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Capturing the Subscription Business Opportunity 
The Lightpoint Group, LLC 

If you feel like subscription offerings have been popping up everywhere over the past several years, you’re 

right. It seems as if everyone from software startups to established brands is launching subscription plans.  

Three main factors are driving this trend. Technology trends like cloud computing adoption and consumer 

acceptance of different mobile experiences are letting businesses connect with their customers in ways 

that simply weren’t viable before. Both marketing and product development departments realize that the 

relationship and connection that subscriptions create helps them understand customers better, and 

creates stronger brand loyalty. Finally, financial incentives are strong. When a subscription model works, 

the business can be a lot more profitable than one where customers make infrequent, unpredictable 

purcahses, or only pay attention when something launches. 

In fact, it can seem like building a subscription business is the only way to go if you’re designing or 

rethinking a business now. But it’s not so simple. 

What are the risks? 

New consumer subscription offerings can be attractive, but companies need to be very thoughtful about 

how they approach the design and implementation of their program.  

Previous ecommerce trends offer a cautionary tale. Several years ago, daily deals were the canonical 

offering type for hot new ecommerce companies, and many new entrants achieved sky high valuations. 

Today, many of those high fliers have struggled, and most of them pivoted away from daily deals to other 

business models.  

We see that in subscription businesses, competition has increased quite a bit. A large number of 

companies have entered the market, promising to deliver razors, socks, or music to their customers for 

one monthly price. As a result, increasing competition, consumer fatigue, cost pressures, and rising 

customer acquisition costs will stress many businesses in 2016. 

The key to success is smart offering design. A 

subscription business is a great idea where the 

customer expectations, usage patterns, 

realization of value, or brand promise are aligned 

with a long-term relationship. When they’re not, 

launching a subscription can actually hurt your 

business, alienate your customers, and injure 

your brand. 

Financial results are important to consider as 

well; if near-term revenues can’t cover the costs 

of creating and delivering the offering as well as the necessary ongoing sales and marketing support, you 

can grow your way into a serious cash crunch. Or, if the value proposition isn’t aligned with a subscription 

Notable Subscription Successes 

Company Valuation 
($b) 

Category 

Netflix $37 Streaming movies 

Spotify $9 Music 

JustFab $1 Curated fashion 

The Honest 
Company 

$1 Family household products 

Hello Fresh $3 Cook at home meals 

Blue Apron $2 Cook at home meals 
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model, you may get pressure from customers to offer significant discounts, which could also undermine 

your ability to grow. 

In short, the subscription model isn’t appropriate for every business. Gimmicks might get you some 

growth, but they won’t help you thrive. Firms that have a product or service that aligns with a regular 

recurring revenue stream will be able to build successful, growing businesses.  

How do you design a subscription? 

There are three pieces of work that are critical elements to designing a subscription. A lot of business 

blogs point out that the most logical starting point for any design process is to have a clear idea of goals, 

objectives, risks, and constraints. Those things are absolutely important, and it’s a good idea to outline 

your thinking before getting started. However, our experience is that more often than not, many of them 

emerge from the design work itself, rather than something that’s established up front. With that in mind, 

let’s dive in. 

The Market Context 

First, you’ll want to have a perspective on the market. That includes identifying competitors, product 

substitutes, potential new entrants, and overall trends that could affect demand for your product. How 

you approach this will depend a lot on your market and offering. Be wary of frameworks or methods that 

suggest there’s a magical approach that works across all situations. In our experience, that’s usually not 

the case, although they can help structure some parts of the analysis.  

The Numbers 

The second piece of work is financial. You need to have a good sense of your cost structure, and how that 

can change as your business grows. For example, it may scale, meaning costs decrease for each additional 

subscriber. Or, it may grow in more of a step function, where reaching a particular level of customers 

necessitates a larger investment. It could also be linear, where per-customer costs remain the same, 

regardless of size.  

