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Do Subscriptions Make Sense for Your Business? 

"IDC is observing vendors of all types considering migration toward subscription 
if they aren't there already." ~ Amy Konary, research vice president, IDC 

You’ve probably heard a lot of talk about subscription billing lately, but the concept isn’t a new one:  

subscription billing has been around for as long as there have been newspapers and magazines. The 

idea of paying a fixed or variable amount on a regular basis for a product or service has definitely carried 

over to the digital world. Companies are abandoning the notion of simple one-time charges for their 

product as they realize that these sales are no longer enough to assure profitable growth from the digital 

channel. 

The subscription business model has gone mainstream with companies like Dropbox, Netflix, Adobe and 

Zipcar because it offers a predictable, recurring revenue stream. But is it the best option for your company 

and customers? Let’s explore. 

Subscriptions in the Software Industry 

First, let’s consider how subscriptions are affecting overall revenue growth in the software industry.  

According to a recent Forrester report, SaaS revenues are growing “two to three times faster than the 

overall software market,” and those revenues typically come in the form of a monthly or annual 

subscription. In fact, a report from 2012 states that “in 2008, 82 percent of license budgets were spent 

on traditional licenses” while a 2013 report indicates that spending on perpetual licenses and subscription 

licenses will be evenly split by 2014. What does that mean for your business? Well, if your business still 

only offers traditional licensing, you’ll see customer spending inevitably decline. 
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But are markets other than SaaS seeing significant benefits from switching to subscription? The short 

answer is yes. The subscription model has been adopted by a startling variety of enterprises in different 

fields – from lifestyle, beauty and grooming products to food delivery services – as a wide variety of 

companies rethink their commerce experience. Just take a look at the following subscription giants: 

Amazon, Netflix, Spotify and Zipcar.  

What do successful subscription businesses have in common? 

The companies mentioned all see success with subscription billing because they all update their products 

and services regularly. By continually providing updates that increase the quality of their offering, they 

increase its value to customers. "Products and services that are well suited to subscription include those 

that are updated on a frequent basis and for which the ultimate value of the product or service is not 

recognized unless these updates are applied," said Amy Konary, research vice president, IDC1. "A 

product or service that isn't frequently updated, or one for which the updates aren't meaningful to most 

customers, is not as good a candidate for subscription." Therefore, if your product or service remains 

relatively static – with few or no updates – subscriptions may not be the most appropriate billing model. 

Let’s say, though, that your product or service is a good fit for subscription billing – and you want to start 

implementing it. What do you need to know? 

Since every market, customer segment, and service is unique, there is no on-size-fits-all model for 

success. So don’t just force a rushed subscription billing implementation. Instead, you should arrive at 

the right subscription billing model for your business by studying the available options and 

understanding the pros and cons inherent to a subscription model. 

Types of Subscription Billing Models 

Subscription billing models are good for businesses because they provide consistent and predictable 

revenue. But there are different types of subscription billing models and choosing the best one for your 

business is not always obvious. Online stores should consider their options and conduct price tests to 

see which billing model brings in the most conversions or creates the greatest lifetime value. 

 Time-Based Intervals - Subscriptions based on time intervals are common, like how Netflix 

charges $7.99 per month for access to its video streaming service. The key is that the customer 

submits a consistent payment. Some companies decide to charge monthly payments, while 

others choose annual or even quarterly payments. As a business owner, or as someone in 

charge of an online store, it’s your choice. 

 

 Activity-Based Intervals - Your other option for billing customers in regular intervals is to 

measure value based on user activities. Usage-based billing is the common form of this type of 

billing model. Activity-based intervals do not provide as predictable an amount of revenue like 
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time-based subscriptions, but their advantage is that they may bring in greater amounts of 

revenue than flat time-based fees, especially from heavy users. 

Pros and Cons of Subscriptions 

Here’s a comprehensive list of the pros of implementing a subscription billing model: 

1. Recurring Stream Of Revenue 

By definition, a subscription model offers a continuous and recurring stream of revenue from each 

subscriber, without needing to lead them through a checkout process again. Data from Custora 

suggests that Customer Lifetime Value (CLV) of repeat customers in commerce businesses is 

over six times that of one-time buyers. 

2. Convenience for the Customer 

When a customer subscribes to a service, he or she gets the convenience of a regular supply of 

whatever product or service you are selling. Instead of having to remember to come back to your 

site once a month, the customer gets the products automatically. 

