier, equivalent sign ups were up 
10x. While the sign up rate hasn’t changed 
materially, growth in the number of 
customers converting from the free tier to a paid tier is accelerating. In fact, as of the end of the 
third fiscal quarter, the number of accounts that converted from free to paid is approximately 
equal to the number of new accounts we sacrificed with the introduction of the free tier. Said 
another way, Product-Led Growth and the free tier has replaced approximately 550 accounts 
below $2K/Yr with approximately 550 accounts paying more than $2K/Yr. These are small 
numbers and it is still early, but we are encouraged by the building momentum.

ARR – ARR, as a metric, is declining in significance as we accelerate our transition to a 
consumption model, and we will stop providing ARR in FY22, as our focus will have shifted  
away from legacy subscription model contracts to new consumption model contracts and ARR 
will become a de minimis component of our sales comp plans. In place of ARR and ARR-derived 
metrics, we will provide metrics that we believe give better insight into our business now that  
we are entering into contracts that rely primarily upon consumption-based revenue instead.  
In the meantime, however, a significant portion of our overall revenue continues to be derived 
from our subscription-based contracts that remain in our installed base.

ARR in the third quarter of $668.7 million came in ahead of the guidance of $661 million to 
$663 million we provided on the second fiscal quarter earnings call, a $20.1 million sequential 
improvement. The headwinds we experienced around ARR in the second fiscal quarter were a 
result of our decision to give customers free product until renewal time (our entitlements program) 
dissipated, and we continue to improve our selling motion around the new product offering.

Customers of all sizes are responding to the consumption model as indicated by the number of 
customers that are willing to sacrifice some discount in favor of a smaller up-front commitment. 
Whereas in the second quarter existing customers that renewed on the new model, renewed for 
an average uptick of about 15% in ARR, this quarter that number was 0%. As we become more 
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familiar with selling a consumption model and customers become more familiar with buying  
on a consumption model, we have seen a clear desire by some customers to understate initial 
commitments in spite of explicit plans to grow consumption. Interestingly, we “lost” about $4M  
in ARR in the third quarter from two large customers that decided to renew their contracts for  
a smaller amount, but their consumption patterns to date and stated usage intentions for the 
next year indicate a level of spend in excess of their aggregate downgrade amount. In this way, 
we expect ARR to continue to decline by design, and we expect similar behavior in the fourth 
quarter, on an even larger scale.

Lost ARR – Churn in the third fiscal quarter improved both on a percentage of renewal 
opportunities and on an absolute basis sequentially, as we forecasted last quarter. The main 
drivers for the improvement in churn were ongoing success and increased momentum in 
executing our customer retention programs, as well as a significant decline in downgrades from 
those sectors most directly exposed to the economy. Interestingly, the sequential improvement 
in churn came in spite of the two large customer “downgrades” we referred to in the above 
paragraph, indicating that customer retention was even stronger than ARR and dollar based net 
expansion rate indicate. In the fourth quarter, we expect some very large customers to “churn”,  
in that these customers will take advantage of our consumption model by forgoing large up-front 
commitments despite their expectations of increasing their usage (and spend) with New Relic. 

Consumption – An important feature of our new revenue model is the ability to allow our 
customers to decide on the mix of up-front commitment and consumption that best meets their 
business needs. As we discussed above, this renders ARR as a business metric less meaningful 
going forward as a significant portion of our installed base is willing to sacrifice some discounting 
associated with up-front commitments in favor of the flexibility associated with paying only for 
what you consume. We intend to create and share metrics that will give investors insight into 
consumption patterns, with the caveat that we are still in the very early days in the transition. 
Importantly, we see that customer consumption typically starts out slowly and grows over the 
course of a contract, a dynamic we reflected in the APoF model we shared with you earlier  
in this letter. 

The chart on the right represents approximately 
70% growth in data over the course of 2020. 
While there isn’t a direct correlation between 
data ingest and revenue associated with data, 
the trends are similar. You can see an uptick 
in data growth with the launch of New Relic 
One at the end of July 2020, accompanied  
by seasonal softness associated with year  
end production environment freezes.
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Net Revenue Retention – Net Revenue Retention (NRR) Rate has become an industry-standard 
metric to express the health of the installed base for a consumption-based revenue business. 
ARR and ARR derived metrics, such as Dollar-Based Net Expansion Rate that we have reported to 
date, focus solely upon the contracted spend amounts. In our consumption-based pricing model, 
we expect the revenue we receive to exceed the amount, if any, the customer commits at the 
outset of the engagement. Therefore, as we become less reliant on subscriptions, the associated 
subscription-based metrics that rely upon ARR become less relevant, and a consumption-based 
metric such as NRR increases in relevance. 