When doing this exploration, make sure you consider how expenses change at different phases of growth. 

Key metrics for subscription businesses tend to be acquisition cost, growth rate, and churn. Acquisition 

and retention usually gets more expensive when acquisition efforts shift from early adopter audiences to 

more mainstream groups. Network effects are pretty elusive in practice, so relying on them in your core 

model can be very risky. In addition, the business may require new investments in customer service, 

engineering, or channel development as you grow. Make sure you address those operational 

considerations, and leave plenty of room for contingencies and unexpected events. 
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A Customer-centric Point of View 

The third work stream focuses on the offering’s value 

proposition, and how it aligns to a subscription. The idea is 

to get a clear point of view on what should be included in 

a subscription, and what should be separated out. There 

are lot of different methods that you can use, but in 

general, being relentlessly focused on the customer is 

critical.  

Look for things that indicate a subscription offering 

increases the overall value in the customer’s eyes. Many 

subscriptions focus on two types of value propositions. The 

first is based on utilitarian attributes like convenience, predictability, availability. The second focuses on 

delight – characteristics like discovery and curation.Most subscriptions are a mix of both, but heavily 

weighted towards one type of benefit.  

Where do you get the information for that analysis, and how do you know which part of the subscription 

fits in each bucket? Yogi Berra’s guidance is helpful: “You can observe a lot by watching”. Many 

companies are swimming in data that can help you get real insights into these questions, such as usage 

data, purchase histories, or web traffic streams.  Analyzing the data requires some expertise as well as an 

understanding of your business and customers, so if you don’t have the skills in-house to do that work, 

make sure you find a vendor that can handle both the technical aspects of the work, as well as the 

strategic analysis that’s required. 

It’s a good idea to consider doing direct market research with your customers and with prospects in this 

phase. With the right techniques, you can uncover perceptions and preferences about offering 

components, pricing levels and the payment cadence. It can also help you identify how to differentiate the 

offering (which will help keep marketing costs lower), and provide incentives to increase customer loyalty 

and satisfaction. To have the research be as useful as possible, it should incorporate what you’ve learned 

from the market context, financial analysis, and any usage or purchase data you have. We often help 

clients with all these areas, which helps us present a strong point of view regarding the opportunity and 

offering design. 

Package Design 

There are lots of different approaches you can use to create potential packages. In general, it’s helpful to 

think of it as a process. You’ll want to create a cross-functional team that can immerse itself in the data 

outlined above. Keep in mind that aligning the offering with the company strategy is critical. We often 

find that the overall business strategy gets refined as a result of the offering design process, so make sure 

there’s at least one participant on the team that has that perspective. 

That team will go through multiple rounds of brainstorming, ideation, and evaluation and narrowing 

down of potential designs before finalizing the design. Often referred to as “design thinking”, this can be 

an exhilarating, frustrating, energizing, and tiring process. In our practice, we find there are lots of ways to 

“You can 

observe a lot by 

watching” – Yogi 

Berra 
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execute this phase, ranging from facilitated workshops to a more lightweight process where we might 

only provide directional guidance and feedback. A lot depends on the context of the company, the 

objectives of the design, the market, and the experiences and perspective that team members and project 

sponsors bring to the opportunity.  

Launch 

Planning the rollout of a new subscription service is a topic that’s worthy of its own report. For the 

purposes of this report, we’ll call out that opportunities to pilot an offering are always a good idea, but 

not always practical. The “fail fast” mantra can be a great perspective for brand new offerings, new brands, 

or new companies. But for more established businesses you may need to think creatively about how to do 

market tests without affecting your current product lines. 

The Market Today 

Consumers have been subscribing to services for many decades. After all, utility bills can be seen a form of 

subscription, and most households pay for wireless service, internet access, cable, and a host of basic 

utilities. For this report, we focused on the wave of new subscription models that were enabled by new 

technologies (cloud computing, mobile apps, etc.) since those are the services that have taken off in the 

past three years.  

