Xero's Cloud Accounting Model

Idea In Short

Xero turned accounting software from a one-time purchase into a recurring subscription,
betting that small businesses would trust their financial data to the cloud years before most
competitors made that leap. Rod Drury and Hamish Edwards started the company in 2006 in
Wellington, New Zealand, and built it around a simple premise: replace desktop accounting
programs with an always-on service accessible from any browser. That bet paid off slowly
at first, then rapidly, as Xero grew to more than 4.4 million subscribers and NZD 2.1 billion in
annual revenue by its 2025 fiscal year. The company now competes directly with Intuit's
QuickBooks in the United States, a market it entered late and is still working to win. Its 2025
acquisition of payments platform Melio marks the clearest sign yet that Xero wants to
become more than a bookkeeping ledger.

From Wellington startup to global platform

Rod Drury, a New Zealand technology entrepreneur, and Hamish Edwards, an accountant,
founded Xero in 2006 in Wellington under the working name Accounting 2.0.1 Drury had
already sold a previous company, AfterMail, and believed the accounting software market
was overdue for disruption. Desktop programs like MYOB and early QuickBooks required
manual backups and offered no real-time collaboration between a business owner and their
accountant. Xero's founders set out to build something different: a service that lived entirely
in a browser, updated automatically and let an accountant log into the same live ledger as
their client.

Betting on the cloud before the market trusted it

Xero listed on the New Zealand Stock Exchange in 2007 with fewer than 100 customers and
no meaningful sales, raising about NZD 15 million to fund product development.2 Cloud
computing was still a hard sell to small business owners wary of storing financial records
outside their own office. Growth stayed slow through the late 2000s, then accelerated as
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broadband access improved and accountants started recommending Xero to clients
directly. The company added a secondary listing on the Australian Securities Exchange in
2012 and moved to a sole ASX listing in February 2018, delisting from its home exchange in
New Zealand as its shareholder base shifted toward Australian institutional investors.

A subscription built on three tiers

Xero's revenue model has stayed consistent since its earliest years: charge a flat monthly
subscription rather than a one-time license fee. In the United States, the company currently
prices its Early plan at $25 a month, Growing at $55 and Established at $90, with each tier
unlocking more invoicing volume, multi-currency support and project tracking rather than
charging per additional user. That last point matters competitively, since unlimited users at
every tier removes a common source of friction for growing businesses that would
otherwise face rising per-seat costs elsewhere. The predictability of subscription revenue,
collected monthly across millions of accounts, gives Xero visibility into its cash flow that a
transaction-based or license-based competitor would lack.

Growing through acquisition

Xero has expanded its product beyond core bookkeeping through a steady string of
acquisitions: Hubdoc for document capture, Planday for staff scheduling, Waddle for
invoice financing, TaxCycle for professional tax preparation, and Syft Analytics for financial
reporting. Each purchase filled a gap in the platform rather than duplicating existing
features, letting Xero sell adjacent services to the same small business customer instead of
building every capability from scratch. The pattern culminated in June 2025, when Xero
agreed to buy U.S. payments platform Melio for up to USD 3 billion, including up to USD 500
million in deferred payments tied to performance.3 The acquisition closed in October 2025
and stands as the largest outbound deal by a New Zealand company since 2011.

What FY25 actually looked like

Xero's fiscal year ended March 31, 2025, closed with operating revenue of NZD 2.1 billion,
up 23% from the prior year, and net profit after tax of NZD 227.8 million, up 30%.4 The
subscriber base grew 6% to 4.41 million, adding 254,000 net subscribers during the year,
while annualized monthly recurring revenue climbed 22% to NZD 2.39 billion. Free cash
flow rose 48% to NZD 506.7 million, giving the company room to fund the Melio deal without
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straining its balance sheet. Those numbers mark a shift from Xero's earlier years, when the
company prioritized subscriber growth over profitability and posted losses well into the
2010s.

Chasing the American market

"Adding Melio's world-class team, technology platform and innovative accounts
payable solutions to Xero enables a step change in our North America scale."

That line from chief executive Sukhinder Singh Cassidy explains why Xero paid such a large
premium for a company Melio's size. Xero has struggled for years to gain traction in the
United States, where QuickBooks Online holds a commanding market share and most
accountants already work inside Intuit's ecosystem. Singh Cassidy told CNBC the Melio
acquisition could double Xero's revenue by expanding its U.S. footprint through bill-pay
functionality that American small businesses actively want.5 Rather than compete purely on
accounting features, Xero is betting that owning the payments layer between a business and
its vendors creates a stickier product than bookkeeping alone.

Competing against QuickBooks and a crowded field

Xero has always operated in a market with an entrenched leader. Intuit's QuickBooks Online
dominates U.S. small business accounting, while FreshBooks, Sage and Zoho Books
compete for share in specific regions and business sizes. Xero pursued the U.S. payroll and
small business market as early as 2015, expanding its product lineup in an attempt to
compete directly with QuickBooks on functionality rather than price alone.6 That strategy of
matching feature for feature, then adding capabilities QuickBooks lacks, has defined Xero's
approach in every market where it trails a dominant local competitor, from the U.S. to parts

of continental Europe.

