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The State Of Subscription Business: Best Practices
And Business Performance Drivers, a PYMNTS and
FlexPay collaboration, examines the relationship
between payments friction and customer churn

in the subscription industry and takes a deep

dive into the best practices of the firms that
effectively manage these challenges. We surveyed
200 executive decision-makers at companies that
offer subscription-based services and products in
retail, health and fitness, media and publishing,
home security and online gaming. These businesses
generated 40% or more of their revenue from
subscription relationships and reported annual
revenues of at least $100 million. The survey was
conducted from Sept. 12, 2022, to Sept. 28, 2022.
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The State Of Subscription Business

Introduction

“You cannot manage what you do not measure.” It is an axiom that
holds particular importance to subscription providers, which are
losing hundreds of millions each year due to a failure to track one
key metric.

The majority of subscription-focused companies anticipate an eco-
nomic downturn in 2023, and 48% expect the cost of acquiring new
customers to be a challenge. Additionally, 37% believe that retaining
their current customers will be difficult. This coincides with a lack of
consensus regarding the key factors that drive business performance
as well as a lack of data-driven knowledge about the best practices
of the most successful subscription companies.

PYMNTS’ latest research finds that 58% of subscription businesses
track metrics that measure the outcome of the customer’s relation-
ship with the business — customer churn or retention — but only
8.5% measure customer lifetime value (LTV).

PYMWNTS | (E)FiexPay

Subscription providers that track and optimize customer LTV are five
times more likely to be top performers — defined as those that min-
imize revenue loss due to failed payments. Moreover, our research
finds that only two in five subscription firms even recognize the con-
nection between failed payments and LTV.

Top performers leverage LTV to guide their strategies and take action
to retain customers before they become missed opportunities. This
has a direct impact on business performance: In the sectors stud-
ied, subscription companies lost an average of 9% of sales to failed
payments, totaling an estimated $278 billion in the last 12 months.
Top performers, however, recover 60% of failed payments that would
have otherwise been lost.

© 2023 PYMNTS All Rights Reserved
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The State Of Subscription Business: Best Practices And Business
Performance Drivers, a PYMNTS and FlexPay collaboration, examines
the relationship between payments friction and customer churn in the
subscription industry and takes a deep dive into the best practices of
the firms that best manage these challenges. We surveyed 200 ex-
ecutive decision-makers at companies that offer subscription-based
services and products in retail, health and fitness, media and pub-
lishing, home security and online gaming. These businesses generated
40% or more of their revenue from subscription relationships and re-
ported annual revenues of $100 million and above. The survey ran
from Sept. 12, 2022, to Sept. 28, 2022.

This is what we learned.

FIGURE 1:

Challenges businesses expect to face in the

next 12 months

Share of companies citing select challenges expected in the next 12 months,

by level of importance

H Most important challenge
H Important, but not most important
H Total

Economic downturn
37.0% I
22.0%
59.0% .

Attracting new customers
14.5% I
33.5% m—
48.0% I

Cost increases and inflation
18.0% I
25.0%
43.0% -

Inability to hire quality employees
9.5% Il
27.0% -
36.5% I

Retaining existing customers
14.0% I
22.5% .
36.5% I

External funding
6.5% Il
21.5% ——
28.0% I

Supply chain
0.5% 1
12.0% s
12.5% .

Source: PYMNTS
The State Of Subscription Business, January 2023
N = 200: Whole sample, fielded Sept. 12, 2022 — Sept. 28, 2022
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6 The State Of Subscription Business 7

Metrics and
measurement

Ninety-one percent of subscription mer-
chants do not measure customer LTV. There
is no industry standard for how to define
and track it.

Customer LTV matters for all companies,
but it plays an especially critical role in the
profitability and growth of firms offering
subscription-based products and services.
Yet PYMNTS’ latest research shows that just
8.5% of subscription-focused firms active-
ly monitor and analyze customer LTV. This
is partly explained by the industry’s lack of
clarity and consensus on the definition and
metrics for measuring it.

PYWNTS Flexray © 2023 PYMNTS All Rights Reserved
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One consequence is that the industry tends to focus on measuring
outcome-based metrics rather than the underlying drivers of business
performance. To better understand this dynamic, we asked firms in
the subscription space to identify the subscription-based metrics they
track. Our research finds that 58% of subscription-focused companies
track either customer churn (36%), customer retention (28%) or both.