The Role of Venture Capital 

Venture capital has accelerated the introduction 

of consumer subscription services, directing 

over $3 billion in investment in 2014 and 2015. 

As is typical for startups, much of the funding 

was concentrated in a small number of large 

companies that had already scaled rapidly. 

Nevertheless, over 414 companies received 

funding in the past two years that offered some 

form of subscription. And many of these 

companies will be vying for consumer’s 

attention and purchases in 2016 and beyond. 

Archetypes 

The subscription offerings tend to fall into one of three types of offerings. These are the core offerings – 

keep in mind that in many cases, they are combined with a variety of incentives or restrictions to optimize 

the business model in each market. 

On Demand or All-you-can-eat 

These subscription services give customers the ability to use a service as much as they want in a given 

time period. Typically these are used for media subscriptions, where customers can watch or play as much 

as they want as long as their account is current. The offerings are often tiered based on a variety of 

Subscription Optimism 

In the past three years, investors have poured large 

amounts of money into subscription based startups. 

 

Year Funding 

($m) 

# of 

Companies 

2012  515   121  

2013  522   135  

2014  1,331   189  

2015  1,902   225  
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performance factors or access to specific content. We see these models most often for software 

busiensses that sell either to consumers to businesses. 

Examples: Netflix, Spotify, HBO, Office365 

The Box 

The box delivery subscription ususally involves maxing a regular purchase that’s delivered to your home 

or office. Items could be staples such as food, household products, or other consumables. Or, they could 

be luxury goods or apparel, where the value proposition is rooted in discovery and delight as much as 

convenience.  Also note that the concept of a box can also be applied to services businesses, where the 

customer receives services on a regular schedule. 

Examples: Birchbox, Trunk Club, Graze 

Membership 

The membership subscription provides a variety of benefits for a set fee, which can vary from a monthly to 

an annual membership fee. Benefits could include the ability to make purchases at deep discounts, ability 

to purchase hard to find merchandise, or access to specialized services. 

Examples: Costco, One Kings Lane 

Strategies 

In general, we see many subscription companies focus on exceeding expectations in a specific niche, and 

then looking to leverage their infrastructure by adding other categories to their offering. Some benefits of 

this approach include low startup costs and great marketing efficiency (depending on the strength of the 

brand and value proposition). We most often see niche offerings built around the box model, where the 

management team is leveraging its perspective and experience to provide a highly curated experience. 

Although it’s not a subscription service, Uber is an example that’s on everyone’s mind as a canonical on-

demand service (i.e. “we’re Uber for pet food”, “we’re Uber for home repair”). We see this as the classic 

venture backed approach, where access to capital is critical to building out an infrastructure that scales, 

and marketing campaigns that lead to rapid growth. We’ve seen instances where it can apply to smaller 

bootstrapped or internal efforts, but they’re less common. 

In software, the on-demand / all you can eat model is fairly common. In consumer markets, this used to 

show up as an attempt to have consumers pay a monthly fee for access to cloud services that aggregate 

their data and provide recommendations (fitness, health, investments, etc.). Many of those services have 

become free, or included in the price of a complimentary piece of hardware. Interesting exceptions 

include home automation or security software, such as Dropcam (now part of the Nest family at Google), 

where consumers are willing to subscribe to get additional benefits. 

Top Takeaways 

Our analysis leads to a few conclusions that teams should keep in mind as they evaluate, or create, their 

subscription business models.  
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First, the amount of venture capital activity in the past 24 months means that many categories will see 

increased competition. It will be more challenging to sustain meaningful growth with consistent margins 

in the next twelve months than it may have been in 2014 and 2015. 

Second, the amount of competition means that clear, differentiated value propositions and branding are 

critical to keeping customer acquisition costs manageable. Competing on a cost or convenience basis 

alone may not provide enough support to sustain growth. 