Key Partners

Xero relies on a network of accounting and bookkeeping firms who recommend the platform
to their small business clients, effectively acting as an unpaid sales channel in exchange for
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practice management tools built into the product. Banks and financial institutions feed
transaction data directly into Xero accounts, reducing manual data entry for users.
Independent software developers build and sell integrations through the Xero App Store,
extending the platform's functionality without Xero building every feature internally. The
companies Xero has acquired, including Hubdoc, Planday and now Melio, function as both
integrated products and ongoing engineering and support partners within the wider

organization.
Key Activities

Xero's core activity is building and maintaining its cloud accounting platform, which requires
continuous investment in security, uptime and feature development as the product scales
across markets with different tax and regulatory requirements. Customer and accountant
support consumes significant resources, since Xero's growth strategy depends on
accountants trusting the platform enough to recommend it. Integrating acquired companies,
most recently Melio, into a single coherent product is now a major ongoing activity rather
than a one-time event. Marketing efforts focus heavily on the accountant channel rather
than direct-to-consumer advertising, reflecting how most small businesses discover Xero
through a referral.

Key Resources

The cloud platform itself, along with the intellectual property behind its accounting engine
and bank-feed technology, is Xero's central resource. A workforce of roughly 4,600
employees, including software engineers, accountants who inform product design and
customer support staff, keeps the platform running and evolving. Xero's relationships with
thousands of accounting and bookkeeping firms function as a resource in their own right,
since that network drives a large share of new subscriber growth. Public listing on the ASX
gives Xero access to capital markets, which it used to help fund the Melio acquisition
through an institutional capital raise.

Value Propositions
Xero offers small businesses a cloud-based alternative to desktop accounting software,

with real-time bank feeds, automatic reconciliation and remote access from any device. Its
pricing does not charge per user, so a business can add unlimited staff and its accountant to
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the same account without rising costs as headcount grows. The platform integrates with a
wide catalog of third-party apps covering payroll, inventory and e-commerce, letting
businesses build a connected software stack around Xero rather than a single all-in-one
tool. For accountants and bookkeepers, Xero offers a practice management layer that lets
them manage multiple clients from one dashboard.

Customer Relationships

Most Xero customers interact with the platform on a self-service basis, learning the
software through in-app guidance, help documentation and community forums rather than
direct sales support. Accountants and bookkeepers who partner with Xero receive a
dedicated relationship through the company's partner program, including training, co-
marketing support and practice tools not available to standalone subscribers. Xero Central,
the company's online community and knowledge base, lets users troubleshoot issues and
share workflows with other small business owners and accounting professionals.

Channels

Xero's website and mobile app serve as the primary channel through which customers sign
up, manage subscriptions and use the core product. The Xero App Store functions as both a
channel and a value-added service, letting customers discover and install third-party
integrations. Accountants and bookkeepers represent Xero's most effective channel,
referring clients to the platform as part of their own service offering. Xero also runs training
programs, including Xero University-style certification courses, that build product familiarity
among the accounting professionals who influence small business software choices.

Customer Segments

Xero's core customer segment is small and medium-sized businesses that need
bookkeeping, invoicing and financial reporting without hiring dedicated finance staff.
Accountants and bookkeeping firms form a second, closely linked segment, since they both
use Xero directly for client work and refer their clients as new subscribers. Within the small
business segment, Xero serves sole traders on its entry-level plan and growing companies
with multi-currency or project-tracking needs on higher tiers. Following the Melio
acquisition, Xero is extending its segment to U.S. businesses specifically seeking integrated
bill-pay and accounts payable tools alongside accounting.

Think Insights - thinkinsights.net -5-



Cost Structure

Cloud infrastructure and ongoing platform engineering represent a major fixed cost for Xero,
scaling with subscriber count and the complexity of supporting multiple tax jurisdictions.
Research and development spending funds new features and the integration of acquired
companies into the core product. Sales and marketing costs remain comparatively lean
relative to peers, since Xero leans on its accountant referral network rather than heavy
advertising spend. Personnel costs across engineering, support and administration make up
the largest single expense category, reflecting a workforce of roughly 4,600 employees.

Revenue Streams

Subscription fees from Xero's three-tier pricing plans make up the overwhelming majority of
company revenue, billed monthly to small businesses across its core markets in Australia,
New Zealand, the United Kingdom and increasingly the United States. Add-on products such
as payroll processing in supported regions generate incremental subscription revenue
beyond the base accounting plan. Following the Melio acquisition, Xero expects payments-
related revenue, generated through transaction fees on bill payments processed through the
platform, to become a meaningful second revenue stream over time. The company does not
currently monetize through advertising or data sales, keeping its revenue model
concentrated in recurring software fees.

1Xero company history and founding
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Summary

Xero's next chapter depends on whether its Melio acquisition pays off. The roughly USD 2.5
billion deal, completed in October 2025, gives Xero a foothold in business payments, a
category it never owned outright, and chief executive Sukhinder Singh Cassidy has said the
combination could double the company's revenue by 2028. That is an ambitious target for a
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company that spent nearly two decades building a reputation as a bookkeeping tool rather
than a financial platform. Success would mean Xero finally gains real ground in the U.S.
market that QuickBooks has dominated for years. Falling short would leave Xero as a strong
regional player in Australia, New Zealand and the United Kingdom without the scale to
challenge Intuit directly. Either way, the subscription model that got Xero here, small
monthly fees multiplied across millions of small businesses, remains the engine funding

whatever comes next.
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