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Using Pricing to Unlock More Merger Value

With merger and acquisition (M&A) activity again on the 
rise, so are concerns that many deals will not realize their 
expected returns. Managers overseeing the execution of 
these transactions should find ways to deliver quantifiable 
benefits as quickly as possible. Pricing management—too 
often overlooked in the integration planning process— is 
a prime area to achieve positive results. This article was 
written by Iain Bamford, Carter Mayfield and Ranjit Singh of 
Deloitte Consulting LLC. Their respective e-mail addresses 
are: ibamford@deloitte.com, cmayfield@deloitte.com and 
ransingh@deloitte.com.

The deal is well and truly back. According to recent De-
loitte Consulting LLP (Deloitte Consulting) analysis, 
M&A activity was up 17 percent year-over-year in 2005 
and mergers and 

acquisitions are once again 
being viewed as a key tool 
for corporate growth. 

However, the excesses of 
the late ’90s are still fresh 
in the mind of investors 
and Wall Street analysts, 
who may be looking at 
these deals with a healthy 
dose of skepticism. And 
rightly so; our analysis also 
revealed that nearly two-thirds of mergers significantly diminish 
shareholder value.

Even as an active deal market forces P/E multiples upward, a 
skeptical Wall Street demands to see immediate results. This can 
mean that managers are under intense pressure to: 

t Deliver on pre-merger expectations

t Focus on deal execution 

t Deliver quantifiable benefits as quickly as possible

To cope more effectively with these pressures, many managers 
are moving more quickly on projects with high impact and fast 
time to realization. Usually these “quick-hit” projects focus on ef-
ficiency measures. In fact, the term “synergy” is, in many minds, 
synonymous with cost reduction. 

However, companies that look exclusively at the cost side of the 
equation to demonstrate immediate value from a deal are likely 
missing significant opportunities. 

Case Example:  
Pricing Left on the Backburner 
Take the example of a $1 billion food services company that 
postponed taking any pricing actions while integrating an 
acquisition and instead focused its attention on cost-saving 
efforts. The result: 18 months after close, with cost synergies still 
well behind original merger targets, a new management team 
decided to focus instead on improving price management. In the 
first 12 months of the initiative, more than $15 million in local 
price improvement opportunities were identified.

Getting Fast Results with High Impact 
Managers (like the ones in the above example) too often de-
prioritize or overlook pricing management completely in the 
integration planning process even though it offers excellent 
opportunities to generate positive results. This can be a costly 
oversight, as pricing projects are usually quite effective both in 
terms of time to realization and impact. Most pricing benefits 
are realized within the first 12 months – the critical time period 
in which analysts expect to see results from a deal. 

Further, the ROI of a pricing project typically exceeds 300 per-
cent, and most pricing projects improve gross margins by 10 
percent or more. With announced synergy targets hovering at 
around 4 to 5% of revenue, more effective pricing management 
alone could net the average Fortune 500 company as much as 
one-fourth of their synergy goals. This is too much potential 
value to be ignored.

As Figure 1 illustrates, pricing management can offer high impact 
for low effort, outperforming many of the typical post-merger 
synergy focus areas.

Case Example:  
Merging to Build the Top Line 
A $2 billion f inancial services company challenged with 
integrating a newly-acquired division focused on centralizing 
the pricing function to drive revenue generation. The result: The 
new, integrated business unit was able to generate both a 12% 
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The Pressure to Perform 
The deal is well and truly back. According to recent Deloitte Consulting LLP (Deloitte 
Consulting) analysis, M&A activity was up 17 percent1 year-over-year in 2005 and 
mergers and acquisitions are once again being 
viewed as a key tool for corporate growth. 
However, the excesses of the late ’90s are 
still fresh in the mind of investors and Wall 
Street analysts, who may be looking at these 
deals with a healthy dose of skepticism. And 
rightly so; our analysis also revealed that 
nearly two-thirds of mergers significantly 
diminish shareholder value. 
Even as an active deal market forces P/E 
multiples upward, a skeptical Wall Street 
demands to see immediate results. This can 
mean that managers are under intense pressure to: 
 Deliver on pre-merger expectations 

 Focus on deal execution

 Deliver quantifiable benefits as quickly as possible 

To cope more effectively with these pressures, many managers are moving more quickly 
on projects with high impact and fast time to realization. Usually these “quick-hit” 
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70%

70% of mergers fail to achieve their 
anticipated value 2
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be compared side-by-side on paper; true gaps will only manifest themselves through a 
series of revenue and margin leakage that is visible at the transaction level. 

