
1

+$37.99

+$7.36
+$87.22

+$347.36

Hidden Costs of Maintaining  
a Legacy Billing System



Smart businesses are just now beginning to recognize what the software industry has 
known for some time: subscription pricing means recurring revenue. Much to the delight 
of consumers, board members, and investors, there has been an increase in businesses 
adopting subscription billing business models in recent years.

Using subscription or usage-based billing yields greater revenue over time and makes 
profit forecasting more reliable. It’s been shown that whether the offering is B2B or B2C, 
customers love subscription services just the same. Getting more for your money at a 
lower cost-of-entry is a perfect selling point for any cash-strapped SMB or start-up that 
needs to invest in new services to get started. Customers also appreciate the improved 
level of service that typically goes with usage-based pricing.

While a growing number of senior executives develop new products and services that 
take advantage of recurring revenue, IT departments and financial management are 
seeking out solutions to support new pricing models. It’s easy enough to come up with a 
subscription or pay-per-service pricing strategy, but most ERP and back-office financials 
lack the flexibility or scalability to quickly adapt to subscription pricing. 

The success of any subscription revenue model hinges on successful billing 
implementation, and that is where most recurring revenue models can get costly. This 
could explain why the trend is shifting towards cloud-based billing ecosystems that are 
flexible and scalable enough to support new revenue schemes.

Overcoming the Hidden  
Costs of Subscription Billing
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“The success of any  
subscription revenue model 
hinges on successful billing  

implementaion and that is where 
most recurring revenue models 

can get costly.”Month
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The Boom in Subscription Billing
Observing market trends, subscription billing’s staying 
power becomes more clear.

According to International Data Corporation, 70% of enterprise software will be “cloud 
native” by 2021, and by 2022, 53% of all software revenue will be subscription based.1 
Gartner predicts that by the end of 2020, all new software companies and 80% of 
existing vendors will offer subscription-based pricing. 2

And the software industry isn’t the only group embracing subscription billing.  By 2022, 
the market for car subscriptions is expected to grow by 71%.3 According to Deloitte, 43% 
of U.S. consumers have both pay television and paid streaming media services, and 52% 
of Generation X households have both pay cable and streaming subscription services.4

A survey of senior financial executives conducted by CFO Research found that 53% of 
respondents said 40% of their companies’ revenues were the result of a subscription or 
usage-based model. The survey also revealed that 23% of C-level executives and boards 
plan to include recurring revenue in their future strategy, and 17% are planning to launch 
a business based on a recurring revenue model in the near future. 71% of the executives 
surveyed said that more efficient pricing and approvals would mean a substantial 
increase in profits.5

“By 2022 53% of all 
software revenue will be 

subscription based.” 53+47+Qv53%

https://www.digitalistmag.com/cio-knowledge/2019/02/25/why-platforms-are-critical-when-building-for-intelligent-enterprise-06196545
https://www.gartner.com/smarterwithgartner/moving-to-a-software-subscription-model/
https://www.pymnts.com/subscriptions/2018/car-subscription-market-software-meal-kits-payment-methods/
https://www2.deloitte.com/us/en/insights/industry/technology/digital-media-trends-consumption-habits-survey.html
https://www.cfo.com/cash-flow/2019/02/recurring-revenue-rising/
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Another trend uncovered by the CFO Research survey is that the adoption of recurring 
revenue is a company-wide concern. Implementation seems to be a widespread 
challenge, with 65% of respondents claiming operational issues were an impediment 
to deploying new subscription business models. At the same time, 57% of financial 
executives predict that introducing a quote-to-cash model would add 10% to the bottom 
line by reducing the costs for both finance and sales by at least 5% while increasing 
enterprise revenue by at least another 5%. 

Clearly there is substantial incentive to adopt a subscription billing model, and 
companies are scrambling to find the best approach to adapt existing billing and 
revenue systems to accommodate more agile and scalable subscription pricing models.