With the completion of fiscal 2021 (March), we will no longer report or forecast ARR and our 
traditional subscription-based key operating metrics that rely upon ARR. In place of ARR and  
ARR derived metrics, we will provide metrics that we believe give better insight into our business 
now that we are entering into contracts that include significant components of consumption-
based revenue. The primary metric will be NRR, which is the quotient obtained by dividing  
the revenue generated from a cohort of active customers in the measurement period by the  
revenue generated from that same cohort in the prior comparison period. 

The table below is a preliminary look at NRR over the last seven quarters for our active >$100K 
customers. The calculation methodology we use when we begin to report this metric may differ.

Net Revenue Retention for Customers >$100K in Annual Revenue5 

In Summary
Our move to a consumption model puts our customers at the center of every function in the 
company. This transformation isn’t easy and it won’t be completed quickly because we are 
asking our customers, our employees and our shareholders to participate in a journey where 
the destination is clear, but the path to get there isn’t. We continue to solicit feedback from all 
of our constituents and work hard to incorporate those ideas that help us accomplish mutually 
beneficial outcomes; there are no sacred cows, and no ideas we won’t consider. 

Thank you for your continued interest in New Relic,

1Q20 2Q20 3Q20 4Q20 1Q21 2Q21 3Q21

135.1% 133.8% 130.8% 127.2% 123.3% 119.8% 116.1%

5 For this illustration of Net Revenue Retention, the measurement period is defined as the 12-month period ending with the period reported, while the prior comparison period is the   
 12-month period ending prior to the respective measurement period. Active customers for each respective measurement period have been defined as those with a unique account   
 identifier from which we recognized any revenue in the last month of the respective prior comparison period; similarly, active $100,000 customers are active customers from which   
 we recognized at least $100,000 in revenue over the 12-months of the respective prior comparison period. Please note, the calculation methodology we use when we begin to report  
 this metric may differ.
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All financial comparisons are on a year-over-year basis unless otherwise noted. Financial 
statement tables can be found at the end of this letter.

Third Quarter Results

Third Quarter Fiscal Year 2021 Financial Highlights
• Revenue of $166 million, compared to $153 million for the third quarter of fiscal 2020.

• GAAP gross margin of 72% and non-GAAP gross margin of 74%.

• GAAP loss from operations was $(48.0) million, compared to $(24.2) million for the third 
quarter of fiscal 2020. 

• Non-GAAP income (loss) from operations was $(8.4) million, compared to $3.0 million  
for the third quarter of fiscal 2020. 

• GAAP net loss attributable to New Relic per basic share was $(0.88), compared to a loss  
of $(0.46) per basic share for the third quarter of fiscal 2020.

• Non-GAAP net income (loss) attributable to New Relic per diluted share was $(0.14), 
compared to $0.09 per diluted share for the third quarter of fiscal 2020.

• Cash used in operating activities was $(6.7) million and free cash flow was $(12.7) million  
for the third quarter of fiscal 2021.

• Cash, cash equivalents and short-term investments were $785 million at the end of the  
third quarter of fiscal 2021, compared with $840 million at the end of the second quarter  
of fiscal 2021.

• Remaining performance obligations were $648 million at the end of the third quarter  
of fiscal 2021, compared with $602 million at the end of the second quarter of fiscal 2021. 
This represents the aggregate unrecognized transaction value of remaining performance 
obligations as of each of December 31, 2020 and September 30, 2020. 

Financial Discussion
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Key Operating Metrics*

Outlook

Fourth Quarter Fiscal 2021 Outlook
• Revenue between $166 million and $167 million, representing year-over-year growth   

of approximately 4%.

• Non-GAAP loss from operations of between $(29) million and $(31) million.

• Non-GAAP loss attributable to New Relic per diluted share between $(0.45) and $(0.49).