Executing Pricing Actions 
Should a company expect to lose customers during a merger?  The answer is “yes!”  In 
our experience, the integration winners will be those companies that understand which 
customers they are willing to lose (active pruning) and that proactively get in front of 
those they wish to keep (churn prevention).  The benefit of the analysis at the transaction 
level is that pricing and pocket profitability allow the company to walk into Day One 
with that consolidated list in hand.  For example, the integrated company should be able 
to answer the following questions about its new customers:  Do they buy products from 
both companies, and where were those transactions profitable?  What rebates, discounts, 
and price exceptions were acceptable, and which were unjustified price leakage?  What 
pricing actions have been taken on which products, and did those pricing actions stick in 
the market? 

Imagine walking into Day One with the list of which customers have current product 
portfolios that are accretive and the company wants to keep, which customers will require 
pricing actions to improve their profitability, and which customers are expendable. 

The following pricing analyses can help develop customer, product, and service pricing 
schedules post merger (see Figure 2).

Price Bands – Use price bands to help identify those customers who are paying 
too little for their products and services and, additionally, those customers who 
are paying good margins and are good targets for up-selling and cross-selling. 

Segmentation Analysis – Identify the expected and required spend levels for 
existing or new customer segments to prioritize the appropriate cost-to-serve or 
service levels. 

Price Margin Analysis – Identify those customers targeted for margin 
improvement.  In our experience, these customer transactions   can be made more 
profitable simply not by changing list price, but indirectly through limiting 
excessive rebates, discounts, and promotions. 

Pricing Waterfall – Use this analysis to help determine which pricing 
concessions and hidden costs may cause a product or customer to be 
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average price increase and a 1% increase in sales volume, adding 
more than $22 million to the bottom line.

Fertile Ground for Achieving Desired Results
Both the pre- and post-merger environments can provide ideal 
opportunities to explore and effectively use pricing management 
techniques. Prior to any merger, integration planning teams 
should already be running the key diagnostics used to analyze 
pricing management. Typical pricing analyses measure product 
contribution, sales performance, and customer segment 
performance. A diligent integration analysis should explore the 
impact of the merger on these same elements. This can help 
reduce the incremental effort required for a pricing project during 
a post-merger integration.

Three additional reasons also make the post-merger integration 
environment an effective time to consider pricing strategy and 
execution.

• The sales force usually expects changes in compensation, prod-
uct focus, and geographies during an integration.

• Customers also generally understand and anticipate changes to 
products, pricing, and discount structures.

• Competition could be actively looking to exploit any advan-
tage with your customers. In the absence of clear pricing com-

munications from you, competitors will soon be planting seeds 
of concern with your customers. 

Further, the impact on customer expectations of a landmark 
event like a merger cannot be underestimated. For instance, 
while Oracle was in the process of acquiring PeopleSoft, it cited 
“numerous examples of extreme discounting” as a rationale for 
the merger. With this kind of public announcement not just the 
deeply discounted customers will expect changes in discount 
structures, but all customers.

Building a Pricing Program into the 
Integration Effort
How can managers most effectively build pricing improvement 
into an integration plan while complying with antitrust laws? 
The key is to think carefully through which initiatives should 
be completed pre-close and which post-close, and how pricing 
strategies and actions should be managed on the first day of the 
new company.

Prior to the consummation of a merger or acquisition, antitrust 
laws put strict limitations on the sharing of competitively sensitive 
information. This includes much of the customer, product, and 
pricing data that are most critical to pricing analyses. Companies 
must continue to compete and operate as separate entities, while 
avoiding any actions that may be interpreted as collusion. 

Typically, companies treat pricing as their most sensitive competi-
tive information and choose to 
address new strategies only after 
the deal is complete. Unfortu-
nately, this can mean a delay of 
six months to a year or longer 
before coordinated actions are 
taken—leaving months of rev-
enue and margin improvement 
on the table and opening the 
door for competitors.

One Answer: Pricing 
Clean Teams 
Pricing Clean Teams can help 
accelerate pricing integration 
while complying with antitrust 
requirements. They offer a 
unique way to enable planning 
using competitively sensitive 
data not frequently used in 
integrations.

