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Is Subscription Pricing  

Right for B2B Business? 

The growth of the subscription economy has become 
incredibly evident in B2C markets. However, the move 
to subscription based pricing models is also beginning 
to grow rapidly in B2B industries. When done right, 
subscription pricing drives recurring monthly revenue 
and increases customer intimacy. In this article, the au-
thor explores factors to consider before moving to a 
subscription model and best practices for implement-
ing this change successfully. Author Paul Hunt is the 
president of Pricing Solutions and a frequent PPS pre-
senter, instructor, and contributor. He can be reached 
at phunt@pricingsolutions.com.
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S
ubscription pricing – it’s 
trending across industries, 
slowly taking over legacy 
pricing models of the past 50 

years. Before we explore that mindset, 
let’s look at what’s driving the trend.

Why Subscription Pricing  
Models are Popular?

Today, many customers, even in the 
B2B sector, are seeing the advantages 
of low upfront costs. As PC World ex-
plains, “consumers are today less will-
ing to pay large amounts for products 
or services upfront. Instead, we now 
prefer to use a car or bike for a day, 
rather than commit to the full cost of 
owning one forever…all for low month-
ly fees.” Referred to as the subscrip-
tion economy, it’s a booming way to 
do business.

The fundamental driving force be-
hind the subscription economy is the 
preference to try before committing 
with use-as-you-need services. One 
of the reasons that new cars pur-

chased by millennials fell almost 50 
percent between 2007 and 2011, ac-
cording to Business Insider, is the rise 
of ride-sharing businesses like Uber 
and Lyft. Millennials aged 18 – 25 are 
more likely to have participated in rent-
ing rather than buying a car.

While ridesharing has shaken the 
auto industry revenue model, success-
ful subscription pricing models are not 
industry specific or limited to B2C. Al-
though it may be more widely 
known in the B2C market, subscrip-
tion pricing is being adopted by B2B 
as well. In fact, all goods sold off the 
shelf that become customers’ acqui-
sition are potential targets for disrup-
tion by subscription pricing models.

The question is whether it’s a right 
pricing model for a specific business 
and that really comes down to two 
factors:

1. The company’s mindset
2. The customer’s behavior
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Company Mindset – Short  
or Long-Term Gain?

With the most common purchase/pric-
ing models, customers pay an upfront fee 
and then pay extra for maintenance, sup-
port, and upgrades as needed. But, with 
subscription pricing, customers get ac-
cess to the product/service plus these fea-
tures for one single, annual expense which 
is less than the perpetual licensing fee (i.e. 
outright purchase). In SaaS (Software-As-
A-Service) pricing, a type of subscription 
pricing specific to the software industry, 
an annual fee is usually 40 – 60 percent 
less. That also means that software com-
panies that are switching from a perpetual 
license model to a SaaS pricing model are 
expected to make less up front.

Let’s do the math. Say that a SaaS so-
lution has a single annual fee that’s 40 
percent of the perpetual licensing cost 
(which is $100). With this SaaS pricing 
model, customers will pay $40 per year 
forever and get everything offered – ac-
cess to software or hardware, plus sup-
port, new functionality, maintenance, ser-
vicing, and upgrades.

With perpetual pricing, the software 
business charges $100 in the first year, 
which means with SaaS they’ll give up $60 
in revenue that first year (plus the $20 per 
year for maintenance and support) and it 
will take 5 years to break even* and make 
the $200 ($100 purchase plus 5x$20/
year). However, every year after that – for 
the sixth year, seventh year, eighth year, 
and so on they’ll make more from each 
client – (in this case $20 more each year 
based on a $40 subscription vs the $20 
maintenance payment under the purchase 
model).

Tip: *The breakeven point is the point 
when a subscription pricing model begins 
to bring in more money than the perpetual 
pricing model.

Subscription revenue has the add-
ed advantage of remaining stable and 
predictable without having to sell new 
units, which means financials won’t be er-
ratic from year to year based solely on new 
unit sales and how well the organization’s 
sales team does. This “sell once” financial 
stability is a huge draw for many.