• ARR of approximately $669 million, flat sequentially, and representing year-over-year  
growth of approximately 4%, compared to $642 million as of March 31, 2020.

As we transition to a consumption model, many customers are expressing a preference for under-
committing relative to expected consumption. Given that ARR has historically been the main driver  
of revenue, a decline in ARR could lead to a slowdown in revenue for the following reasons:

1. As legacy deals booked as ARR roll off the balance sheet, they are being replaced with smaller 
commitments (less ARR). This means less revenue from smaller current commitments, and 
declining revenue from historical ARR as it amortizes out.

2. Revenue from ARR rolls onto the income statement differently from consumption   
based revenue.

a. ARR is evenly distributed over the course of the commitment as it rolls onto the income 
statement if the consumption is under or in line with the commitment.

b. Revenue recognition for consumption in excess of the commitment varies depending   
on the amount of consumption relative to the commitment.

i. If consumption does not exceed commitment, revenue is recognized in a straight   
line manner. 

ii. If consumption exceeds commitment, the amount of revenue recognized may include 
estimated usage above the minimum commitment, which may closely approximate  
actual consumption.

Jun-19 
1Q20

Sep-19 
2Q20

Dec-19 
3Q20

Mar-20 
4Q20

Jun-20 
1Q21

Sep-20 
2Q21

Dec-20 
3Q21

Annual Recurring Revenue, or ARR 
(in millions) $569 $591 $608 $642 $648 $649 $669

Dollar-Based Net Expansion Rate 109% 112% 109% 116% 100% 98% 108%

Percentage of ARR from Paid 
Business Accounts > $100,000 70% 71% 72% 75% 76% 77% 79%

Paid Business Accounts > $100,000 881 908 927 995 1,025 1,039 1,051

*In the fourth quarter of fiscal 2020, we adjusted the way we define ARR to include partner revenue and revenue from support subscriptions. This change results in immaterial dif-
ferences in the presentation of some numbers in the chart above compared to our disclosures in historical filings. Please refer to our Annual Report on Form 10-K for the fiscal year 
ended March 31, 2020 for our definition of ARR and the differences between these disclosures.
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Forward-Looking Statements

This investor letter contains “forward-looking” statements, as that term is defined under the federal securities 
laws. Any statement that refers to expectations, projections, targets or other characterizations of future events, 
including financial projections and future market conditions, is a forward-looking statement. Statements included 
in this investor letter that are forward-looking statements include but are not limited to statements regarding 
market opportunities, the value proposition behind the reimagined New Relic One platform, the ongoing success 
of our entitlements program and overall growth in data ingest, our continued rollout of product enhancements 
and layering of new functionalities into existing products, expectations that the recent acquisition of Pixie Labs 
will accelerate Kubernetes adoption and allow New Relic to be a primary beneficiary of incremental growth in that 
space, expectations that the reimagined New Relic One platform and move to a consumption pricing model will 
accelerate demand and change the way customers purchase and consume software, help New Relic step up in 
growth, shift New Relic’s existing business metrics to other metrics better suited to tracking the consumption model, 
and increase New Relic’s presence and standing in the observability market, and any expected financial impacts 
and increase in customer usage, adoption and aggregate spend as a result of these changes. These forward-looking 
statements are based on our assumptions, expectations and beliefs as of the date of this investor letter and are 
subject to substantial risks, uncertainties, assumptions, and changes in circumstances that may cause our actual 
results, performance, or achievements to differ materially from those expressed or implied in any forward-looking 
statement. We assume no obligation and do not intend to update these forward-looking statements, except as 
required by law. For more information about factors that could affect New Relic’s financial and other results and 
the forward-looking statements in this investor letter, please refer to our February 4, 2021 press release, as well as 
the risks described in our filings with the Securities and Exchange Commission (“SEC”), including our Annual Report 
on Form 10-K and subsequent Quarterly Reports on Form 10-Q, particularly in the sections titled “Risk Factors” and 

“Management’s Discussion and Analysis of Financial Condition and Results of Operations.”