The data available to the Pric-
ing Clean Team (customer 
sales, product pricing, product 

Figure 1 - Pricing management should be a top merger priority.
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           Figure 1 - Pricing Management should be a top merger priority. 

Case Example: Merging to Build the Top Line  
A $2 billion financial services company challenged with integrating a newly-acquired 
division focused on centralizing the pricing function to drive revenue generation. The 
result: The new, integrated business unit was able to generate both a 12% average price 
increase and a 1% increase in sales volume, adding more than $22 million to the bottom 
line.

Fertile Ground for Achieving Desired Results 
Both the pre- and post-merger environments can provide ideal opportunities to explore 
and effectively use pricing management techniques. Prior to any merger, integration 
planning teams should already be running the key diagnostics used to analyze pricing 
management. Typical pricing analyses measure product contribution, sales performance, 
and customer segment performance. A diligent integration analysis should explore the 
impact of the merger on these same elements. This can help reduce the incremental effort 
required for a pricing project during a post-merger integration. 

Three additional reasons also make the post-merger integration environment an effective 
time to consider pricing strategy and execution. 
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and services agreements, and rebate and discount policies) can 
provide the information needed to review each company’s port-
folio and to begin developing and integrating a pricing strategy. 
Physical and virtual “firewalls” are designed to help prevent 
sensitive data and analysis from being shared outside the Clean 
Team.

Data and analysis can be shared freely after Day One of the inte-
gration. The immediate post-close period can then be used to re-
align policy and to implement pricing improvement strategies. 

Pricing analyses performed by Pricing Clean Teams (see Figure 
2) can be used prior to “Integration Day One” to deliver two 
distinct benefits: 

1. Identify a range of immediate pricing and margin improve-
ment opportunities for each company’s existing products and 
customer base;

2. Assist in data-driven decisions about product line rationaliza-
tion, customer retention, discount realignment, compensation 
incentives, and pricing strategy in the new company.

Post-Close
While time in the pre-close phase is spent analyzing data and 
doing high-level planning, policy changes affecting pricing 
should be implemented post-close. These initiatives may include 
changing discounting and promotions policies and processes to 
eliminate inconsistencies across the two firms; or eliminating 
unprofitable or low-value transactions by adjusting the price of 
selected SKUs. Again, the key is to leverage quickly the results 
of pre-close analysis. 

The final key focus of the post-close period should be to put the 
tools and processes in place to ensure ongoing benefits. This 
includes sharing leading practices across companies. A transfor-
mational merger in particular provides an effective opportunity 
to review all processes and improvements. 

Case Example:  
Leveraging Pricing Capabilities
In its acquisition of a smaller competitor, a major high-tech 
manufacturer quickly noticed that the target was able to realize a 
two- to three-point margin advantage on sales of similar products 
through a more disciplined approach to pricing. It was able to 
isolate the processes and capabilities that drove this additional 
value and “cross-pollinate” them across the company. 

Using a Data-Driven Pricing Strategy
Now that we have highlighted the importance of pricing in the 
merger environment, let’s review how to execute the pricing 
strategy when competitors, customers, and even employees are 
caught up in the turmoil brought on by change. The Transactional 
Pricing Assessment will be the engine that can help drive change 
in the Pricing Clean Team environment. These assessments use a 
combined quantitative and qualitative approach to work through 
three basic phases:
• Setting pricing polices and procedures
• Executing pricing actions
• Aligning the business around price

Setting Pricing Policies and Procedures
This process starts with collecting sales data for each company at 
the transaction level. Products and services are bought and sold 

Figure 2: Clean Team Pricing Analyses
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be compared side-by-side on paper; true gaps will only manifest themselves through a 
series of revenue and margin leakage that is visible at the transaction level. 

Executing Pricing Actions 
Should a company expect to lose customers during a merger?  The answer is “yes!”  In 
our experience, the integration winners will be those companies that understand which 
customers they are willing to lose (active pruning) and that proactively get in front of 
those they wish to keep (churn prevention).  The benefit of the analysis at the transaction 
level is that pricing and pocket profitability allow the company to walk into Day One 
with that consolidated list in hand.  For example, the integrated company should be able 
to answer the following questions about its new customers:  Do they buy products from 
both companies, and where were those transactions profitable?  What rebates, discounts, 
and price exceptions were acceptable, and which were unjustified price leakage?  What 
pricing actions have been taken on which products, and did those pricing actions stick in 
the market? 

