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Figure 1: Percentage of Software Vendors Offering Subscrip-
tion Pricing

Software Vendor Subscription Pricing Falls 8% 

For a number of years there has 
been a push by software vendors 
toward a “subscription” pric-
ing model for software licensing 

as opposed to the historically dominant 
“perpetual” license. 

Subscriptions range from limited-term li-
censes paid on a rental basis with month-
ly or annual payments, to a utility model 
where payments are made based on actu-
al usage. There are powerful motivations 
for vendors to adopt subscription pricing 
models:

• More predictable revenue streams.
Subscriptions produce more annuity-
type income compared to perpetual li-
censes. While utility pricing might seem 
to have neither the benefits of perpetual 
licensing, i.e. large upfront payments nor 
a guaranteed revenue stream, many us-
age-based contracts still commit the buy-
er to use the software vendor’s offering 
for a period of time. Add to that the fact 
that switching costs are usually too high 
for the enterprise to switch on a whim. 

While revenue fluctuates more than with 
rental and other types of subscriptions, 
it is more predictable than perpetual-li-
cense revenue. One example would be in 
a poor economy, sales may dry up, but 
usage of business systems continues, al-
beit at a lower level.

• Higher revenue over time. With a 
limited-term license, for example, the 

enterprise will either have to renew to 
continue use, or switch to another sup-
plier. Switching incurs the risk of busi-
ness process disruption and training and 
database conversion costs, so renewal 
becomes likelier.

However, after a number of years of see-
ing increases in the number of software 
vendors offering subscription pricing 
models, 2006 saw an 8% decline from 
2005’s 40%. The 2004 level was 33%. 
In 2005, vendors predicted that software 
subscriptions would be offered by 60% 
of their industry by 2007; now, they be-
lieve the level will be at 49% by 2008. 

Why the dropoff? The Cistek Group of-
fers the following reasons, based upon 
client experience:

• Enterprises are pushing back. While 
they continue to want flexible pricing 
models from software vendors, and they 
like the lower upfront investment of sub-
scription pricing, they have come to real-
ize they are paying more, even in present 
value terms, for software that they used 
to pay for once and use indefinitely. 

• Software vendors, particularly those 
that are publicly 
held, are being 
penalized for es-
sentially defer-
ring revenue. The 
increased predict-
ability of subscrip-
tion pricing comes 
at the loss of large 
upfront payments. 
This is exacerbated 
if the vendor in-
cludes the deploy-
ment costs in the 
subscription rather 
than as a separate 
billable item. 

Some progressive 
financial analysts 
have taken the 
conversion cost of 

moving to subscription pricing into ac-
count, but stockholders tend to panic if 
they do not see revenue growth. 

• Some subscriptions are not priced 
properly, resulting in a poor return on 
the deal for the vendor. Turnkey ven-
dors have large upfront costs, which may 
not be accounted for in the pricing. Also, 
there are cases where the vendor used the 
same pricing metric — price per trans-
action — to calculate both the price of 
a perpetual license and the subscription 
price. If the vendor uses the same price 
per transaction for the subscription as 
perpetual, then they are, in effect, fi-
nancing the deal free for the buyer. 

The drive for predictable revenue will 
lead to more software vendors offering 
subscription pricing. Enterprises will 
continue to evaluate these models based 
on both long- and short-term financial 
benefits. 

In the long run, the issue isn’t perpetual 
vs. subscription, but software vendors 
complying with enterprises’ demands 
for more flexibility and more pricing 
models from which to choose.

After years of software vendors push-
ing subscription pricing models, 
2006 saw an abrupt shift back to-
ward perpetual licenses. Some see this 
stumble as a sign that subscriptions 
may not be as financially powerful as 
first thought. This article was written 
by Tom Cissell and reprinted with 
permission of The Cistek Group. 
Tom can be contacted by e-mail at 
tcissell@cistekgroup.com.