Non-GAAP Financial Measures

This investor letter also contains certain non-GAAP financial measures as defined by SEC rules. These non-GAAP 
financial measures are in addition to, and not a substitute for or superior to, measures of financial performance 
prepared in accordance with GAAP. There are a number of limitations related to the use of these non-GAAP financial 
measures versus their nearest GAAP equivalents. For example, other companies may calculate non-GAAP financial 
measures differently or may use other measures to evaluate their performance, all of which could reduce the 
usefulness of our non-GAAP financial measures as tools for comparison. Please refer to our February 4, 2021 press 
release for additional information as to why we believe these non-GAAP financial measures are useful to investors 
and others in assessing our operating performance. As required by Regulation G, we have provided a reconciliation 
of those measures to their most directly comparable GAAP measures, which is available in the appendix to this 
investor letter. However, we have not reconciled our expectations as to non-GAAP operating income (loss), non-
GAAP earnings per share, non-GAAP gross margin, non-GAAP operating margin, non-GAAP expenses as a percentage 
of revenue, or free cash flow in future periods to their most directly comparable GAAP measure because certain 
items, namely stock-based compensation expense, lawsuit litigation cost and other expense, employer payroll taxes 
on equity incentive plans and gain or loss from lease modification, are out of our control or cannot be reasonably 
predicted. Accordingly, reconciliation is not available without unreasonable effort, although it is important to note 
that these factors could be material to our results computed in accordance with GAAP.

Operating Metrics

New Relic’s monthly recurring revenue represents the revenue that New Relic would contractually expect to receive 
from those customers over the following month, including partner revenue or revenue from support subscriptions, 
without any increase or reduction in any of their subscriptions.

Similarly, annual recurring revenue (“ARR”) represents the revenue New Relic would contractually expect to receive 
from those customers over the following 12-month period, including partner revenue or revenue from support 
subscriptions, without any increase or reduction in any of their contractual commitments. The net change New  
Relic reports in ARR reflects any increase in ARR from existing customers and new customers, which is referred 
to as “new ARR,” as well as any reduction in ARR from customers who reduced their spend or terminated their 
relationship with New Relic, which is referred to as “lost ARR.”
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For contracts entered into under the new pricing model announced on July 30, 2020, New Relic only recognizes 
as ARR the committed contractual amount for customers under the Annual Pool of Funds model; therefore,  
the definition of ARR would not include contracts under the Pay as You Go model. Meanwhile, ARR for contracts 
under Annual Pool of Funds is calculated as the original dollar commitment for the annual contract period, plus 
any incremental additional dollar commitments added during the term of the period. ARR is measured without 
reference or adjustments for historic data usage, and therefore excludes assumptions related to overage spend  
or expected or received overages above committed amounts.

New Relic’s dollar-based net expansion rate compares its recurring subscription revenue from customers from 
one period to the next. It is increased when customers increase their use of New Relic’s products or use additional 
products. New Relic’s dollar-based net expansion rate is reduced when customers decrease their use of New Relic’s 
products or use fewer products.
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Condensed Consolidated Statements of Operations
(In thousands, except per share data; unaudited)
 Three Months Ended December 31, Nine Months Ended December 31,
 2020 2019 2020 2019

Revenue $ 166,340 $ 153,028 $ 494,979 $ 439,853 
Cost of revenue  45,968  26,402  124,439  75,164 
Gross profit  120,372  126,626  370,540  364,689 
Operating expenses:

Research and development  45,773  38,387  131,245  106,858 
Sales and marketing  92,392  87,704  266,906  244,711 
General and administrative  30,249  24,751  89,481  71,129 

Total operating expenses  168,414  150,842  487,632  422,698 
Loss from operations  (48,042)  (24,216)  (117,092)  (58,009) 
Other income (expense):

Interest income  1,734  3,793  6,735  11,944 
Interest expense  (6,229)  (5,953)  (18,549)  (17,660) 
Other income (expense), net  (811)  (465)  (1,810)  2,828 

Loss before income taxes  (53,348)  (26,841)  (130,716)  (60,897) 
Income tax provision  564  894  1,276  1,518 
Net loss $ (53,912) $ (27,735) $ (131,992) $ (62,415) 
Net loss attributable to redeemable non-controlling interest  286  540  1,059  1,437 
Net loss attributable to New Relic $ (53,626) $ (27,195) $ (130,933) $ (60,978) 
Net loss attributable to New Relic per share, basic and diluted $ (0.88) $ (0.46) $ (2.16) $ (1.05) 
Weighted-average shares used to compute net loss per share, 
basic and diluted  61,209  58,733  60,562  58,352 
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Condensed Consolidated Balance Sheets
(In thousands, except par value; unaudited)