The benefits go beyond stable cash 
flow, though. From an accounting perspec-
tive, a subscription pricing model has huge 
value, especially regarding revenue rec-
ognition. Since revenues are recognized 
when realized and earned, not necessarily 

when received, it’s critical to look at how a 
move to subscription pricing could poten-
tially change the valuation of a company. 
The move can also change how and when 
the company reports revenue; consider the 
impact to revenue recognition with a sub-
scription pricing model compared to a per-
petual model and you can see the potential 
for change to accounting practices within 
the company. Some B2B companies find 
that a move to subscription pricing has 
positive benefits in these areas, while for 
others the move may be too complex for 
the company’s existing structure.

The institutional knowledge and reve-
nue mix of current pricing models versus 
challenging that mode with subscription 
pricing often come down to a business 
decision about risk tolerance. Is a com-
pany willing to absorb the negative reve-
nue and cash impact in the short term for 
the long-term benefit? Some companies 
are comfortable doing this, others are not.

Other Benefits of Subscription Pricing
For most businesses, subscription pric-

ing is one of the best ways to build a re-
curring revenue stream, but there are also 
other benefits.

Subscription pricing is often associat-
ed with lower operating expenses. If a 
company has cash on hand (or a strong 
cash flow) then it will be in a better posi-
tion to weather the first few years where 
it’s making less. Once the business hits 
its break-even point, it will be in a much 
stronger position.

There’s a potential for greater profits 

over time with subscription pricing, too. 
In a legacy model, a B2B company might 
sell one million dollars’ worth of licenses 
in year one, but with a subscription sys-
tem, although it will make less than one 
million dollars in year one, the company 
will get paid again year after year for each 
subscription.

For the IT industry, SaaS companies 
can often add functionality and upgrades 
without going through the long and painful 
process of implementation, which makes 
meeting client needs easier, faster and 
more performance-centered.

Another reason for businesses to move 
to subscription pricing is the breadth of 
customer usage and behavior data avail-
able for capture. Knowing your customer 
better also means knowing their mindset 
about your products and subscriptions.

Is Subscription Pricing the Right B2B 
Model? Some Considerations
1. Migrating Customers

New companies usually don’t need to 
worry about migrating existing customers 
from a perpetual pricing model to a sub-
scription structure, which makes subscrip-
tion pricing a simpler option for new com-
panies to implement.

But what if a B2B business already of-
fers perpetual pricing? Many companies 
successfully migrate a segmented custom-
er base from a perpetual pricing model to 
subscription pricing, while simultaneous-
ly making the subscription model the only 
choice for new customers. This approach 
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Figure 1: Example - Adobe market share  
after moving to a subscription model. 

 

Example: Adobe market share after moving to a subscription model. Source: MarketWatch 

The institutional knowledge and revenue mix of current pricing models versus challenging that mode 
with subscription pricing often come down to a business decision about risk tolerance. Is a company 
willing to absorb the negative revenue and cash impact in the short term for the long-term benefit? 
Some companies are comfortable doing this, others are not. 

Other Benefits of Subscription Pricing 

For most businesses, subscription pricing is one of the best ways to build a recurring revenue stream, 
but there are also other benefits. 

Subscription pricing is often associated with lower operating expenses. If a company has cash on hand 
(or a strong cash flow) then it will be in a better position to weather the first few years where it’s making 
less. Once the business hits its break-even point, it will be in a much stronger position. 

There’s a potential for greater profits over time with subscription pricing, too. In a legacy model, a B2B 
company might sell one million dollars’ worth of licenses in year one, but with a subscription system, 
although it will make less than one million dollars in year one, the company will get paid again year after 
year for each subscription. 

For the IT industry, SaaS companies can often add functionality and upgrades without going through the 
long and painful process of implementation, which makes meeting client needs easier, faster and more 
performance-centered. 
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Figure 2

has been quite successful.
2. Customer Relationships and Churn

Most businesses are unfamiliar with the 
dynamic of churn that comes with sub-
scriptions, but it’s critical to factor churn 
when considering a subscription pricing 
model. Companies sometimes get hung-
up over the concern that customers will 
withdraw from their subscription before 
they hit the break-even point. It’s important 
to remember that churn is a function of 
the value that’s delivered through the 
product or service. Subscriptions, as with 
any product or service, must provide val-
ue to the customer. They should always be 
viewed as relationships, and when this re-
lationship provides value for the customer, 
the impact is significant.
3. Customer’s Mindset

How a customer values and uses a 
product or service is an important con-
sideration when determining whether sub-
scription pricing is the right pricing model 
for a business and is critical when setting 
the price and the subscription structure.