Accurate Invoices Power  
Subscription Billing
For any recurring revenue business model to succeed, reliable 
invoice management is crucial. Billing customers correctly, 
invoicing on time, and accurately recognizing revenue 
requires tight controls over integrated financial and 
business systems.

48% of companies that rely on recurring revenue as part 
of their business model list accounting and reporting as 
their primary concerns, especially for dynamic customer 
relationships. Revenue must be in compliance with ASC 
606 and IFRS 15 standards, which stipulate that subscription 
revenue must be recognized when it’s realized and earned, 
not when it’s received. Billing systems need to be flexible 
and sufficiently comprehensive to support regulatory 
compliance, especially with subscription sales falling 
under new accounting rules.

In addition, when adopting subscription pricing, 
your IT infrastructure requires an upgrade. For 
example, bundled discounts are an ideal strategy 
for usage-based pricing, but bundles are difficult 
to manage for most back-office systems. Too 
often the billing system requires you to create a 
new SKU for every pricing variable, and bundled 
pricing could result in a growing number of SKUs 
that need to be tracked.

Subscription pricing and bundling 
can be too difficult to manage for 
most back office systems, that’s 
where Gotransverse can help.
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Adapting conventional pricing technology designed for single unit sales can lead to 
incorrect invoicing and cancellations, which ultimately results in frustrated customers. 
Generating additional invoices and paperwork for each transaction and subscription 
change can make tracking billing and revenue hopelessly complicated. For the sake of 
accurate reporting and sales forecasting as well, precise revenue and subscription data 
tracking is essential.

When converting to a recurring revenue model, the limitations of most legacy 
pricing platforms become apparent. Here are some of the most common challenges 
encountered when migrating to a subscription billing model:

• Managing billing volume – Subscriptions can help build a larger customer base, 
but they also require the tracking of much more activity. In addition to issues 
such as product bundles, you have to track trials, activations, upgrades, usage 
activity, contracts and other options, monitoring each engagement for billing 
and revenue recognition.

• Automated billing – To handle the increased volume, you must be able to 
automate invoice generation, including new customers, renewals, and cancellations. 

• Usage and consumption tracking – While customers love pay-as-you-go 
billing, consumption-based offerings present more room for error. Traditionally, 
accommodating usage-based pricing requires manual calculations across multiple 
billing systems.

• Revenue recognition and aggregation – The billing system also needs the 
capacity to handle large volumes of transactions at any given time. That includes 
revenue recognition and aggregating data for journal entries and general ledger.

• Flexible billing – When dealing with subscription models, invoices and payments 
need to be processed at different times with different terms, such as prepaid and 
frequency discounts and tiered services.
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Powering Digital Transformation
Most of the Customer Relationship Management (CRM) and Enterprise Resource 
Planning (ERP) solutions are structured to handle a one-time sale and aren’t designed to 
accommodate subscription pricing. ERP systems, for example, are designed to trigger back-
office functions in response to specific transactions. They are not designed to accommodate 
revenue lifecycle management, including bundles, discount change orders, billing, and 
renewals on the fly.

In order to accommodate subscription pricing, you need to automate recurring transactions, 
enabling new billing models that generate more revenue and offer the ability to adapt 
billing and revenue structures as needed. Amazon is the perfect example of automated 
subscription billing in action. Amazon has automated online ordering but also has to 
contend with special pricing offers and free shipping through Amazon Prime. For example, 
Prime members earn preferred access to streaming video content that needs to be tracked 
and billed. Amazon also offers more sophisticated subscription services such as Amazon 
Dash Replenishment, which uses sensors in printers to detect when a cartridge is low 
and automatically triggers a new cartridge delivery. These services are becoming more 
sophisticated and complex, and without sophisticated automation they would be impossible 
to manage. Then, of course, there is the artificial intelligence that accompanies Amazon’s 
billing automation, suggesting possible purchases and creating customized offers.