3. Improved Business Planning 

A subscription commerce model allows for more definitive business planning. The model enables 

you to plan the customer acquisition costs, determine the lifetime value of a customer and the 

churn rate (the rate at which users unsubscribe from the service), providing key data for improved 

planning and business expansion. 

4. More Customer Data 

Because the relationship is ongoing, you have opportunity to learn much more about your buyers’ 

behaviors. Usage data is the best lens through which to increase customer lifetime value. 

Knowing what marketing promotions to run, what cross-selling strategies to use and whom to 

target with rate plans changes are all powerful results of harnessing usage data. 

5. Increased Focus on Customer Relationships 

Of course, customer relationships are critical to any business. However, the subscription model 

forces companies to change the way they think about customers and raises the importance of the 

relationship. Unlike transactional model companies where often only the sales and marketing 

teams track customer relationships, in a subscription business model, the core business metrics 

are fundamentally about those relationships. Churn, for example, is one of the most important 
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metrics to a subscription business. Since the metrics drive the business, customer relationships 

in a subscription business are core to the whole organization, from top to bottom, and not just 

select departments. 

6. Reduced CapEx for B2B Customers 

Many businesses are cautious about making capital expenses for items such as enterprise 

software. However, subscriptions allow customers to shift software spending from capital to 

operating budgets. Reducing CapEx costs looks good on a company's balance sheet and leaves 

more cash on the books to deal with potential or unknown problems. 

Additionally, B2B customers typically have the right to adjust their subscriptions to reflect a lower 

or higher headcount or changes in application requirements. Not being locked into a fixed situation 

is something many businesses prefer. 

Now let’s address the commonly recognized cons associated with subscriptions: 

1. Possible Customer Concerns  

A common fear among digital vendors is that many customers hesitate to enter into a contract 

where they are re-billed on a pre-defined schedule. These fears are certainly valid, making it even 

more important to understand the different options you have when selling your products on a 

subscription basis.  

2. Complexities of Managing Subscriptions  

Success with subscriptions entails much more than merely switching from one-time to recurring 

billing. The management of subscriptions can be quite complex. "As companies grow their 

subscription businesses, they often find that existing ERP and billing systems are not well 

equipped to handle the real-time tracking of new success metrics, including ARPU (average 

revenue per user), churn, M/ARR (monthly and annual recurring revenue), recurring profit margin, 

and customer lifetime value," said IDC’s Konary.  

This can get even more complex with B2B subscriptions because traditional systems typically 

cannot handle the management of new processes, such as a single order that creates multiple 

invoices, an invoice that generates multiple revenue recognition processes, multiple orders on 

one invoice and the combination of all orders to create a renewal invoice. 
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3. Doesn’t Always Transfer to Global Success 

While subscriptions have certainly exploded in countries such as the U.S., this isn’t always the 

case globally where a subscription product has the potential to become a big hassle for customers 

using offline payment methods.  

For example, in Germany, wire transfer is the most important local payment method, and in Japan, 

the Konbini payment method, which requires cash on delivery, is a popular alternative. Both of 

these payment methods lean toward an up-front payment model. After all, how many U.S. 

consumers would consider going to a Western Union location every month to pay their monthly 

Netflix subscription? 

However, if you are planning to offer offline payment methods for your subscription/SaaS 

products, here are some considerations and tips to increase conversions and reduce churn. 

In their eagerness to earn more revenue and keep up with trends in global e-commerce, too many 

businesses want to dive headfirst into the subscription commerce pool. Be wise: before you take the 

plunge, consider how you're going to build a subscription service and how your customers will interact 

with it. Make sure you're building it to meet the needs and interests of your target market. Ask yourself, 

"What are the key customer benefits? What customer pain points does it solve? Will customers engage 

with the product?"  
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 Did You Know? 

This is what we do best. cleverbridge is a global full-service e-commerce provider with a proven 

track record in delivering the critical capabilities required to maximize online sales for global 

software and SaaS companies. To see how our custom solution can meet your business needs, 

contact us for a quick demo. 
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cleverbridge is a full-service e-commerce provider for companies that sell software and 

SaaS. Its flexible cloud-based platform and unrivaled service drive the performance of B2C 

and B2B businesses around the world, enabling the implementation, management and 

optimization of clients’ global online sales and marketing initiatives. Drawing from years of 

experience and expertise, cleverbridge provides a customized, multi-channel e-business 

solution in record time. More than 300 international corporations like Acronis, Avira, Dell, 

Malwarebytes and Parallels count on cleverbridge to support their traditional, SaaS and 

subscription-based e-commerce needs. For more information, visit www.cleverbridge.com 
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