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Latest Pricing Lessons from the Software Sector

How Price-Per-Application 
Can Lead to Mutual Self-
Destruction

Selling software as a service and 
pricing it on a per-application 
basis has become the vogue for 
many good reasons. Yet, oc-

casionally, it serves neither buyer nor 
seller. In fact, it can lead to mutual self-
destruction. Sometimes software mer-
chants should transfer reseller rights to 
the direct customer.

In most markets the business case for 
selling software as a service is strong. 
Software requires frequent updates as 
business processes evolve. Critical ap-
plications require back-up and restore 
procedures to ensure reliability and data 
safety. 

The upgrade process is also more eco-
nomically efficient when handled by the 
software service provider rather than IT 
departments and end-users. But in some 
markets, selling software as a service, 
or worse buying it as one, kills the val-
ue chain.

In a few markets software is not the end-
product but rather a component of an 

overall system solution required to de-
liver the full value to an end customer. 
When software is a component within 
a larger, well defined solution, it should 
not be sold as a service; but rather as a 
reseller’s license. 

Where are these markets? In business. 
Companies developing even simple ma-
chinery require software drivers for their 
microprocessors. More complex solu-
tions, such as remote machine opera-
tions, require software to match their 
specific communication protocols and 
machine commands. 

Likewise, robotics assembly line provid-
ers must connect communications, ma-
chines, and operating software to deliver 
a solution. 

In these rare sectors software should be 
sold with reseller’s rights, not on a per-
application basis. Why? A competitive 
analysis using multi-player and multi-
round game theory provides an explana-
tion. 

Reseller’s License
When software is sold with a reseller’s 
license, the software company gives the 
direct customer the right to resell the 
software to any end-customer as long as 
it is one component within a more com-
plex and well-defined solution. The di-
rect customer purchases the code, the 
data models, and the freedom to sell 
installations to end customers without 
any further licensing when incorporated 
within the larger product. 

Future improvements to the software are 
contracted to the original seller, which 
also maintains the right to seek other di-
rect customers for its product. 

Pricing Models
Clearly, pricing software per-application 
and with a reseller’s license are very dif-
ferent. 

Pricing per-application creates a business 
model which ensures future revenues as 

long as the direct customer’s end-solu-
tion uses the software. It requires un-
derstanding the value that the software 
provides to individual applications. Since 
it is software, there are negligible mar-
ginal costs per application, however fu-
ture sales must recoup the initial devel-
opment costs. 

Pricing a reseller’s license creates a busi-
ness model where the future revenues are 
dependent upon uncertain upgrade fees. 
Reseller’s pricing is limited only by the 
potential for the direct customer to de-
velop its own software component or pay 
someone else to do so. The full costs of 
developing the software must be entirely 
recouped in the first sale. 

Model Attractiveness 
Comparison
While a reseller’s license sounds much 
less attractive than a per-application one, 
and even worse when compared to an 
application-service-provider model, it has 
its own positive attributes. 

Even the best software needs upgrades 
as long as the buyer uses it. In fact, the 
greater the usage, the more upgrades will 
be needed. So, it is not as if all future 
revenue is eliminated.

Why would a company seek to sell a 
reseller’s license when it could go for a 
per-application license? Because it en-
sures the future competitiveness of the 
firm’s direct customers. These clients 
will be more apt to return with future 
projects and less likely to look elsewhere 
for a replacement in the future. In other 
words, it avoids potential mutual self-de-
struction and locks-in the seller’s posi-
tion within the value chain. 

Where does mutual destruction come 
from? Your competitors’ value chain, of 
course. 

As a simplistic argument, consider a 
“price-per-application” model to be a tax 
imposed on your direct customers every 
time they seek to sell the solution that 

Tim Smith, PhD, author of Hawks, 
Seagulls, and Mice: Paradigms for 
Systematically Growing Revenue in 
Business Markets examines the soft-
ware sector in these two essays offered 
here from The Wiglaf Journal. Tim, 
who will lead a workshop at PPS’s 
November 2007 Brussels conference 
titled “Pricing Strategies that Rapid-
ly Change Profitability,” is also chief 
editor of The Journal from which 
these pieces are reprinted with per-
mission. For more information you 
can contact him at: tsmith@wiglaf 
journal.com.
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uses your software to an end customer. 
Taxes should be applied to discourage 
activities, not as a penalty for accom-
plishing the desired goal. 

In a “price for reseller’s license” model, 
you are charging the direct customer for 
the software upfront and simultaneously 
transferring the risk and rewards of suc-
cessfully finding end-customers. As such, 
you are encouraging the direct customer 
to accomplish the stated goal. 