Imagine walking into Day One with the list of which customers have current product 
portfolios that are accretive and the company wants to keep, which customers will require 
pricing actions to improve their profitability, and which customers are expendable. 

The following pricing analyses can help develop customer, product, and service pricing 
schedules post merger (see Figure 2).

Price Bands – Use price bands to help identify those customers who are paying 
too little for their products and services and, additionally, those customers who 
are paying good margins and are good targets for up-selling and cross-selling. 

Segmentation Analysis – Identify the expected and required spend levels for 
existing or new customer segments to prioritize the appropriate cost-to-serve or 
service levels. 

Price Margin Analysis – Identify those customers targeted for margin 
improvement.  In our experience, these customer transactions   can be made more 
profitable simply not by changing list price, but indirectly through limiting 
excessive rebates, discounts, and promotions. 

Pricing Waterfall – Use this analysis to help determine which pricing 
concessions and hidden costs may cause a product or customer to be 
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at the transaction level; therefore, it is important to assess the 
effectiveness of your current processes there. These transactions 
provide the backbone for analysis on customer sales, product list 
pricing, rebating and discount structure, contract compliance 
and enforcement, purchasing behaviors, as well as segment and 
regional performances.

The qualitative assessment will review the pricing processes, poli-
cies, and procedures to identify potential gaps and opportuni-
ties for improvement. But these policies should not be compared 
side-by-side on paper; true gaps will only manifest themselves 
through revenue and margin leakage that becomes apparent at 
the transaction level.

Executing Pricing Actions
Should a company expect to lose customers during a merger? 
The answer is “yes!” In our experience the integration winners 
will be those companies that understand which customers they 
are willing to lose (active pruning) and proactively get in front of 
those they wish to keep (churn prevention). By analyzing pricing 
and pocket profitability at the transaction level, the company can 
walk into Day One with that consolidated list in hand. 

For example, the integrated company should be able to answer 
the following questions about its new customers: Do they buy 
products from both companies, and where were those transactions 
profitable? What rebates, discounts, and price exceptions were 
acceptable, and which reflected unjustified price leakage? What 
pricing actions have been taken on which products, and did those 
pricing actions stick in the market?

Imagine walking into Day One with the list of which custom-
ers have current product portfolios that are accretive and the 
company wants to keep, which customers will require pricing 
actions to improve their profitability, and which customers are 
expendable.

The following pricing analyses can help develop customer, prod-
uct, and service pricing schedules post merger (see Figure 2). 

Price Bands – Use price bands to help identify those customers 
who pay too little for their products and services; and, addition-
ally, those customers who pay good margins and are prime targets 
for up-selling and cross-selling.

Segmentation Analysis – Identify the expected and required 
spend levels for existing or new customer segments to prioritize 
the appropriate cost-to-serve or service levels.

Price Margin Analysis – Identify those customers targeted for 
margin improvement. In our experience, these customer trans-
actions can most easily be made more profitable by limiting ex-
cessive rebates, discounts, and promotions — not by changing 
list price.

Pricing Waterfall – Use this analysis to help determine which 
pricing concessions and hidden costs may cause a product or 
customer to be unprofitable. For instance, the waterfall will in-
dicate if the volume discounting structure is too steep. With the 
cross-company comparison, the better discount structure should 
be adopted.

Aligning the Business with Price
That which is important should be measured and reported. One 
of the most effective ways to get leadership to capitalize on pricing 
opportunities is to develop the pricing reports based on the above 
analyses. These reports, prepared in advance of Day One, can be 
shared and released to marketing, sales, and product managers. 
They can serve as the basis for developing new product pricing 
and margin targets across the entire product portfolio. 

Having each function within the company — finance, market-
ing, sales, and operations — utilize the same margin and pricing 
reports can help guide common actions and prioritizations. In 
fact, using the pricing analysis to compensate sales that improve 
the business’s operating margins can help improve the overall 
profitability of the newly integrated company.

Conclusion: Put Pricing on the  
Integration Front Burner
While managers often put revenue synergies on the backburner 
when prioritizing integration projects, the benefits of including 
pricing sooner rather than later can often be too significant to 
ignore. Further, by leveraging Pricing Clean Teams to drive their 
analyses, companies can help: realize much of the value in the 
first 12 months of the integration, buoy the confidence of Wall 
Street analysts and investors alike, and positively impact another 
key price — that of the company stock.




