
Investor Letter
Second Quarter Fiscal Year 2022
November 8, 2021



22Q FY22

1	Please refer to the appendix for a reconciliation of these non-GAAP financial measures to their most directly 	
	comparable GAAP measures.

Financial results for the second quarter of fiscal 2022 came in ahead of expectations as we continue 
to refine and execute on our strategy to make observability a data-driven, daily practice for millions 
of engineers, at every stage of the software lifecycle.

Revenue was $196 million in the second fiscal quarter compared 
to revenue of $166 million in the second quarter of the prior fiscal 
year, representing growth of 18%. Revenue was above the guidance 
of between $181 million–$183 million that we provided in our 
earnings press release for the first fiscal quarter.

GAAP loss from operations in the second fiscal quarter was ($47) 
million and non-GAAP loss from operations was ($6.4) million. Non-
GAAP loss from operations was ahead of guidance of between ($13) 
million–($15) million primarily due to overachievement in our top line.

GAAP net loss attributable to New Relic per basic and diluted share 
was ($0.84), compared to ($0.79) per basic and diluted share for 
the second quarter of fiscal 2021. Non-GAAP net loss attributable 
to New Relic per diluted share was ($0.10). This was above the 
guidance of between ($0.11)–($0.15) that we provided in our 
earnings press release for the first fiscal quarter.

GAAP gross margins were 67% and non-GAAP gross margins were 
69%. Gross margins were subdued in the second fiscal quarter as 
we took advantage of better than expected revenue to accelerate 
investments in our move to the cloud. We are targeting full year 
non-GAAP gross margins in the low 70%s, a modest change from 
our previous guidance for mid to low 70%s margins. We continue 
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to invest aggressively in our move to facilitate the transition out 	
of our data centers and into the cloud and drive data ingest, pulling 
forward investments opportunistically. When our transition to the 
cloud is complete, we expect non-GAAP gross margins to be back 
in the 80% range. However, if our data ingest continues to grow 
ahead of plan, which we would view as a positive leading indicator 
of the health of our business, then a return to 80% non-GAAP gross 
margins could be pushed out beyond two years.

Deferred revenue in our fiscal second quarter was $272 million 
compared to $318 million in our fiscal first quarter. The move to 
a consumption model changes the dynamics of deferred revenue, 
so deferred revenue is less useful in understanding the momentum 
of the business. The decline in deferred revenue is primarily 
due to sales emphasis on usage, not upfront commitments. 	
This leads to less of a focus on large contracts or early renewals. 
Also, consumption in excess of commitments accelerates revenue 
recognition and the drawdown of deferred revenue.

Remaining performance obligations as of the end of the second 
fiscal quarter were $597 million compared to $602 million as of the 
end of the second quarter of the prior fiscal year, and $654 million 
as of the end of the first quarter of fiscal year 2022. The same 
dynamics that we discuss above regarding deferred revenue 	
also impact remaining performance obligations.
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This quarter marks the completion of our turnaround and the beginning of a new chapter of 
growth for New Relic. 

We are pleased to report that we beat expectations and raised full year guidance considerably 
for the second quarter in a row. The investments we’re making in product, go to market, and 
infrastructure are bearing fruit, and we continue to improve our ability to execute across the 
board. We aspire to help millions of developers and engineers build better software, faster and 
with less toil by making observability a daily part of their engineering practice and helping them 
take a data-driven approach across the entire software lifecycle. 

We are on track to achieve the five priorities we laid out last quarter and we are confident about 
our road ahead. 

As a reminder, the five priorities we laid out are below, here is a brief update on each one:

Priority #1: Return Revenue Growth to Market Growth Rates 

We are pleased with our financial results this quarter. We reaccelerated top line growth on 	
a year over year basis for the first time in years, and we guided revenue to a run rate that 	
shows continued year over year acceleration and gets us much closer to our growth goals. 
We continue to innovate and redefine observability, and we are continuously improving our 
ability to deliver value for our customers. Our sales and marketing teams are working with 	
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new and existing accounts to help them realize more value from their investment in New Relic 
One, so our customers are consuming in excess of their commitments while churning at lower 
rates. This powerful combination of great product and customer-focused sales execution is 
driving better than expected results. 

Data Growth
Total data ingest is an important validation of our consumption model and data strategy; we 
continue to believe that data growth will drive user adoption over time. Due to strong growth 
in paid data ingest, our revenue mix changed modestly away from our historical range of 
approximately 65% / 35% (Users / Data) and is now closer to 60% / 40%, a trend that could persist 
in the intermediate term as we continue to drive data growth aggressively. Our expectation 
remains that very large data sets will drive user growth, and the revenue mix over the long term 
will trend closer to the two-thirds / one-third (Users / Data) that we have previously discussed. 
While the near-term mix shift does have an impact on gross margins, we expect to get back 	
to 80% non-GAAP gross margins in the long term as we complete our transition to the cloud. 