December 31, 2020 March 31, 2020

Assets
Current assets:

Cash and cash equivalents $ 211,145 $ 292,523 
Short-term investments  573,472  512,574 
Accounts receivable, net of allowances of $2,376 and $3,636, respectively  143,775  147,361 
Prepaid expenses and other current assets  16,236  15,979 
Deferred contract acquisition costs  34,738  32,016 

Total current assets  979,366  1,000,453 
Property and equipment, net  93,011  100,294 
Restricted cash  5,662  5,641 
Goodwill  144,253  45,112 
Intangible assets, net  14,662  13,691 
Deferred contract acquisition costs, non-current  30,295  28,141 
Lease right-of-use assets  59,475  57,777 
Other assets, non-current  6,785  7,325 
Total assets $ 1,333,509 $ 1,258,434 
Liabilities, redeemable non-controlling interest and stockholders’ equity
Current liabilities:

Accounts payable $ 22,034 $ 12,565 
Accrued compensation and benefits  39,416  29,054 
Other current liabilities  15,838  13,120 
Deferred revenue  301,750  313,161 
Lease liabilities  5,600  8,682 

Total current liabilities  384,638  376,582 
Convertible senior notes, net  443,676  427,044 
Lease liabilities, non-current  62,849  57,394 
Deferred revenue, non-current  1,681  3,166 
Other liabilities, non-current  8,092  1,940 
Total liabilities  900,936  866,126 
Redeemable non-controlling interest  610  1,669 
Stockholders’ equity:

Common stock, $0.001 par value  63  60 
Treasury stock - at cost (260 shares)  (263)  (263) 
Additional paid-in capital  956,670  780,479 
Accumulated other comprehensive income  932  4,869 
Accumulated deficit  (525,439)  (394,506) 

Total stockholders’ equity  431,963  390,639 
Total liabilities, redeemable non-controlling interest, and stockholders’ equity $ 1,333,509 $ 1,258,434 
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Condensed Consolidated Statements of Cash Flows
(In thousands; unaudited)

 Nine Months Ended December 31,
 2020 2019

Cash flows from operating activities:
Net loss attributable to New Relic $ (130,933) $ (60,978) 
Net loss attributable to redeemable non-controlling interest $ (1,059) $ (1,437) 
Net loss: $ (131,992) $ (62,415) 
Adjustments to reconcile net loss to net cash provided by operating activities:

Depreciation and amortization  66,315  56,237 
Stock-based compensation expense  103,044  70,496 
Amortization of debt discount and issuance costs  16,632  15,718 
Gain on lease modification  —  (3,006) 
Other  1,812  (2,919) 
Changes in operating assets and liabilities, net of acquisition of business:

Accounts receivable, net  3,586  10,015 
Prepaid expenses and other assets  (999)  (204) 
Deferred contract acquisition costs  (33,093)  (25,786) 
Lease right-of-use assets  (1,338)  19,539 
Accounts payable  10,015  4,257 
Accrued compensation and benefits and other liabilities  18,141  1,136 
Lease liabilities  2,158  (16,812) 
Deferred revenue  (12,896)  (34,590) 

Net cash provided by operating activities  41,385  31,666 
Cash flows from investing activities:
Purchases of property and equipment  (15,799)  (49,705) 
Cash paid for acquisition, net of cash acquired  (41,536)  (4,250) 
Purchases of short-term investments  (293,844)  (337,070) 
Proceeds from sale and maturity of short-term investments  228,050  292,409 
Capitalized software development costs  (9,739)  (4,463) 
Net cash used in investing activities  (132,868)  (103,079) 
Cash flows from financing activities:
Investment from redeemable non-controlling interest  —  978 
Proceeds from employee stock purchase plan  6,494  5,933 
Proceeds from exercise of employee stock options  3,632  5,977 
Net cash provided by financing activities  10,126  12,888 
Net decrease in cash, cash equivalents and restricted cash  (81,357)  (58,525) 
Cash, cash equivalents and restricted cash at beginning of period  298,164  243,161 
Cash, cash equivalents and restricted cash at end of period $ 216,807 $ 184,636 
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Reconciliation from GAAP to Non-GAAP Results 
(In thousands, except per share data; unaudited)