In contrast, top-performing firms in the subscription space — those
that effectively reduce revenue loss due to involuntary churn caused
by failed payments — track and analyze an average of three met-
rics linked to customer LTV, compared to the two metrics measured
by their bottom-performing counterparts. The most measured met-
ric among these top performers is failed payments (67%), followed by
customer churn rates (40%) and customer LTV (33%).

~

67%

Share of top-performing firms that
measure failed payments

PYMNTS | (EFlexray

FIGURE 2:

Top operating metrics subscription companies track

Share of companies that track select subscription-based metrics,

by failed-payments recovery performance

H All companies surveyed
B Top

H Middle

H Bottom

Customer churn rate
36.0% I
40.0% .
37.7% I

23.1% I

Customer retention rates
28.0% I
13.3% .
27.7% I
38.5% I

Payment recovery rates
27.0% I
20.0% .
27.0% I
30.8% I

Monthly recurring revenue
24.5% I
13.3%
27.0% .
15.4% .

Annual recurring revenue
23.0% I
13.3%
24.5% .
19.2% I

Average customer lifespan
23.0% I
33.3% mm—
22.6% .
19.2% I

Customer acquisition cost
22.0% I
20.0% .
22.0% .
23.1%

Customer engagement
19.5% I
20.0%
20.1%
15.4% .

Failed payments
16.5% I
66.7% N
14.5% I
0.0%

Average order value
13.5% I
20.0% .
13.8% .
7.7%

Customer lifetime value
8.5% Il
33.3% I
6.9% Il
3.8% H

Customer lifetime value following failed
payments

8.5% Il

6.7%

9.4% Imm

3.8% 1

Source: PYMNTS
The State Of Subscription Business, January 2023
N = 200: Whole sample, fielded Sept. 12,2022 — Sept. 28, 2022
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10 The State Of Subscription Business

Only two in five merchants recognize failed payments as a strategic

driver of customer value and business performance.

Subscription businesses do not fully grasp the extent to which failed

payments contribute to customer churn and the resulting impact
on business performance. Our data shows that over two-thirds of

subscription-focused firms recognize the negative impact of failed

payments on customer retention, yet only 27% consider it the most
significant contributor to churn.

FIGURE 3:

Top reported causes of customer churn

Share of companies citing select factors that contribute to customer churn, by level of importance

B Most significant factor
H Significant, but not most significant
H Total

Card payment is declined
26.5% I
23.5% .
50.0% I—

Poor customer service
18.5% I
29.0% I—
47.5% I——

Subscription too expensive
15.5% I
21.5% .
37.0% I

Free or discounted trial period ends
15.0% I
22.0% .
37.0% I—

PYMNTS | ()flexray

Difficulties with customer onboarding
8.5% Il
26.5% Immm—
35.0% I—

Lost to a competitor’s service or product
8.5% Il
21.5% .
30.0% I—

The product or service loses its value
7.5% Il
21.5%
29.0% I——

Language barriers
0.0%
12.0% s
12.0% .

Source: PYMNTS
The State Of Subscription Business, January 2023
N = 200: Whole sample, fielded Sept. 12, 2022 - Sept. 28, 2022

In fact, involuntary churn caused by failed payments accounts for ap-
proximately 50% of total customer churn — yet our research finds
that only 53% of subscription companies track involuntary churn in
the first place. Even among those businesses that track total cus-
tomer churn, only 20% identified it as the most important metric for
improving business success. In other words, mostfirms are either under-
estimating the severe impact of failed payments on customer LTV or
overlooking this dynamic completely.

FIGURE 4:
The metrics subscription providers
view as most important

Share of companies that cite select subscription-based metrics as most important

Customer churn rate Average customer lifespan

20.0% I 7.9% Il

Annual recurring revenue Customer lifetime value

13.9% I 7.3% Il

Customer engagement Customer acquisition cost
9.7% I 5.5% Il

Payment recovery rates Failed payments
9.1% Il 4.2% 1

Monthly recurring revenue Average order value
8.5% Il 3.6% M

. Customer lifetime value following
Customer retention rates failed payments

8.5% Il 1.8% 1

Source: PYMNTS
The State Of Subscription Business, January 2023
N = 200: Whole sample, fielded Sept. 12, 2022 — Sept. 28, 2022

"
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12 The State Of Subscription Business