Finally, we recommend that companies be very deliberate about their growth goals, and be conscious 

about the tradeoffs between developing a profitable, niche offering, and going broader with a value 

proposition that can truly scale. Without access to capital, it may be challenging to make the operational 

investments you'll need to support a large customer base, especially if acquisition costs rise. That's 

especially true if retention drops as you move from early adopters to a mainstream audience. Think about 

managing growth carefully to avoid becoming overextended, or getting locked in a price war with similar 

competitors. 

Subscription models continue to be a great way to build direct relationships with customers in a way that 

can be both very profitable from the company perspective, and very valuable to the customer. Now that 

the models have become more mainstream, we believe that thoughtfully designed offerings can still enjoy 

great success, while less disciplined companies will struggle. 

Next Steps 

If you’re already thinking about a new or revised subscription model, you already know that this report is 

really a starting point on a longer journey. For next steps, you may want to consider: 

 Understand your Data – Analyze the data you already have in house to identify noteworthy 

trends that can guide your thinking. Purchase history, usage data, customer service information, 

and operations data can all give you great insights that can help frame your next steps. 

 Rapid Research/Fast Feedback – Do a quick survey of end users most likely to be interested in 

your product to get feedback to refine your product definition, and go-to-market approach. 

 Expert Input – Conduct a limited number of in-depth interviews with your target consumers, 

which can identify opportunities, help frame the value proposition, and validate or refute your 

thinking. 

 Landscape Analysis – Understand what competitors and substitute products your target 

customers may compare you to, and how those companies may react to your offering. 

 Financial Modeling – Create a model of how the business might work, what investment you may 

need, and what things would look like at varying levels of success and competitive pressures. 

Whether you’re exploring options to either establish a new business, or want to adjust your existing 

approach, contact us at The Lightpoint Group for a free 30-minute discussion 

(contact@lightpointgroup.com).  

We look forward to hearing from you, 

The Lightpoint Team 

mailto:contact@lightpointgroup.com
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Data Summary 

In addition to leveraging our own proprietary data, we reviewed the following subscription-based 

companies in the preparation of this report across key consumer categories. 

CATEGORY/COMPANY AMOUNT FREQUENCY 

BEAUTY   

Birchbox $10 month 

Glossybox $21 month 

Ipsy $10 month 

Beauty Army $12 month 

Beauty Box 5 $12 month 

Mystery Beauty Box $24.95 month 

Color me Monthly $7 month 

Curl Kit $20 month 

Glitter Guilty Pleasures $15.99 month 

Goodebox $16 month 

Green Grab Bag $15 month 

Kara’s Way $15 month 

Loose Button LuxeBox $26 season 

My Shade of Brown $10 month 

Nail Art Society $9.95 month 

Natural Hair Box $29.99 month 

New Beauty Test Tube $29.95 tube 

Square Hue $14.99 month 

Starbox by Starlooks $15 month 

True Beauty Box $29.95  

Wantable Makeup Box $36 month 

We are Onyx $20 month 

Pop Sugar’s Must Have $35 month 

Beauty Bar Sample 

Society 

$15 month 

The Twistband $30 month 

   

MEN   

Bespoke Post $45 month 

Bombfell $65 month 

BroBox $14.95 month 

Curator and Mule $60 month 

Man Packs $5 month 

Dollar Shave Club $1 month 

The Mantry $75 month 

Loot Crate $13.37 month 

Sock Panda $11 month 

Trunk Club $40 month 

   

KIDS   

Citrus Lane $21 month 

The Honest Company $39.95 month 

Wittlebee $39.99 month 
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The Little Book Club $24.95 month 

Kiwi Crate $59 month 

Babba Box $9.95 month 

Baby Bump Bundle $30 month 

Carefree Crafts $5.95 month 

Green Kid Crafts $19.95  

The Happy Trunk $19.95 month 

Momme Box $20 season 

   