 Three Months Ended December 31, Nine Months Ended December 31,
 2020 2019 2020 2019
Reconciliation of gross profit and gross margin:

GAAP gross profit $ 120,372 $ 126,626 $ 370,540 $ 364,689 
Plus: Stock-based compensation expense  1,472  1,315  4,596  3,837 
Plus: Lease exit costs and accelerated depreciation expense  —  —  —  73 
Plus: Amortization of purchased intangibles  1,277  415  3,829  1,295 
Plus: Amortization of stock-based compensation capitalized in 
software development costs  339  219  843  653 
Plus: Employer payroll tax on employee equity incentive plans  36  33  177  186 

Non-GAAP gross profit $ 123,496 $ 128,608 $ 379,985 $ 370,733 
GAAP gross margin  72 %  83 %  75 %  83 %

Non-GAAP adjustments  2 %  1 %  2 %  1 %
Non-GAAP gross margin  74 %  84 %  77 %  84 %
Reconciliation of operating expenses:
GAAP research and development $ 45,773 $ 38,387 $ 131,245 $ 106,858 

Less: Stock-based compensation expense  (10,960)  (8,611)  (30,214)  (23,073) 
Less: Lease exit costs and accelerated depreciation expense  —  —  —  (326) 
Less: Employer payroll tax on employee equity incentive plans  (154)  (120)  (713)  (641) 

Non-GAAP research and development $ 34,659 $ 29,656 $ 100,318 $ 82,818 
GAAP sales and marketing $ 92,392 $ 87,704 $ 266,906 $ 244,711 

Less: Stock-based compensation expense  (15,115)  (11,090)  (42,960)  (30,682) 
Less: Lease exit costs and accelerated depreciation expense  —  —  —  (2,240) 
Less: Employer payroll tax on employee equity incentive plans  (155)  (177)  (671)  (615) 

Non-GAAP sales and marketing $ 77,122 $ 76,437 $ 223,275 $ 211,174 
GAAP general and administrative $ 30,249 $ 24,751 $ 89,481 $ 71,129 

Less: Stock-based compensation expense  (8,922)  (4,934)  (25,274)  (12,904) 
Less: Lease exit costs and accelerated depreciation expense  —  —  —  (1,002) 
Less: Transaction costs related to acquisitions  (885)  (251)  (885)  (251) 
Less: Lawsuit litigation cost and other expense  (217)  —  (254)  (1,521) 
Less: Employer payroll tax on employee equity incentive plans  (116)  (52)  (559)  (244) 

Non-GAAP general and administrative $ 20,109 $ 19,514 $ 62,509 $ 55,207 
Reconciliation of income (loss) from operations and operating 
margin:
GAAP loss from operations $ (48,042) $ (24,216) $ (117,092) $ (58,009) 

Plus: Stock-based compensation expense  36,469  25,950  103,044  70,496 
Plus: Lease exit costs and accelerated depreciation expense  —  —  —  3,641 
Plus: Amortization of purchased intangibles  1,277  415  3,829  1,295 
Plus: Transaction costs related to acquisitions  885  251  885  251 
Plus: Amortization of stock-based compensation capitalized in 
software development costs  339  219  843  653 
Plus: Lawsuit litigation cost and other expense  217  —  254  1,521 
Plus: Employer payroll tax on employee equity incentive plans  461  382  2,120  1,686 

Non-GAAP income (loss) from operations $ (8,394) $ 3,001 $ (6,117) $ 21,534 
GAAP operating margin  (29) %  (16) %  (24) %  (13) %