Is security important to them? Do cus-
tomers want automatic updates? Do they 
want optional upgrades? Instant access to 
new features? To create the right value 
proposition for these types of questions 
companies need to segment custom-
ers. For example, a B2B’s small business 
clientele will have different needs than 
larger companies.

Building the Offer Structure
Aligning the price metric with value 

is crucial. To determine value, consider 
what’s important to your customers – that 
might be:

• Pay per use
• Performance
• Simplicity
• Accessing content
• Getting personalized services that 

are customized to their needs
• The ability to change their subscrip-

tion as their needs change
• Having behind-the-scenes access 

to new features
Keep in mind that people who prefer 

subscription pricing don’t want to pay for 
things they don’t need, so value really 
comes down to meeting the needs of 
customers. If only 20 percent of a com-
pany’s services are used by most custom-
ers (think of Microsoft’s large suite of soft-
ware programs), then most won’t want to 
pay for a subscription that provides access 
to everything.

Instead, create a subscription structure 
where customers can choose the servic-
es they’d like to use or can choose from 
a selection of pre-packaged options that 
offer different levels of services for differ-
ent prices. We call these trade-off deci-
sion criteria “Gives and Gets.” Cell phone 
plans are a familiar example – they allow 
consumers to choose the package that 
has the amount of data, long-distance, and 
other features that best meet their usage 
at different subscription rates.

To design subscription packages that 
offer the right services at the right prices 

to similar customer segments, companies 
really need to understand what’s valuable 
to customers as well as their behavior (how 
they use the product or service) and then 
align price metrics accordingly.

Market research with interviews or 
quantitative studies of customer groups 
along with analysis of historical usage and 
billing data identifies the needs of each 
customer segment and key inputs to de-
sign subscription structures that will meet 
those needs.

Crunch the Numbers
Ultimately, the only way to determine 

whether subscription pricing is a good 
pricing model for a B2B company is to cal-
culate the break-even and consider wheth-
er cash on hand will get the business to 
that break-even moment and produce a 
more optimal price realization.

To do this, B2B companies must con-
sider the up-front costs and what they will 
charge per year. How many years will it 
take to get to the break-even point (when 
up-front costs are covered, and the com-
pany is making a return on investment)? At 
what trigger point, if any, should the move 
be made to subscription only?

The break-even point is a numerical 
calculation, but there is a strategic de-
cision involved as well. A balance be-
tween what’s good for the business and 
what’s good for the customer; this is es-
pecially true if migrating customers from a 
purchase/pricing model to a subscription 
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Another reason for businesses to move to subscription pricing is the breadth of customer usage and 
behavior data available for capture. Knowing your customer better also means knowing their mindset 
about your products and subscriptions. 

Is Subscription Pricing the Right B2B Model? Some Considerations 

1. Migrating Customers 

New companies usually don’t need to worry about migrating existing customers from a perpetual pricing 
model to a subscription structure, which makes subscription pricing a simpler option for new companies 
to implement. 

But what if a B2B business already offers perpetual pricing? Many companies successfully migrate a 
segmented customer base from a perpetual pricing model to subscription pricing, while simultaneously 
making the subscription model the only choice for new customers. This approach has been quite 
successful. 

2. Customer Relationships and Churn 

Most businesses are unfamiliar with the dynamic of churn that comes with subscriptions, but it’s critical 
to factor churn when considering a subscription pricing model. Companies sometimes get hung-up over 
the concern that customers will withdraw from their subscription before they hit the break-even point. 
It’s important to remember that churn is a function of the value that’s delivered through the product 
or service. Subscriptions, as with any product or service, must provide value to the customer. They 
should always be viewed as relationships, and when this relationship provides value for the customer, 
the impact is significant. 