The ability to automate subscription billing models has a number of benefits beyond the 
ability to deliver customized offers:

• Subscriptions accelerate time to revenue. Subscriptions offer lower resistance to 
purchase and once you’ve acquired a customer, you can generate recurring sales 
and upsell with little effort. 82% of companies agree that customer retention is less 
costly than customer acquisition and increasing customer retention by as little as 5% 
increases revenue from 25% to 95%.6

LTV is calculated by taking the number of products purchased, the 
length of time that customer remains active, divided by the customer 
churn rate. 

LTV = (ARPA * Gross Margin %) / Customer Churn

ARPA is the average revenue per account
Gross Margin is the difference between revenue and cost of goods 
Customer Churn Rate is the rate at which customers cancel renewals

If you increase 
the value of the 
subscription sale, 
you increase LTV.

https://www.smallbizgenius.net/by-the-numbers/customer-loyalty-statistics/#gref
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• Adopting a recurring revenue model promotes not only more consistent, but more 
predictable sales growth – a plus for investors as well as growth planning.

• Using an automated system to track subscription sales and renewals tends to yield 
more accurate reporting, allowing for more precise predictive analytics.

• Automation increases the lifetime value (LTV) of the customer by creating greater billing 
accuracy which, in turn, increases customer satisfaction, leading to more renewals.

When you adopt a subscription billing model, LTV is a better indicator of future profits 
than new sales. If you increase the value of the subscription sale, you increase LTV. That’s 
why more companies are adopting bundled pricing. The challenge is finding a way to 
accommodate bundles as part of subscription pricing systems.

The Ongoing Value of “Rundles”
The concept of creating product bundles to generate recurring revenue is nothing new, but 
New York University Professor Scott Galloway has given it a name: “rundling.”7 

Combining products and services and offering them as a unit is advantageous for both seller 
and buyer:

When you package the bundle at a discount and offer it as a recurring purchase, customers 

buy because they want the discount, especially for products they tend to use on a recurring 
basis. The bundle concept works well with retail products like cosmetics, cleaning supplies, 
specialty food items, and other consumables. It’s also effective with consumable services 
such as internet access, streaming content, gaming, and the like.

When developing bundled offers that generate recurring revenue, adapting legacy CRM and 
ERP systems poses a challenge. Simply put, they don’t scale well to handle bundled pricing. 

• It increases the average value of the order because customers  

tend to buy more due to the perceived discount.

• You can move less popular inventory items as part of a bundle; 

the discount makes these orphan products more valuable and 

increases the value of the overall package.

• You can introduce new products and test them by coupling them 

with more popular selections. 

BUNDLE + SAVE

https://www.inc.com/anne-gherini/the-rise-of-rundle-a-new-trend-for-subscription-based-services.html
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SaaS technology can be a real asset here. By integrating the right cloud software solutions, 
you can adapt your business processes to handle bundled subscription pricing.

To successfully create and manage new recurring revenue models, you need agile, easily 
integrable solutions. Scaling enterprise software using customized code not only creates 
delays but results in unstable software that becomes harder and harder to maintain over 
time. Cloud computing is the easiest way to take advantage of pricing agility and scalability. 
With the right SaaS vendors you can work with established vendors who have the proper 
expertise to help you build an extensible billing infrastructure.

Moving Beyond Enterprise Software
Most enterprise financial and billing software solutions are legacy applications that can’t 
keep pace with newer recurring and consumption revenue models. Over time, enterprise 
software becomes increasingly difficult and more costly to maintain.

No matter how you look at it, maintaining enterprise software is expensive. Approximately 
80% of enterprise IT budgets are spent on legacy system maintenance.8 Furthermore, 
experts say that after initial development, you should be prepared to pay at least 20% of 
the original development costs on software maintenance each year, and if you need to 
make modifications to the software, you can expect to spend much more.9 You also have 
to calculate the cost of IT staff time for maintenance and consulting, as well as software 
licensing fees.

