






Features Pricing Tier

Basic Free

+ Premium 1 Good

+ Premium 2 Better

+ Premium 3 Best



Free: Fed EZ
Premium: State, Higher 

income tax needs

Free: Read
Premium: Edit

Free: 10 articles 
per month
Premium: 
Unlimited

Free: 5GB
Premium: 

Pay for storage 
packages GB >5

Free: 12 Months 
small VM

Premium: Pay-as-
you-go IaaS

Free: 1 month
Premium: $10 

per month



FB, Google, Yahoo

LinkedIn, OKCupid, Evernote

Zynga, NYTimes, Skype, Adobe

Match.com, NetFlix, 

TurboTax, WSJ 

Most stuff

Free users 
determine value. 
Supplemental Biz 
Model Required

Free users add 
value to platform, 
supplemental biz 
models typically 

necessary

Product is free to 
attract users, 

ultimate goal is to 
get most users to 

pay

Required for high 
marginal cost 

products/services



Successful implementations Failed or at risk

Å Free version òavailable foreveró

Å No premium versions avail

Å Social networks

Å Search

Å Low-cost web publishing 

Å Network television 

Å Travel booking

Å Any offering that did not achieve 

sufficient scale

Å Many smartphone apps 

Å GroupOn

Å High-cost web publishing

Å User Access (Advertising)

Å User Data (Analytics)

Å User Control (Administration)

Conditions to Success 

Å Very low marginal costs, fixed costs recovered with scale

Å Massive scale(typically 100s of Millions+)

Å High user retention rates 

Å Strong network effects and/or Two-sided markets creating lock-in



Successful implementations Failed or at risk

Å Power features

Å High capacity or usage

Å Free version òavailable foreveró

Å Dating sites

Å Social networks

Å Communications 

Å Adobe PDF

Å Jobsearch

Å Undifferentiated apps/software 

Å Online version of traditional 

newspapers

Å Zynga?

Å Spotify (unprofitable with 75M 

users, 20M paid)?

Å Dropbox?

Å User Access (Advertising)

Å User Data (Analytics)

Å User Control (Administration)

Conditions to Success 

Å Similar to free conditions

Å Frictionless Path to Premium + Product Differentiation => Conversions 



Successful implementations Failed or at risk

Å Free version available is limited by time 

(and/or capacity, features, or usage)

Å Most userswill convert to premium once 

they òunderstandó the value

Å Free trials in many contexts 

Å Cloud computing 

Å Software (e.g. TurboTax, Office)

Å Undifferentiated products that 

people abandon when the free 

period expires 

Å Premium version does not offer 

enough value vs. the free alternatives

Å Paths to conversion free to first tier and then 

to more specialized offerings

Å Conversion is òwithin the productó 

Conditions to Success 

Å Learnin g and discovery  (product -specific skills and comfort level)

Å Other product specific investments (e.g. engineering, stored files)

Å òTake a hostageó Ą create switching costs and dampen competition for 

the high version(s) of the product



Successful implementations Failed or at risk

Å Licenses and traditional goods: have lifetime 

usage rights

Å Subscription/DRM limits to usage on time 

dimension

Å Traditional economic output Å Goods with free substitutes (e.g. 

newspapersvs. free websites, most 

paid apps havevery few downloads)

Å Stuff people donõtwant

Å Segmentation usually happens at time of 

purchase
Conditions to Success 

Å You make a good product (and/or have a great strategy)



Desire to take advantage of 
benefits of freemium

Competitive/disruptive pressure of 
free offerings in the space

?



Frictions to convert
1) entering payment information

2) paid features hard to find

3) higher tier versions cannot be 
òunlockedó from within the product



ÅUn-targeted offers provide a freebie to òeveryoneó
- Paying users have to support a larger base of freebies 

ÅOffer restrictions, such as free trials that have eligibility triggers 
based on platform usage can greatly limit costs, with minimal 
damage to conversion rates

òUnlockable featuresó that can are surfaced within the òlow versionó 
can be powerful drivers of conversions. Usage credits can be used to 
allow free unlocking for limited time 



ÅTraditional, profitable products generally had versions, e.g. 
good-better-best, that are chosen at time of purchase. 
Little/zero effort to upsell users from within the product

ÅòGrow up richó because the òlow versionó is profitable

ÅIn freemium, low version loses money! Have be very tactical about 
within product upsell. 

ÅProducts that make freemium work efficiently eke out every last 
conversion (targeted offers, unlocking features, frictionless 
upgrades) as part of the core UX in the product



Å Free & Hard Freemium success stories
Å Requirements: massive scale, low marginal costs

Å Good to have: strong networks effects, two-sided markets

Å Supplemental monetization models required

ÅKnow where you are and where you are going
ÅLegacy businesses are being pressured towards free, pushed òup the boardó 

ÅNew businesses push for a larger fraction of paying user, trying to move òdown the boardó

ÅMaximize your current position
Å Engineer the product to convert users to higher versions with identified segments in mind

Å Minimize frictions along conversion paths

ÅòFreemiumó is not a single strategy: different variations have fundamentally 
different requirements for success







Impact to:

Introduce low 

version
High price drops

Low Version 

Attributes Improve

High Version 

Attributes Improve

Acquisition Rate č č č (maybe č)

Conversation Rate new č Ď č

Direct buy rate Ď č Ď č

Offsetting 
Dynamics

Offsetting 
Dynamics