We are now on an annual run rate of one exabyte of paid data ingest.

Feb 21 Mar 21Jan 21Dec 20Nov 20Oct 20Sep 20 Apr 21 May 21 Jun 21 Jul 21 Aug 21 Sep 21
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Net Revenue Retention2

Net Revenue Retention rate, or NRR, will increasingly be an important metric to gauge our 
progress against our revenue growth priority. The following tables present our NRR, in aggregate 
and broken out above and below the $25K annual spend threshold. Because NRR is a trailing 12 
month metric, these numbers reflect the deceleration in our business over the past year. Active 
Customer Accounts3 with greater than or equal to $25K in annual spend are the bulk of our 
revenue, and NRR for this segment essentially reflects our business as a whole, while our Active 
Customer Accounts with less than $25K in annual spend are a small percentage of our revenue, 
but tend to grow faster off a smaller base. 

Variable Consideration
The purpose of variable consideration (VC) is to ensure that revenue recognition reasonably 
approximates consumption from customers that are consuming in excess of their commitments 
and avoid any large spikes in revenue at the end of a commitment period. Because it is difficult 
to forecast consumption, especially at the beginning of a commitment, our model is set to take 
a more conservative approach towards forecasting consumption for the purpose of VC at the 
beginning of a contract. We are able to create a truer, more accurate estimate of consumption 
over the term of the commitment as we get more data points to build a consumption forecast. 
This means that revenue recognized as a function of VC tends to be conservative at the beginning 
of a commitment period, and grow over the duration of the commitment period, assuming the 
consumption in excess of commitment remains consistent or grows over time. So far, most of 
our accounts with VC have been consuming at a steady to slightly increasing rate. As we move 
forward and get a larger historical data set, we will continue to refine our models and work 
toward developing more accurate forecasts. 
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2	Please refer to the appendix for the definition of Net Revenue Retention.
3	Please refer to the appendix for the definition of Active Customer Accounts.
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Priority #2: Migrate 80% of Business to the New Relic One 
Consumption Model 
Our second priority is to migrate more than 80% of our business to a consumption model by the 
end of this fiscal year, and complete the migration of the rest of our customer base over time.

This is a high priority because we aspire to create a growth engine for this business that will be 
disciplined, systematic, repeatable and scalable, and by migrating the majority of our customers 
to our consumption model, they will automatically benefit from the innovation and full value 	
of our platform, their consumption will grow and our revenue will follow suit.

I’m pleased to report that we have successfully migrated 76% of our business as of the end 	
of the second fiscal quarter, up from 71% at the end of the prior quarter. 

We are well on our way to meeting our 80% target for the fiscal year.
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Priority #3: Grow the Number of Paying Customers 
Growing the number of paying customers is critical for our ambitious growth goals. By offering 	
a generous free tier and advanced product-led growth functionality, we allow prospects to self-
serve until they become viable and meaningful customers.

We define a PayG account as a self-service account that has entered a credit card but not 
necessarily paid us. As of the end of the second quarter, the number of PayG accounts that have 
paid us in the quarter dipped to the mid 70% range. This is due to the fact that we are investing 
more aggressively in marketing spend which has driven up the absolute number of PayG 
accounts, but conversion efficiency has declined modestly, by plan, as we seek to seed the 	
market with more free users.

Accounts that started as PayG consuming at a $25K+ annual run rate have grown from 69 customers 
last quarter to 109 customers this quarter. Importantly, six of those accounts are at a $100K+ 
annual run rate at the end of the second fiscal quarter, up from four accounts at the end of 	
the first quarter. 
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Total Active Customer Account growth for the quarter was up by approximately 200 accounts. 
As a reminder, at the beginning of this fiscal year we changed the methodology for counting 
accounts. The two most important changes are: 1. We consolidated subsidiary accounts under 
the parent company, and 2. We count any account for which we have recognized revenue in 	
the quarter as a customer. Historical account counts prior to FY22 reflect these changes.

Priority #4: Methodically Deliver Unique Value
We intend to deliver unique value by redefining observability and making it a daily, data-driven 
practice for millions of engineers, across every stage of the software lifecycle. 