 

Source: Recurly 

3. Customer’s Mindset 
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pricing model (there must be an incentive 
for them to move over). In addition to de-
termining the pricing of goods or servic-
es, there is a need to carefully determine 
the subscription structure (new segmenta-
tion strategy, customer lifetime value, data 
capture, usage metrics, is there a commit-
ment for the subscription, are there early 
cancellation fees, etc.).

While break-even 
is a key consideration, 
sometimes it’s not the 
driving force behind a 
move. Sometimes the 
competition forces the 
transition to subscrip-
tion pricing. If custom-
ers truly prefer the flexibility and benefits 
offered by subscription models and you’re 
not able to offer them these perks, then 
your competition will fill that need instead.

Only when you’ve considered all these 
factors are you are ready to conduct fi-

nancial modeling to see the impact on 
the business that’s created by this pric-
ing change.

Planning and Strategy Key to  
Successful Subscription Pricing

For most companies, a big revenue 
dip will cause CFOs who want the bene-

fits of subscription pricing to take pause. 
To move forward with subscription pric-
ing, a business needs a way to manage 
the change. To do this it’ll need to first as-
sign a price to each subscription structure 
and model the pricing to see the effect of 

the change on the business performance.
B2B companies also need to under-

stand and be ready to capture, analyze 
and adjust for new buying behavior and 
purchasing environment.

Ultimately the goal with subscription 
pricing is to monetize long-term rela-
tionships with clients, rather than focus 

on shipping products; 
keeping customers 
on services is criti-
cal. When done right, 
subscription pric-
ing drives recurring 
monthly revenue and 
increases customer 
intimacy. The path to 

successfully adopting a subscription pric-
ing mindset is simple. Follow these guide-
lines to make a thoughtful and strategic de-
cision and you’ll ensure a smooth, positive 
transition for your customers, employees, 
and stakeholders. v
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Pricing Transformation: 

Decision Making Required, 

Software Optional

Pricing transformations are a big topic in the business 

world, but many companies do not understand how to 

bring such a transformation into fruition. In this article, 

the author explores the key cultural and organization-

al changes required to implement meaningful pricing 

change. Tim J. Smith, PhD is the founder and CEO of 

Wiglaf Pricing, adjunct professor at DePaul Universi-

ty, and Academic Advisor for the Certified Pricing Pro-

fessional designation. His most recent book is Pricing 

Done Right:  The Pricing Framework Proven Success-

ful by the World’s Most Profitable Companies (Bloom-

berg Financial, 2016). He can be reached at tsmith@

wiglafpricing.com.
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P
ricing transformations are a 

hot topic. People have been 

preaching to CEOs, CFOs, 

CMOs, and CCOs for years 

that a 1% improvement in price can 

lead to 8 to 13% improvement in prof-

its. Even better, experience has shown 

that 1% improvement is a low-estimate 

of the expected outcome of a pricing 

transformation. Pricing transforma-

tion efforts routinely deliver two ad-

ditional margin points, and have been 

observed to deliver an additional 9% 

to margins. But where is the origin of 

these improvements, and how do com-

panies get this improvement?

Pricing Transformation is a Trans-

formation in Decision Making

At its core, pricing transformations 

is about transforming how organiza-

tions make decisions regarding pric-

ing. It is a transformation of the pro-

cesses used in pricing, the people 

engaged in pricing decisions, the in-

formation applied to pricing decisions, 

and the goals of those pricing deci-

sions. It is an organizational structur-

al change to align with the corporate 

strategy and goals.

A wide variety of coordinated profit-

focused decisions are required to drive 

a strong pricing transformation. These 

profit-oriented decisions will coordi-

nate list prices, target prices, commer-

cial policy, tactical price management, 

and sales-incentives towards more ac-

curate pricing.
It isn’t a single decision nor single 

process that delivers the improve-

ment, but rather the coordinated ef-

fort across many decision points, pro-

cesses, and routines to ensure pricing 
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Ultimately the goal with subscription pricing is to monetize 
long-term relationships with clients, rather than focus on 
shipping products; keeping customers on services is critical.
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