Maintaining custom software creates the additional problem of knowledge transfer. You need 
dedicated billing experts to assist in the design and development of a customized enterprise 
billing solution. And you need to capture as much of that expertise as possible during 
development in order to maintain the software. When it comes time to upgrade, if the original 
developers aren’t available there must be adequate documentation for knowledge transfer, or 
you might just have to start all over from scratch.

Consider the many complexities of integrating enterprise software with other applications. 
Assimilating with your financials and billing is essential; they affect every aspect of your 
business, from initial sales to customer service, not to mention the linkage they create with 
CRM and ERP software. Integration with third-party platforms to handle taxes, funds transfers, 
exchange rates, and other variables can also be difficult. Those connections can be fragile, 
setting your billing system up for failure at the moment you need it most.

80% of enterprise IT budgets are spent on legacy system maintinence

80%

https://fowmedia.com/time-update-legacy-systems/
https://westarete.com/insights/maintenance-costs-for-custom-software/
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Then there’s analytics. Extracting meaningful data and reports is a stage of the developmental 
process that can’t go overlooked. Despite the importance of information gathering however, 
your legacy software could be gravely limited in its ability to deliver the insight you need to 
help build your business.

Any enterprise application has a limited useful lifespan. Eventually, legacy software reaches a 
point where it is no longer sustainable. When your financial applications can’t keep pace with 
your business’s needs, you have two options: rip and replace, deploying a new enterprise 
application, or migrate your financials, including billing management, to the cloud.

Harnessing the Cloud for Agile Billing
Cloud computing is equipped with the necessary agility and scalability to support new 
recurring revenue billing models. Cloud systems are easier to integrate, and they take 
substantially less time to test and deploy than enterprise software.

If you’re going to put your billing into the hands of a cloud service provider, you’ll want 
to adopt a comprehensive platform that delivers all the features you need today, as well 
as features you may need tomorrow. You want a billing partner that can grow with your 
business, so you’ll need a SaaS provider that understands recurring revenue billing models 
and can assist you with agile monetization strategies. They should provide:

• Subscription billing support – You need highly accurate, customizable billing services 
including the ability to support different pricing models, consumption pricing, renewals, 
discounts, and more.

• Accurate billing – As billing becomes more complex, billing accuracy is critical. You want 
a reliable automated system that you can trust to be accurate and auditable.

• Dunning – Automating collections becomes more important with recurring revenue 
products. If you lose track of unpaid invoices, customers could rack up months of unpaid 
services.

• Integration – Extensibility and integration with add-on solutions and partners is the 
easiest way to add functionality and scale operations.

• Security – Dealing with customer’s financial information requires strict adherence to 
industry security standards, including PCI DSS , SOC 1, SOC 2 and OWASP.

Adopting a cloud-based software strategy also eliminates maintenance issues. The software 
itself is maintained by the SaaS vendor, leaving integration as the only real concern. Since 
back-office systems and functionality are the responsibility of the software provider, it frees 
up internal IT resources for more strategic projects. Plus, there is no need to rely on external 
consultants; the SaaS provider has the necessary expertise to help you manage your billing 
and even assist with third-party integration. They also can instruct you in the best industry 
practices beyond how they relate specifically to their platform.
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Migrating to a cloud-based billing system grants you the agility to develop new revenue 
streams and test new business models. It also simplifies support for third-party platforms 
so you can deal with unique billing conditions such as taxes, markups, profit splits, etc. 
The right SaaS billing partner also simplifies localization, including support for different 
languages, exchange rates, regulations, and more. Any SaaS billing platform should be able 
to evolve as your business grows.

There is no question that recurring revenue has become the billing strategy of the future. 
The best way to stay ahead of your competition and increase customer satisfaction is 
to develop a billing ecosystem that can adapt to your changing business needs. Your 
customers are going to expect some kind of subscription service or renewable pricing model, 
and your invoicing and revenue recognition systems need to evolve to satisfy the demand.

It’s time to take a closer look at your current financial and billing infrastructure and ask 
yourself if you’re prepared to compete in the subscription economy. 
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