Our reimagined approach to observability not only offers traditional verticalized standalone 
monitoring capabilities like New Relic APM, Infrastructure, Mobile and Browser, but our newer 
releases including New Relic Explorer, New Relic Lookout, and New Relic Errors Inbox enable 
cross application visibility by logically aggregating common elements in all of the vertical 
applications to give engineers a holistic view of their system performance. Expect us to iterate 	
on this theme as we continue to innovate and roll out new and reimagined products. We believe 
this new, data-centric, and unique approach gives New Relic a meaningful competitive advantage 
as we redefine observability.
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New Relic Errors Inbox: Last quarter we discussed the launch of New Relic Errors Inbox, a product 
designed to allow engineers to organize system errors by team, and then enable those teams 
to track, triage and resolve those errors from a single screen. We also shared with you that New 
Relic Errors Inbox was one of our most successful product launches, garnering more than 2,000 
unique users less than 45 days after launch. Approximately 100 days after launch, the product 
team integrated New Relic Errors Inbox to the flow of our APM experience so users can easily 
triage errors directly from APM without setting up a Workload. Now, approximately 150 days after 
launch, New Relic Errors Inbox has over ten times as many monthly active users as it did shortly 
after launch. 
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HIPAA Compliance: Any company with data subject to HIPAA can only use observability solutions 
for that data that are HIPAA compliant, and at the end of July, we announced the industry’s 
first HIPAA-compliant observability platform for all telemetry data types (metrics, events, logs, 
and traces.) Covered entities, including insurance companies, HMOs, government assistance 
programs, providers, and clearinghouses can now use New Relic to monitor their applications, 
infrastructure, digital experience and network systems while maintaining HIPAA compliance 
and safeguarding Protected Health Information (PHI). Our unparalleled breadth of coverage 
enables healthcare organizations to consolidate all of their observability requirements on New 
Relic rather than be forced to piece together a variety of solutions from vendors that are HIPAA 
compliant, but only for certain data types or limited use cases. 

Network Performance Monitoring: In our last investor letter we announced our partnership with 
Kentik to offer Network Monitoring in the New Relic One experience. At the end of August, we 
announced that Network Performance Monitoring was generally available as a part of New Relic 
One. Now, customers can send network data to New Relic One and DevOps teams can correlate 
and analyze application, infrastructure, and network data all in one place. DevOps teams can now 
easily “rule in” or “rule out” the network and more easily identify and triage issues when the root 
cause is related to the network so network engineers can improve their operating efficiency.

New Relic I/O: New Relic I/O is short for Instant Observability. I/O is another critical product-led 
growth initiative that offers a dramatically simplified approach to observability with a huge catalog 
of ready-made telemetry sources, dashboards and alerts that helps users get value out of their 
data in minutes. While most engineers are familiar with observability, there’s a big difference 
between awareness and expertise. Whether it’s a lack of resources, a lack of skill, or a challenge 
understanding the value, there are many barriers to realizing the value of observability. Working 
with partners like Cribl, Fastly, Lacework and Kentik, we have created the largest open ecosystem 
with more than 400 quickstarts, and we’ve opened this ecosystem to contributions from 
anyone through open source to help the community learn and grow together. This ecosystem 
is available for free for our customers and prospects, free on the web to discover and try, along 
with our generous free tier by any engineer, and also built-in to the product experience so our 

• Insurance Companies
• HMOs
• Government Assistance Programs
• Providers
• Clearinghouses



122Q FY22

existing customers can easily extend their observability coverage. We believe the New Relic 
I/O experience dramatically lowers the barrier to entry for engineers to get started with 
observability and over time this ecosystem will drive significant increase in new accounts, 	
users and data into the New Relic One platform.

Priority #5: Improve Internal Execution Efficiency 
Our fifth and final priority is to improve our internal execution efficiency and costs. We realize 
that while we’re showing strong progress this quarter, in order to reach our potential and 
achieve competitive growth rates, all areas of the business will need to move faster, with less 
friction, more alignment and greater efficiency.

To assist in this, I am spending a considerable amount of time with leaders across the 
company and in partnership with Kristy Friedrichs, our Chief Operating Officer, and Tracy 
Williams, our Chief People and Diversity Officer, to encourage a growth mindset, strengthen 
our leadership, and streamline our processes and internal systems. As we’ve focused on 
leadership, internal and external recruiting, and employee programs, we’ve been able to 
manage attrition, which has been an industry wide problem, back down to significantly lower 
rates in Q2 vs Q1 and we achieved our strongest hiring quarter in 3 years.

On the financial efficiency front, gross margin remained flat at 69% for a few reasons. First, we 
encouraged the team to accelerate our move to public cloud in EMEA and APJ so that we can 
better serve customers in those regions. Pulling forward these investments impacts margins 
over the short-term, but will lead to more opportunity, lower churn and a better customer 




