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Introduction
The world of commerce is rapidly changing, and new disruptive business models 
continue to emerge that generate recurring revenue. Business innovators 
understand there is an increasing demand for pay-as-you-go and consumption-
driven goods and services. The digital economy has changed the rules of commerce 
and consumers have come to expect delivery of exactly what they want when they 
want it, and they are willing to pay ongoing fees for convenient access to  desirable 
goods and services.

Emerging technology is a key factor in driving digital commerce innovation. 
According to Gartner, technology providers offering subscription-based “as-a-
service” solutions, such as SaaS, IaaS, and PasS, Xaas, are expected to generate 
$400 billions in incremental growth by 2025. Those businesses that can capitalize 
on subscription billing will take the lead in both revenue and business growth – 
especially if they can monetize for consumption in addition to simple subscriptions.  
However, to capitalize on consumption-based revenue they will need a revenue 
management and billing platform that can adapt to changing revenue models and 
be able to seamlessly turn consumption into revenue in a scalable and agile way.  A 
key to this agility is a mediation engine.

Having a reliable mediation engine to convert consumable units into chargable 
event is pivotal to the success of any as-a-service or consumption business model. 
This eBook will help define mediation and review the elements and the role 
mediation plays in dynamic billing.

Converting Consumption to Dollars 
The concept of consumption-based fees certainly isn’t new. The idea of paying only 
for what you consume is as old as commerce. What is new is the technology that 
enables automated consumption-based billing and service models to support these 
business revenue models at scale. 

Most service providers use telecommunications billing as the template for 
their revenue models. Billing for telephone services by the minute or energy 
consumption by the watt is a proven business model that consumers understand, 
so applying the same consumption billing approach to other services is a logical 
strategy.



There are various names applied to consumption-based billing, such as usage billing, pay-
as-you-go, tiered pricing, subscription billing, order-to-cash, quote-to-cash, etc. No matter 
what you call it, the approach to revenue is the same – turning units of something into fees 
charged. For consumption billing to work, you need a reliable means of tracking units used 
and converting those into an invoice for services. 

This is where mediation comes in.  

When we talk about mediation in the context of billing, we are talking about normalizing 
billing data and convertinwg units consumed into fees to be charged. Mediation 
normalizes consumption data and feeds it to a rating engine to turn usage into revenue.

New Opportunities for Pay-as-You-Go
Consider the digital transformation of the ride-sharing industry thanks to wireless 
technology and consumption-based billing. The ride-sharing phenomenon is the product 
of smartphones and location-based internet technology. Uber, Lyft, and related services use 
GPS technology to match riders with drivers, then handle billing by turning distance into 
service fees and handling the payment automatically, transferring funds from the rider’s 
credit card or bank account. This model is enabled by mediation and rating – 
miles * (rate * demand factor) = your cost to go from x to y.

The automobile industry is being transformed by the
as-a-service phenomenon as well. 

Using IoT technology car rental companies and even auto dealers can track automobile 
usage to charge by the mile. Even auto insurance providers are adopting a pay-per-mile 
model for insurance premiums, offering less expensive coverage that is better received by 
customers who would rather pay for their insurance based on how much they drive (and 
even how closely they follow the speed limit) rather than on where they live or actuarial 
tables.

Broadband technology is a key to enabling these
new as-a-service business models. 

5G cellular technology, for example, is enabling more reliable wireless data connections 
enabling transmission of more IoT data. Now we have 24/7 connectivity capable of 
tracking any type of equipment or hardware with an IP address. Virtually any device can be 
equipped with a network chip to monitor usage from anywhere. 



Technology monitoring services also have 
become more ubiquitous and offer more 
precise billing. For example, Amazon Web 
Services (AWS) bills for data usage down to 
the second, providing more granular usage-
based billing which is more attractive and 
cost-effective for customers who need AWS 
to support their own subscription services.