Non-GAAP adjustments  24 %  18 %  23 %  18 %
Non-GAAP operating margin  (5) %  2 %  (1) %  5 %
Reconciliation of net income (loss):
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GAAP net loss attributable to New Relic $ (53,626) $ (27,195) $ (130,933) $ (60,978) 
Plus: Stock-based compensation expense  36,469  25,950  103,044  70,496 
Plus: Lease exit costs and accelerated depreciation expense  —  —  —  3,641 
Plus: Amortization of purchased intangibles  1,277  415  3,829  1,295 
Plus: Transaction costs related to acquisitions  885  251  885  251 
Plus: Amortization of stock-based compensation capitalized in 
software development costs  339  219  843  653 
Plus: Lawsuit litigation cost and other expense  217  —  254  1,521 
Plus: Employer payroll tax on employee equity incentive plans  461  382  2,120  1,686 
Plus: Amortization of debt discount and issuance costs  5,622  5,314  16,632  15,718 
Less: Gain on lease modification  —  —  —  (3,006) 

Non-GAAP net income (loss) attributable to New Relic $ (8,356) $ 5,336 $ (3,326) $ 31,277 
Non-GAAP net income (loss) attributable to New Relic per share:

Basic $ (0.14) $ 0.09 $ (0.05) $ 0.54 
Diluted $ (0.14) $ 0.09 $ (0.05) $ 0.52 

Shares used in non-GAAP per share calculations:
Basic  61,209  58,733  60,562  58,352 
Diluted  61,209  60,358  60,562  60,299 
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Reconciliation from GAAP to Non-GAAP Gross Margin and Income (Loss) from Operations
(In thousands, except per share data; unaudited)

 Three Months Ended
 Dec 31, 2020 Sep 30, 2020 Jun 30, 2020 Mar 31, 2020 Dec 31, 2019 Sep 30, 2019
Reconciliation of gross profit and gross margin:

GAAP gross profit $ 120,372 $ 120,856 $ 129,312 $ 131,584 $ 126,626 $ 120,666 
Plus: Stock-based compensation expense  1,472  1,622  1,502  1,466  1,315  1,300 
Plus: Lease exit costs and accelerated depreciation 
expense

 —  —  —  —  —  73 
Plus: Amortization of purchased intangibles  1,277  1,276  1,276  368  415  440 
Plus: Amortization of stock-based compensation 
capitalized in software development costs  339  265  239  182  219  227 
Plus: Employer payroll tax on employee equity 
incentive plans  36  50  91  99  33  49 

Non-GAAP gross profit $ 123,496 $ 124,069 $ 132,420 $ 133,699 $ 128,608 $ 122,755 
GAAP gross margin  72 %  73 %  80 %  82 %  83 %  83 %

Non-GAAP adjustments  2 %  2 %  1 %  2 %  1 %  1 %
Non-GAAP gross margin  74 %  75 %  81 %  84 %  84 %  84 %
Reconciliation of income (loss) from operations and operating margin:
GAAP loss from operations $ (48,042) $ (42,948) $ (26,102) $ (27,480) $ (24,216) $ (16,901) 

Plus: Stock-based compensation expense  36,469  35,367  31,208  29,040  25,950  23,358 
Plus: Lease exit costs and accelerated depreciation 
expense

 —  —  —  —  —  3,641 
Plus: Amortization of purchased intangibles  1,277  1,276  1,276  368  415  440 
Plus: Transaction costs related to acquisitions  885  —  —  —  251  — 
Plus: Amortization of stock-based compensation 
capitalized in software development costs  339  265  239  182  219  227 
Plus: Lawsuit litigation cost and other expense  217  37  —  10  —  — 
Plus: Employer payroll tax on employee equity 
incentive plans  461  711  948  1,356  382  386 

Non-GAAP income (loss) from operations $ (8,394) $ (5,292) $ 7,569 $ 3,476 $ 3,001 $ 11,151 
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Reconciliation of GAAP Cash Flows from Operating Activities to Free Cash Flow
(In thousands; unaudited)

 Three Months Ended December 31, Nine Months Ended December 31,
 2020 2019 2020 2019

Net cash provided by (used in) operating activities $ (6,673) $ (13,838) $ 41,385 $ 31,666 
Capital expenditures  (3,158)  (18,135)  (15,799)  (49,705) 
Capitalized software development costs  (2,896)  (1,410)  (9,739)  (4,463) 

Free cash flow (Non-GAAP) $ (12,727) $ (33,383) $ 15,847 $ (22,502) 
Net cash used in investing activities $ (59,987) $ (52,514) $ (132,868) $ (103,079) 
Net cash provided by financing activities $ 982 $ 2,923 $ 10,126 $ 12,888 