27%
(o

Share of consumers who are likely
to cancel their subscriptions if they
experience service interruptions due
to failed payments
Despite data that shows 27% of consumers are likely to cancel their
subscriptions if they experience service interruptions due to failed
payments, our latest research found that just 44% of subscription
providers believe that consumers place a high value on the payments
experience.! This further underscores that many firms do not grasp
the impact of payments friction on their bottom lines. Indeed, only
15% of the subscription providers we surveyed say they track failed
payments primarily to improve customer LTV — meaning that 85%
view failed payments as “the cost of doing business” and out of their
ability to control or improve.
1 Optimizing Subscription Payments: How Providers Can Take The Sting Out Of Payment Declines. PYMNTS. 2021.
https://www.pymnts.com/study/optimizing-subscription-payments-declined-payments-customer-churn/.
Accessed January 2023.

PYMNTS | (EFlexray

FIGURE 5:

What subscription providers think customers value

Share of merchants citing select factors that they think consumers value as part of their

subscription experience, by level of importance

B Most significant factor
H Significant, but not most significant
H Total

24/7 customer self-service options
41.0% I
26.5%
67.5% I

Seamless payment experience
16.5% I
27.5% I
44.0% I

Quality of service offering
14.0% I
34.5% .
48.5% I

Easy onboarding experience
9.5% I
15.0% I
24.5% I

Competitive and promotional pricing
7.5% I
40.5% —
48.0% .

Immediate customer service
7.0% I
30.0%
37.0%

New products and features
2.5% Il
18.5%
21.0% I

Personalized customer features
2.0%
17.0%
19.0% .

Product bundles
0.0%
7.0% mm
7.0% .

Source: PYMNTS
The State Of Subscription Business, January 2023
N = 200: Whole sample, fielded Sept. 12, 2022 — Sept. 28, 2022

© 2023 PYMNTS All Rights Reserved

13


https://www.pymnts.com/study/optimizing-subscription-payments-declined-payments-customer-churn/

14 The State Of Subscription Business

.

The art of minimizing churn:

Best practlces

How top performers minimize the impact of
failed payments on revenue

1. Track customer LTV

Top performers do this 8.2 times more frequently
than bottom performers.

2. Track failed payments

Top performers do this six times more frequently than
bottom performers.

3. Use third-party payment
recovery software

Top performers do this 12 times more frequently than
bottom performers.

4. Use multiple tools to track
and recover failed payments

Top performers use 1.7 times more tools than bottom

performers, on average.
© 2023 PYMNTS All R‘i;:;;%s';f_{leserved




16 The State Of Subscription Business 17

Best
practices

Top-performing merchants are eight times
more likely than bottom performers to
track LTV and six times more likely to track
failed payments.

LTV measurement and accountability are
directly linked to company performance.
Top-performing subscription-based compa-
nies — those that minimize revenue lost to
failed payments — are more likely to track
the drivers of LTV and customer churn more
comprehensively. Over two-thirds of them
specifically track payments — a leading
contributor to involuntary customer churn.

PYMNTS ‘ s’-‘iax?ay © 2023 PYMNTS All Rights Reserved
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Indeed, our research discovered significant discrepancies in the share
of subscription businesses tracking LTV-related metrics, particularly
failed payments. Most notably, top performers are six times more likely
to measure and analyze failed payments and 8.2 times more likely to
measure customer LTV than their bottom-performing counterparts.

Top-performing subscription-based companies are also more likely to
recognize the connection between failed payments and customer LTV.
On average, 30% of these firms track and analyze failed payments
to improve customer LTV, while none of their bottom-performing
counterparts did so. Additionally, top performers are much more like-
ly to measure failed payments to improve customer retention, with
30% of these firms doing so on average, compared to just 11% of
bottom-performing companies.

Top reasons for tracking failed payments

Share of firms citing select reasons as most important in their decision to track failed payments,
by failed-payments recovery performance

B Top

H Bottom

To improve customer lifetime value To increase customer retention
30.0% I 30.0% I
15.3% 9.7%
0.0% 11.1% -