As with any business model you have to 
consider growth opportunities, including 
ways to support the sustainability and 
extensibility of the revenue model. As 
part of that strategy, you need to consider 
new channels of delivery such as resellers 
or sales partners as well as new delivery 
mechanisms. New business models not 
only enable new revenue possibilities but 
also require new capabilities, including 
calculating payments or settlements to 
partners. Streaming content, for example, 
requires a consumer retail outlet such as a 
cable provider or internet service provider 
as well as a data storage service such as 
AWS or Microsoft Azure. In addition to 
normalizing usage data to accurately bill 
customers for services, the same data needs 
to be used to calculate payments to service 
providers and partners.



The Upside of Consumption Billing
Perhaps the principal reason for the boom in usage-based pricing is the potential for 
greater revenue. Subscription pricing and consumption billing are readily scalable and can 
shorten time-to-returns. They also are easier to adopt. Setting pay-as-you-go pricing for 
goods and services is more palatable to consumers and makes pricing optimization easier.

Using a consumption-based pricing model makes it easier to test different value-based 
packages and bundles, making it easier to identify true market value. It also opens up the 
potential for new product packages and segments. For example, subscription pricing, 
prepaid bundles, and tiered pricing can increase revenue and improve cash flow at the 
same time it increases value for the customer and reduces churn.

Consumption billing also leads to to perceived value, making your offering more attractive 
to consumers. Consumers have more confidence in pay-as-you-go pricing since they 
are only paying for what they use, which also promotes greater resiliency and customer 
retention in a changing marketplace.

Applying a usage-based billing model offers the added benefit of providing real-time 
insights into your business. Changes in packaging, pricing, and service tend to be 
immediately reflected in billing and subscription renewals. It’s also easier to measure the 
immediate effects of changes in pricing and packaging on sales and make adjustments 
quickly to compensate.



Unlimited Options for Consumption Pricing
One of the benefits of adopting consumption pricing with a robust mediation capability 
is the variety of pricing options available. Access to more pricing options enables more 
business models. Here are some of the most common consumption and pricing models: 

• Tiered pricing – Structured
as bulk consumption
discounts, tiered pricing offers

levels of service based on consumption, 
such as basic, standard, and premium or 
silver, gold, and platinum. At the lowest tier, 
you typically pay more per unit, and per-
unit costs decrease as you move to higher 
tiers and purchase more units in bulk. 

• Allowances – Similar
to a classic retainer fee, with
an allowance model a customer

pays a preset fee for services and the fee is 
the same, whether the customer uses the 
full allowance or not. Allowances can be 
prorated for customers who sign up in the 
middle of the billing period, and they can 
be structured to include overage charges.

• Multidimensional pricing
– There are times when you need
to apply a more complex pricing

formula based on different variables. Taxi 
charges, for example, include one rate 
for the first few miles, a different rate for 
additional miles, plus surcharges, baggage 
fees, taxes, etc. Similarly, if you are selling 
goods that come in different materials, 
sizes, colors, and other options, you need 
to create a multidimensional pricing model 
that accommodates all the variations.

• Tapers – Similar to tiers,
with tapered pricing the price-

        per-unit decreases as you buy 
more units. For example, you may purchase 
the first group of 20 units for $10 each, but 
the next 20 units cost $7 each, and the next 
20 units are $5 each. So, if you buy 60 units, 
the cost would be $440 – the first 20 units 
for $200, the next 20 for $140, and the third 
20 units for $100.



Unlimited Options for Consumption Pricing

• Shared pricing – With
shared pricing, you have usage
allocation pools that charge

each user based on consumption. 
Cellular phone companies, for example, 
often offer shared pricing in the form of 
a family plan where everyone consumes 
call minutes and bytes of cellular data 
until the shared pool is used up, at which 
point overage fees are applied.

• Stored-value pricing – With
stored-value pricing customers
pay for goods and services in
advance, such as preloading a bus

pass or a Starbucks card. They draw down 
from the prepaid account until it needs to 
be replenished, often using an automated 
credit card or bank transaction when the 
account drops below a specified threshold. 

• Time-based pricing – This
doesn’t mean charging by the
minute or hour but determining
what rates should apply based on

time of day or year. For example, electricity 
consumption is more expensive during 
the day and rates typically decline at night. 
Hotels, airlines, and car rental agencies also 
vary their pricing based on popular travel 
times such as summer and holidays.



