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A Software Pricing Primer

In every price negotiation inevitably 
someone asks: “How much?” The 
natural tendency (especially among 
sales people) is to give an answer 

like: “$14,239 plus tax...” 
 
We feel the correct answer is: “It de-
pends.” Mostly, it depends on your prod-
uct, your business strategy, your com-
petitors, your people. It depends on a 
number of variables — many of which 
are under your company’s control. 
 
For example, here are some factors prod-
uct price may depend on:
• When the product is delivered 
• How fast it is installed and working 
• How much training and support is 

wanted/needed 
• How senior and skilled the people in-

volved are
• The payment terms and timing 

Price is always negotiable — sometimes 
within very wide ranges and sometimes 
not. 

If you want to obtain the highest price 
possible from a customer, you must un-
derstand in detail what that customer 
considers valuable. Then it is up to mar-
keting and sales to make the case for this 
value when making their pitch to pro-
spective buyers.

Keep Pricing in Perspective 
Prices are easy to cut and hard to raise. 
Yet price is often the first thing compa-
nies look at when they try to maintain 
their competitive position. 

We feel that correct pricing requires:
• Focusing on the customers and how 

they use the product 
• Accelerating and increasing cash flow 

Our advice to vendors is simple: Con-
sider using the many different tools 
available to improve cash flow before 
you manipulate pricing. 

For example, if you think you need to 
raise prices to cover increased costs, try 
cutting costs first. If you can’t cut sales 
costs, try to shorten the sales cycle to 
lower the cost per sale. Or, perhaps you 
can increase quality or improve a cus-
tomer’s perception of your product value.

Pricing Strategies to Follow
Here are some pricing strategies you can 
employ when selling your software prod-
ucts and technical services:

t When the product is delivered:
• Premium prices for weekend deliv-

ery 
• Expediting charges for next day de-

livery 
• Discounted fees for two-week deliv-

ery 

t To install it: 
• No extra charge for scheduled instal-

lation during business hours 
• Premium pricing for 24-hour turn-

around time 

t To provide requested training and 
support:
• Premium prices for on-site train-

ing including a “train the trainer” 
course 

• Standard prices for attending sched-
uled public training courses 

t When senior and skilled people are 
used:

• Different rates for senior technical 
consultants 

• Premium rates for 24-hour, seven-
day service provided by engineers 

• Discounted rates for certified service 
technicians 

t For payment terms and timing:
• Financing available 
• Discount for prompt payment 

Most Products Follow 
Common Pricing Strategies 
Even in the software industry, pricing 
strategies fall into one of several catego-
ries. While most companies with mul-
tiple products will use multiple pricing 
strategies, each product has a dominant 
strategy. Here are the common ones:

Cost Based
Vendors price their products based on 
the variable cost of goods. They may 
use rules of thumb like $10 over cost 
or 3X manufacturing cost. Software 
distributors often use this method, 
even though it fails to consider the 
value to the customer. Also, you must 
be a low cost producer to win. (Most 
PC clone and commodity vendors fall 
in this category.) 

“Good Value” 
This strategy works a combination 
of the numerator and denominator 
in the performance/price ratio. Ven-
dors playing this game offer a perfor-
mance premium at a given price point 
(e.g. workstation performance at PC 
prices). They can also offer a choice of 
performance options at different pric-
es (e.g. good, better, best products at 
three different price points). They do 
not cut price to raise the value ratio. 

“Meet the Competition” 
This is often a promotional ploy and 
not a long-term strategy. Many com-
panies have products that are directly 
comparable to each other. Competi-
tors or customers will force these com-
panies to look for ways to give them-
selves a sales advantage. Competitive 
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upgrade and “suite” prices in the PC 
product space are two examples. 

“What the Market Will Bear” 
This was a common strategy for some 
engineering software companies and 
super-minicomputer vendors. You 
don’t see this too often in the comput-
er business anymore. However, com-
panies that are “first with the most” 
may be able to do this until a compet-
itor catches up — or catches on. We 
also know this as a “skim” strategy (as 
in “skimming the cream off the top”). 

Market Penetration 
In this case a seller of-
fers unheard-of-value at 
a price point. In the early 
80’s workstation vendors 
offered $50,000 prod-
ucts that outperformed 
$250,000 minicomputers. 
At a time when worksta-
tion CAD products were 
selling for $50,000 a seat, 
Autodesk priced AutoCAD 
under $3,000. AutoCAD’s 
functionality and perfor-
mance was 50% of work-
station CAD packages. 
This strategy expands a 
market by opening new, 
price sensitive segments. If 
the price is so low another 
entrant cannot make money, this is 
also called pre-emptive pricing. 

Leader vs. Follower 
Many companies have a commanding 
lead in their product category like Or-
acle in databases, Microsoft in PC op-
erating systems, Novell in LANs, and 
Sun Microsystems in workstations. 
In any product segment, each direct 
competitor will be compared with the 
leader. Many times, these competitors 
have to follow what the leader does in 
pricing. IBM used to be a price lead-
er in mainframes. But competitors 
moved in and priced their products 
somewhat below what IBM offered. 
When IBM lost its leadership position 
in the PC industry, prices collapsed. 
(Watch what happens to the PC soft-

ware business as Microsoft abandons 
suggested retail pricing.) 

Non-Price Dimensions  
of Pricing 
Oddly, many software companies still 
think that price is the major factor in the 
decision to license a product. Usually 
price is the determining factor when all 
things are equal. Therefore, your ob-
jective is to make sure things are not 
equal. 

If you want to win, don’t play the game 
on a level playing field. We’re not saying 
you shouldn’t negotiate price or take less 

money. What we are saying is be clever 
and find ways to compete without just 
cutting your price. Here are a few ways 
to do this:

Credit terms 
Offer different credit limits for fol-
low-on orders. Offer trade-in or up-
grade credits for staying with your 
products (or switching from a com-
petitor’s).

Discount 
Volume discounts are standard. Make 
sure these are “pay-as-you-go” with 
credits applied when higher discount 
levels are earned. 

Time 
You can offer discounts for speedy 
payments or seasonal discounts to off-

set lulls in the business. Don’t forget 
about using limited time offers and 
pre-publication pricing. 

Customer type/status 
Volume discounts separate the high 
volume users from others. You can 
also differentiate by long-time cus-
tomer, frequency of purchase (fre-
quent buyer programs), or region. Be 
careful not to offer different terms 
to customers that are essentially the 
same. 

Service 
Services are often a no charge add-on. 

In effect this is the same as 
giving a discount equal to the 
amount of the services. You 
can peg the amount, duration, 
or type of service according to 
the type of customer and the 
time you deliver the service. 

Payment form 
Nothing says you have to take 
all cash and all at one time. 
Spread payments are useful to 
smooth out a customer’s cash 
flow. Also you can exchange 
product for services or product 
— providing you need what 
the customer has or have a way 
to convert the bartered item 
into cash. 

As you’ve seen, there are many ways to 
lower the price of a product without 
cutting the price directly. Generally, 
though, make sure your price change 
occurs in such a way that the customer 
perceives the added value. (If you offer 
added services a customer neither wants 
nor needs, then the customer will likely 
not take the deal.) 

Also, make sure the value the customer 
perceives is worth considerably more 
than the cost of delivering the value. 

These materials also appear in a report 
prepared by the firm entitled: “A Vendor’s 
Guide to Software Pricing and Licensing 
for Client/Server and Networked Applica-
tions.”




