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Revenue growth rate

m  Why: To better understand your financial
performance, particularly how well the business
IS growing

m What: To measure the growth in income a
company receives

m When: When investors and managers want to
understand to what extent the business is growing

m The question this indicator helps you to answer:
how well are we growing the business?
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6  Revenue growth rate

Why does this KPI matter?

It is the basic fact of business that commercial organisations
exist to make money. And although there are a number of fac-
tors to consider, the primary driver of ‘making money’ is to grow
revenues.

Revenue (sometimes referred to as turnover or sales) is simply the
income that a company receives from its normal business activ-
ities, usually the sale of goods and/or services.

In accounting terms revenue represents the ‘top line’, to denote
how it is reported on an income statement (at the very top). The
‘bottom line’ denotes net profit (what is left from the revenues
once all expenses are deducted).

Generally, revenue might be understood as income received by
an organisation in the form of cash or cash equivalents. However,
sales revenue can be described as income received from selling
goods or services over a given period of time.

Although revenue growth is a simple measure (in that all that is
being measured is the rate of increase in the growth of revenues),
its importance should not be underestimated. Growth figures are,
of course, a primary focus of senior management teams, as they
denote how well an organisation’s strategic and operational goals
are being realised.

Moreover, growth figures are of enduring interest to the invest-
ment community. Simply put, if a company can demonstrate
solid ‘top-line growth’, analysts might view this as positive, even
if bottom-line growth is sluggish. It has long been recognised that
consistent revenue growth is considered essential for a company’s
publicly traded stock to be attractive to investors.

Analysts (and indeed senior teams and even competitors) will
look at revenue growth compared to a previous period (probably a
quarter or series of quarters). The current quarter’s sales figure will
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also usually be compared on a year-on-year basis. Such analyses
provide insights into how much a company’s sales are increasing
over time and therefore how well the organisation is performing,
especially in comparison to the competition.

How do | measure it?

How do | collect the data?

Sales revenue data are collected from an organisation’s general
ledger (the main accounting record of a business) and will be
summarised periodically under the heading Revenue or Revenues
on an income statement. Revenue account names describe the
type of revenue, such as ‘Repair service revenue’, ‘Rent revenue
earned’ or ‘Sales’.

What formula do | use?

Revenue growth is simply this quarter’s (or any other time
period’s) revenue compared to that of a previous quarter (or any
other time period).

How often do | measure it?

Revenues are calculated monthly and reported in the monthly
management accounts. Growth rates might be reported on
a quarterly basis with multi-quarter and/or year-on-year
comparisons.

Where do | find the data?

This data can be extracted from the general ledger and captured in
the income statement.
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