All of these pricing models require mediation, i.e., converting units into fees. Whether you 
are prepaying, paying after the fact, or using some other complex billing model, the units 
consumed, whether it’s minutes, miles, or bytes, kilowatts, or some other metric, need to be 
converted to rates to be charged to the customer. Managing this on-the-fly transformation 
requires a billing technology platform that offers the versatility and agility to adapt to 
different revenue models with speed and at scale.

Mitigating Risk with Billing Technology
Consumption-based revenue requires more complex invoicing models that accurately 
match the number of units used to revenue billed, including the transparency to give 
customers the faith that they are being billed accurately for goods and services. When the 
technology behind mediation and invoicing is faulty and billing is inaccurate, it erodes 
consumer confidence and leads to revenue leakage.

Recurring revenue models are more prone to revenue
leakage since billing is more complex. 

For example, incorrectly tracking service usage and improper billing can lead to 
underbilling and overbilling for services, incorrect billing rates, late billing which impacts 
cash flow, and other issues. Inconsistent and incorrect billing also has a negative impact on 
customer experience which can promote churn.

Billing accuracy and agility are needed to support business growth as well. 

Introducing new products and testing new pricing models requires revenue tools that are 
adaptable and provide accurate reporting data for analytics. Billing models become easy to 
interpret, both for the customer and for internal analysts, when the billing engine provides 
valuable data about consumer acceptance of the new pricing models.

Having a reliable billing platform also is essential to managing cash flow. Being able to 
generate accurate invoices quickly and efficiently, without having to rely on additional 
steps to reconcile consumption and fees, makes it easier to generate invoices on time each 
month, which in turn results in more predictable income from payments.     

With an accurate billing platform in place, you can even anticipate the needs of the 
customer. For example, by using analytics to identify consumption patterns you can 
determine peak periods of consumption for special promotions and automated, real-time 
offers.



The Need for a Reliable Mediation Engine
At the heart of any good billing platform is a reliable mediation engine. The mediation 
engine is responsible for tracking consumption and converting units such as minutes or 
bytes used into revenue. It also makes it possible to test new revenue and billing models 
and identify new ways to differentiate products and services rapidly.

The mediation engine is essential to implementing a rules-based workflow management 
system to automate the normalization of billing data. Using automation to convert 
consumption data into invoices reduces billing errors and makes it easier to customize 
services for individual customers.

Applying automated billing mediation also makes it easier to ingest and normalize high 
volumes of data with greater accuracy, which means you have built-in scalability. With real-
time mediation, you and the customer both have an ongoing idea of consumption and 
revenue. Rather than waiting for the end of a billing period to reconcile usage, you have 
up-to-the-minute information, making it easier to provide advance notice about reaching 
usage thresholds and generate more accurate revenue projections.

Expect to see subscription and consumption-based billing continue to drive recurring 
revenue models. As more sophisticated rating and mediation engines are deployed they 
will open additional possibilities for new business models build on recurring revenue. The 
more sophisticated your billing platform, the more revenue options you have available.

Gotransverse has one of the most robust billing and mediation platforms available and 
can power any subscription or pay-as-you-go at any scale. As your revenue strategy and 
business objectives continue to evolve, you can rely on Gotransverse to help you uncover 
additional revenue sources and help your business grow with a scalable and accurate 
billing solution. Once you have Gotranvserse running the billing possibilities are endless.

About Gotransverse

Gotransverse provides cloud-based software that enables companies in any industry to 
operate as a subscription business model, including the often challenging aspects of usage-
based pricing and monetization at massive scale. Founded by globally recognized billing 
experts, the company offers an intelligent billing and subscription management platform 
that automates the subscription order-to-cash process, including billing, rating, collections, 
mediation, analytics, and revenue recognition. 

Gotransverse was founded in 2008 and is headquartered in Austin, TX. For more information, 
visit www.gotransverse.com.
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Ready to get started?
Get a customized demo with a billing expert.
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