Source: PYMNTS

The State Of Subscription Business, January 2023

N = 91: Companies that measure failed payment metrics,
including failed payments, payment recovery rates and LTV
following failed payments,

fielded Sept. 12, 2022 — Sept. 28, 2022

O iexPay

19
Top performers recover 60% of failed payments.
Recognizing that failed payments are a leading cause of involuntary
customer churn and adopting methods to measure and analyze this
metric can reduce a company’s churn rate and, by extension, improve
LTV and revenues. PYMNTS’ research found that companies in the
subscription industry lose, on average, 9% of revenues due to failed
payments, totaling an estimated $278 billion over the past 12 months
across the five industry sectors included in the study.
The cost of failed payments /
Average share of revenue lost to failed
payments, by failed-payments recovery
performance
0.0% All companies surveyed Share Of tOp-
performing
Bottom . .
10.25 - subscription
widdle companies that track
9.3% Il

and analyze failed

Top
6.0% Il

Source: PYMNTS

The State Of Subscription Business, January 2023
N = 200: Whole sample,

flelded Sept. 12, 2022 — Sept. 28,2022

customer LTV

payments to improve

© 2023 PYMNTS All Rights Reserved



20 The State Of Subscription Business

Subscription companies that track involuntary customer churn caused
by failed payments are twice as likely to be top performers in mini-
mizing revenue lost to failed payments. Our research also found that
top performers, on average, lose 70% less revenue due to involuntary
churn caused by failed payments than bottom-performing compa-
nies. Notably, when compared to bottom-performing companies, they
are more effective at recovering a higher share of failed payments,
resulting in a failed payment recovery rate that is 13% higher than
that of bottom performers.

FIGURE 8:
Recovered revenue from

\ failed payments

Share of failed payments that firms recover,
by failed-payments recovery performance

61%

Share of failed

All companies surveyed
50.0% ——

payments recovered 52.7% EE—
by firms that track viddle
LTV following failed o —

payments 5077 E—

Source: PYMNTS

The State Of Subscription Business, January 2023
N =200: Whole sample,

fielded Sept. 12,2022 — Sept. 28, 2022

PYMNTS | (EFlexray

Although only 8.5% of subscription-based companies measure the
LTV of customers retained due to successful failed payments recov-
ery, these businesses tend to be leaders in this area.

Firms that track LTV following failed payments recover, on average,
61% of those payments, while those that do not track this metric recov-
er only 49% of failed payments, on average. Moreover, top-performing
companies are 1.5 times more likely to track LTV following failed pay-
ments than bottom-performing ones, highlighting the importance of
aligning LTV with tracking metrics and taking action to improve failed
payment recovery rates.

FIGURE 9:
Failed-payment recovery rate

Average failed-payment recovery rates, by whether companies track LTV following failed payments

Do not track customer LTV following

failed payments Track customer LTV following failed payments

49%

Source: PYMNTS

The State Of Subscription Business, January 2023
N = 200: Whole sample,

fielded Sept. 12,2022 — Sept. 28, 2022

© 2023 PYMNTS All Rights Reserved
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Top performers use multiple tools to track and recover failed pay- FIGURE 10 ¢ failed
ments. They are 12 times more likely than bottom performers to use Top causes of tailed payments
third-party payment recovery software Share of firms citing select reasons for experiencing failed payments,
) by failed-payment recovery performance
Failed payment transactions can significantly impact the revenue of o P e
subscription-based businesses — but actionable solutions can ad- W Bottom
dress this issue. Our research shows that top-performing subscription Issues with how the payment software
id o e | f failed b d . processes payments Insufficient funds
providers minimize revenue loss from failed payments by adopting a 46.7% R 11% m—
i i 1 : : i % I o
multifaceted approach that includes tracking multiple metrics, imple- e e — G —
menting specialized payment recovery solutions and having a thorough False decline
. i.e., the card is | tly declined
understanding of the factors that lead to customer churn. 1239 o Lhe card is incorrectly declined) oy 2
40.9% I £ 70 .
H H H H o I o

Our data also reveals that 47% of top-performing subscription busi- 34.6% 3.8% M
ngsses recognize that most failed payments are attributed tg problems  Account and/or card credential changes e e O SUbeer o B ures: PYMINTS
with payment processing software — and they take action to ad- 6.7% - N = 200: Whole sample,

. ] ) 9.4% mmm fielded Sept. 12,2022 - Sept. 28, 2022
dress this issue. On average, these firms employ 3.1 different payment 7.7% -

recovery methods to minimize revenue loss, compared to the 1.8 pay-
ment recovery methods their bottom-performing counterparts use.

Top-performing companies in the subscription space are also 12 times
more likely to use third-party payment recovery software solutions
than bottom-performing companies, at 47% versus 3.8% — and they
recover 13% more failed payments. This underscores the significant
financial benefits of adopting a comprehensive approach to address-
ing failed payments.