A more complex argument comes from 
analyzing the direct customer’s pricing 
latitude, and realizing that a price-per-
application sale puts him at a significant 
competitive disadvantage.

Symantec’s Non-Price 
Response
Symantec continues to challenge Micro-
soft’s foray into the computer security 
software market through a public rela-
tions campaign, but not by matching 
Microsoft’s lower price. Why? Because 
it’s more profitable.

We can understand the cost to Syman-
tec of a competitive price reduction by 
conducting a profit sensitivity analysis.  
While obtaining the prices for the enter-
prise editions of Symantec’s and Micro-
soft’s security applications is difficult, the 
prices of home and small office editions 
are readily available.  

As such, we can assemble the following 
assumptions and facts about the home 
and small office editions:

• Norton 360 is priced at $69.99 

• Microsoft’s OneCare is priced at 
$49.99 

• As a premise, software has zero or near-
zero marginal cost to reproduce and sell.  
All, or nearly all, costs for security soft-
ware are either sunk or fixed. Thus, the 
per-unit contribution margin for security 
software is at or near 100%.  

With this information we can conduct 
a profit sensitivity analysis to determine 
the required volume changes needed to 

make Symantec a winner if it matches 
Microsoft’s price.  

The analysis reveals that the 29% price 
drop required for Norton 360 to match 
Microsoft’s OneCare price would leave 
Symantec better off only if Norton ac-
quires 41% more volume. 

The most recent data publicly available 
at the time of this writing suggests that 
Symantec has a 62% market share com-
pared to Microsoft’s 1.6% in the U.S. 
consumer security software sector. Thus, 
if Symantec was successful in taking 
away Microsoft’s piece of the pie, it still 
would not gain enough customers to 
offset the price cuts.  In fact, even an 
industry-wide price decrease would not 
expand volume sufficiently to leave the 
firm better off.  

When a Giant  
Is a Weak Opponent
One might argue that Microsoft is a 
long-term threat; and, therefore, Syman-
tec should respond by all possible means 
to fend it off. But while the software 
giant may lead in many fields, its com-
petitive leverage in the computer secu-
rity market is limited to its distribution 
capabilities and tangential brand value 
proposition.  Also, both Symantec and 
MacAfee have the competitive advantage 
in terms of econo-
mies of scale and 
experience.  

Finally, most inde-
pendent computer 
security solutions 
tests indicate that 
Microsoft is at a 
product feature 
and benefit disad-
vantage.  

A competitive 
price response 
analysis (which 
rates the competi-
tion on its strength 
and a price reac-
tion on cost-to-
profitability) re-
veals that the best 

price response from Symantec is to ig-
nore Microsoft. (See Figure 1.)

Winning the PR War
Not responding on price does not mean, 
however, that one should be passive 
altogether. Symantec has other options 
to fight off an unwelcome, new entrant 
to its computer security niche. Price is 
only one of the four classical market-
ing variables. The others are promo-
tion, placement, and product. Of these, 
promotion is the easiest and quickest to 
implement.  

Recently I was contacted by a representa-
tive of Symantec’s PR agency, who cited 
the failure of Microsoft’s OneCare to 
pass third-party antivirus tests, includ-
ing a recent Virus Bulletin. Clearly, Sy-
mantec is turning up the PR volume on 
this issue. From a profit perspective such 
a campaign should cost the company far 
less than a price cut.  

Bottom line, Symantec has chosen to 
attack Microsoft publicly, but not to be 
drawn into a price competition. This 
seems a wise decision … for now. 

Editor’s note: To view the original essay 
with references, please go to www.wiglaf 
journal.com/Articles/2007/07-07-Syman 
tecsNon-PriceResponse.html.

Figure 1

A competitive price response analysis (which rates the competition on its 
strength and a price reaction on cost-to-profitability) reveals that the best price 
response from Symantec is to ignore Microsoft. See Figure 1. 

Winning the Public Relations War 
Not responding on price does not mean, however, that one should be passive 
altogether. Symantec has other options to fight off an unwelcome, new entrant to 
its computer security niche. Price is only one of the four classical marketing 
variables. The others are promotion, placement, and product. Of these, 
promotion is the easiest and quickest to implement. 

Recently I was contacted by a representative of Symantec’s PR agency, who 
cited the failure of Microsoft’s OneCare to pass third-party antivirus tests, 
including a recent Virus Bulletin. Clearly, Symantec is turning up the PR volume 
on this issue. From a profit perspective such a campaign should cost the 
company far less than a price cut.

Bottomline, Symantec has chosen to attack Microsoft publicly, but not to be 
drawn into a price competition. This seems a wise decision…for now.
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