CRAFTS   

For the Makers $29  

Baribox $18 month 

Whimsey Box $15 month 

Craftistas Kits $24 month 

 

HEALTH & FITNESS 

  

Naturebox $19.95 month 

Bulu Box $10  

My Platinum BoxFit Box $24.99 month 

Klutch Club $10 month 

Kona Kase $15 month 

Pump Ups $20 month 

Runner Box $10 month 

Stride Box $10 month 

   

PERSONAL   

Conscious Box $19.95 month 

28 Day Hug $3.99 + shipping every 28 days 

Juniper Box $28 month 

Le Parcel $15 month 

Hello Flo $14 month 

   

HANDMADE ITEMS    

Umbabox $25 month 

Tota Box $29 3 months 

Pretty Box $15 month 

Fair Ivy $25 month 

   

JEWELRY   

Lucid Box $26 month 

 

PETS 

  

Bark Box $19 month 

Pawalla $20 month 

Best Friend Box $30 month 

Bugsy’s Box $19 month 

Pets Love Toys $19.95  
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FOOD   

Love with Food $10 month 

The Goodies Company $7 month 

Boxtera $30 month 

Gourmet Spotting $29.99 month 

Healthy Surprise $33 month 

Hello Fresh $9.94 month 

Homegrown Collective $39 month 

Knoshbox $30 month 

Munch It $3.58 month 

Paleo Pax $18 month 

Sprig Box $18.97 month 

Tasterie $18 month 

Treatsie $15 month 

Turntable Kitchen $27.12 month 

Yumvelope $19 month 

   

WEDDING   

Bride Box $35 month 

StudioWed Box $29.99 month 

My Big Day Box $24.95 month 

   

DRINKS   

Beer of the Month $23.95 month 

Craft Coffee $21.99 month 

   

MISCELLANEOUS   

Dazzley Box $24.99 month 

Grab Bag Love $17.99 month 

Hammock Pack $25 month 

   

ORGANIC PRODUCTS   

Blissmo $19.95 month 

Prospurly $44.95 month 

   

WOMEN’S CLOTHING   

Elizabeth and Clarke $20 month 

Golden Tote $49  

Stitchfix prices based on what 

you keep 

 

   

INTIMATE 

SUBSCRIPTIONS 

  

Spicy Subscriptions $24.95 month 

Boink Boutique $25 month 
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Single Category Drilldown 

FITNESS  

Bulu Box $10.00 

PrettyFit $45.00 

Fabletics $49.95 

Bulu Box Weight Loss $10.00 

Bestowed $19.00 

JackedPack $15.00 

Bianca Jade MizzFIT $50.00 

TruBrain $75.00 

StrengthCrate $35.00 

Dean Karnazes Quarterly Box $50.00 

WODBOM $35.00 

Cosmina $49.99 

Ben Greenfield Quarterly Box $100.00 

GymBag $55.00 

SpartanCarton $25.00 

Super Gains Pack $12.00 

Ashi Box $40.00 

AlphaFit Kit $24.99 

Athletic Foodie $32.99 

Ellie Fit Fashionista $57.90 

Yogi Surprise $44.95 

Her Fitness Box $39.95 

Stride Box $15.00 

FYTSO $0.00 

Green Blender $49.00 

RunnerBox $19.95 

BoxDetox $30.00 

CycleBox by RunnerBox $19.95 

TriBox by RunnerBox $19.95 

Foxy Boxes $29.99 

BuffBoxx $59.39 

Muscle Box $29.99 

FYTSO Lifestyle $49.95 

KLUTCHclub Women $18.00 

KLUTCHclub Men $18.00 

KLUTCHclub Mom $18.00 

iHeartMD $30.00 

Fit Box $25.00 

Rockettes Fancy Box $46.95 

Jason Ferruggia Quarterly Box $50.00 

Kath Younger Quarterly Box $50.00 
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