PYWNTS Flexray © 2023 PYMNTS All Rights Reserved
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FIGURE 11A:

Top firms employ more
failed payment recovery
methods

Average number of payment recovery
methods firms use, by failed-payment
recovery performance

All companies surveyed

O
2.3

Top

O I
31

Middle

O I
24

Bottom

O I
1.8

Source: PYMNTS

The State Of Subscription Business, January 2023
N = 200: Whole sample,

flelded Sept. 12, 2022 — Sept. 28,2022

PYMTS | ()FlexPay

FIGURE 11B:

Top firms employ more
failed payment recovery
methods

Share of companies that use third-party
payment recovery software, by failed-payment
recovery performance

N Top
H Middle
H Bottom

Payment recovery software from
third-party provider
46.7% I
25.8% .
3.8% M

Source: PYMNTS

The State Of Subscription Business, January 2023
N =200: Whole sample,

flelded Sept. 12, 2022 — Sept. 28,2022

25

47%

Share of top-performing subscription
businesses that recognize that most failed
payments are attributed to problems with
payment processing software

© 2023 PYMNTS All Rights Reserved
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Organizational
alignment

Two-thirds of subscription businesses do
not report customer churn rates to senior
management.

Our research has uncovered significant gaps
in subscription-based companies’ organi-
zational stances regarding the role of LTV
and customer churn in driving business
performance.

2
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We found a disconnect between the data being collected by sales
or analytics teams and the metrics being reported to senior man-
agement. While all subscription-focused businesses included in our
study tracked customer churn in some way, only 36% explicitly re-
ported churn rates to management. This lack of alignment can hinder
the ability of senior management to make informed decisions based
on key performance indicators.

Similarly, while two-thirds of companies recognize the negative im-
pact of failed payments on customer LTV, only 15% track this metric,
further emphasizing the importance of prioritizing data tracking and
reporting to drive business success.

Chief subscription officers are emerging as the organizational
stewards of LTV, focused on alighing business performance to the
customer experience.

The role of chief subscription officer is gaining prominence as a key
player in driving business success through the alignment of LTV and
customer experiences. Our survey found that while less than 5% of
subscription-based companies currently have a chief subscription
officer in their C-suite, 40% of the firms that do are top performers.

These executives prioritize failed payments recovery strategies and
tracking metrics that are closely linked to the customer experience,
payment practices and LTV. Overall, the presence of a chief subscrip-
tion officer is associated with improved business performance in the
subscription industry.
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mmnmm&mmﬂ ifﬁn ﬁ*‘“_l e f*“’b;‘ Sl To maximize profits and stay ahead of the competition, subscription businesses must un-

derstand the links between failed payments, involuntary churn and customer LTV. Failed
payments are the top cause of involuntary churn, which wipes out hundreds of millions of
dollars in revenue annually by reducing LTV. While most subscription providers do track churn
or retention, only a small fraction measure customer LTV — and fewer still focus on the un-
derlying causal relationship between failed payments and involuntary churn.

Our research has identified a set of best practices widely used among firms that succeed
most at minimizing revenue lost due to failed payments. First, these top performers track
and analyze customer LTV and failed payments. Second, they use multiple tools to track
and recover failed payments, particularly third-party payment recovery software. A few top
performers also have a chief subscription officer in their C-suite — something we expect to
become more common.

By focusing on customer LTV and its drivers, and following the best practices identified in
this report, subscription businesses can improve customer retention and boost commercial
and financial performance.
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About

PYMNTS

PYMNTS is where the best minds and the best content meet on the web

to learn about “What’s Next” in payments and commerce. Our interactive
platform is reinventing the way companies in payments share relevant
information about the initiatives that make news and shape the future of
this dynamic sector. Our data and analytics team includes economists, data
scientists and industry analysts who work with companies to measure and

quantify the innovations at the cutting edge of this new world.

Subscription
Business:

FlexPay was founded by online merchants and payments industry veterans who
recognized the friction in the payments ecosystem caused by the lack of data
transparency, and misaligned priorities between payment authorization systems,

merchants and customers.

We have a deep and long history with both acquiring and card-issuing banks. This is
how we understand the systems that control the transaction approval processes within

issuers for card-not-present transactions, known as a “risk decline system.”

The FlexPay platform delivers the highest failed payment recovery rates while also
optimizing critical subscription business priorities. FlexPay understands that subscription
businesses must recover the customers and revenue lost to failed payments, without
sacrificing customer retention and merchant account health. To learn more, visit

flexpay.io.
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