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9 tips for pricing software in 2009

In addition to avoiding pricing wars, 
software companies today need to be 
flexible in their pricing models to give 
both their salespeople and their cus-
tomers options that will fit their needs 
in this difficult market. This article 
gives nine practical tips for pricing 
software in 2009 that analyze both 
product offerings and pricing struc-
tures as well as sales strategies, value 
propositions and delivery methods. 
Frank Bilstein (frank.bilstein@ 
simon-kucher.com) is an Executive 
Director with Simon-Kutcher & 
Partners. Drew Conrad (andrew 
.conrad@simon-kucher.com) is a 
partner in the firm’s San Francisco 
office.
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Case Study Series: Why CPP?

PPS Happenings 1984-2009, Celebrating 25 years

Upcoming Events
t	Certified Pricing Professional — Virtual Online Courses in June: 

1. Core Pricing Skills — Stephan Butscher & Mark Billige — June 3-4, 
2009.

2. How to Achieve Pricing Excellence — Jim Saunders & Avy Punwasee 
— June 10-11, 2009.

3. Pricing Management to Value Management — Brian Sharp & Kevin 
Lemke — June 10-11, 2009.

Read more about current and upcoming online courses by clicking here.
 
t CPP Courses — Recorded Versions Available Now: 

4. Avoid the Commodity Trap: Pricing Services in a Recession — Reed 
Holden.

5. The Psychology of Buying at Higher Prices — Scott Sorrell.
6. Bundling’s Impact on Profits — Tim Smith.
7. Implementing Price Changes in Competitive Markets — Richard 

Lancioni.
8. Pricing During Turbulent Times — Paul Hunt.
Read more about PPS on-demand recorded courses by clicking here.

For the most up-to-date information about other PPS events and programs, 
please visit our website at www.pricingsociety.com frequently.
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In the current economic crisis, mas-
sive discounting of software is 
bound to happen, just as it did in 
2001-2003. You are unlikely to 

have much success reining in your sales-
people. They are simply not used to be-
ing controlled. But that doesn’t mean 
pricing professionals should sit out the 
crisis. Here are 9 pricing tips for 2009:

1. Do not overreact to 
reports of your competitors’ 
discounting 
In most cases, your competitors have just 

as little control over their salespeople as 
you do. So do not assume that heavy dis-
counting by competitors is a declaration 
of war. Fight any attempts to plan and ex-
ecute across-the-board retaliation. 

Almost all our software clients blame 
competitors for price aggression. They 
are in a state of denial. “We are ratio-
nal and profit-oriented,” they inevitably 
tell us. “Our competitors are to blame.” 
“Barbarians.” “Guerillas.” “Ankle-bit-
ers.” “*!@#&**!” We have heard it all. 
It would be funny if price wars were not 

http://www.pricingsociety.com/Page/5764/2009_Online_Pricing_Workshops.aspx
http://www.pricingsociety.com/Page/6077/Online_Recorded_Pricing_Workshops.aspx
http://www.pricingsociety.com
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so damaging to the health of the entire 
industry.

2. Unbundle your solution to 
offer a low price entry point  
Many potential customers have seen 
their IT budgets slashed and burned. 
Small to medium-sized businesses 
(SMBs) are struggling to gain access 
to capital. In this environment, SAP’s 
recent move to unbundle its Business 
Suite makes perfect sense. SAP has 
created pre-packaged, industry-specific 
bundles that have logical groupings, 
making it easier and quicker 
for SMBs to understand, 
install, and deploy them. SAP 
is also developing role-based 
user experiences, with specific 
set of features for specific 
types of users.

Create stripped-down ver-
sions of your solutions, with 
a clear upgrade path. This 
will give your salespeople the 
opportunity to force tradeoffs 
on customers and should help 
stem some of the rampant 
discounting of full-featured 
solutions.

3. Clean up your 
price lists 
The typical software pricing 
list is full of legacy incon-
sistencies and deficiencies. 
If your list prices have any 
meaning, it makes sense to overhaul 
the most important dimensions. 

When it comes to maintenance, for ex-
ample: Are your maintenance fees lower 
than industry norms? Do you increase 
maintenance fees for discontinued ver-
sions of your software? Do you include 
one year of free maintenance in the li-
cense fee, so that subsequent years of 
maintenance are tied to a higher base? 
Do you exclude important upgrades 
from the maintenance charge?

When it comes to services: Do you 
charge support fees per minute, once the 
support time per ticket exceeds a certain 
amount? Do you charge different hourly 

rates for different kinds of services — i.e., 
a higher rate for customization services 
than for installation / integration services 
or domain expertise like training?

When was the last time you really 
looked at bundled discounts? Activation 
fees? Renewal fees? Price tiers? Etc.

4. Revisit your international 
price uplifts and downlifts
Customer willingness-to-pay for your 
software is likely to be eerily similar 
across regions, unless certain regions 

have exceptionally strong local competi-
tors that drive down price levels. We dis-
covered this while working for US and 
European software companies. The US 
firms typically impose an uplift on the 
European prices. The European firms 
typically impose an uplift on the US 
prices. Look for opportunities to raise 
prices and capture full willingness-to-
pay, plus opportunities to simplify man-
agement of international prices.

Many of our software clients are now 
seeking help managing international 
prices in the face of currency fluctua-
tions. Frequent updates to regional prices 
are damaging to their business, yet they 
do not want too much currency exposure. 

Besides foreign exchange hedging, it often 
makes sense to define a currency corridor. 
You would only adjust local prices if they 
— when converted back into your base 
currency — moved outside of the corridor 
(+/- x%). When determining the optimal 
width of the currency corridor, you might 
want to consider such factors as: the de-
gree of price contamination across regions 
at different widths; the degree to which 
regional prices — when converted back 
into your base currency — reflect differ-
ences in customer willingness-to-pay and 
competitive dynamics across regions; the 

total amount of exposure to 
currency fluctuations (before 
/ after forward contracting), 
etc.

5. Simplify and 
speed up your 
quoting process 
Some software firms use an 
excessive number of pric-
ing drivers, and therefore 
ask prospective customers 
a painful number of ques-
tions, before generating a 
quote. Perhaps it takes your 
firm 5 days or even 10 days 
to generate a quote, and the 
process directly impacts your 
win rate. 

 “Voice of customer” feed-
back showed that a certain 
firm lost an unacceptable 
number of bids because 

their quotes took too long and were too 
complicated to understand. Further-
more, the quoting process was so com-
plicated that it could not be automated. 
The firm required a large staff to manu-
ally plug answers into Excel spreadsheets, 
resulting in frequent errors, inconsistent 
quoting to the channel, and significant 
personnel costs.

By moving those questions that did not 
have a big impact on price back to the 
configuration stage (after the quoting 
process), the number of pricing drivers 
and the time to quote were reduced by 
more than 50%. The new process was 
simple enough to allow for automated 
quoting, resulting in lower staff costs 

When was the last time you really 
looked at bundled discounts? Activation 
fees? Renewal fees? Price tiers? Etc.
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and more pricing consistency.

6. Offer multiple  
pricing models 
The traditional software pricing model 
— perpetual license plus maintenance 
— has been declared dead many times 
by now, but it is still alive and kick-
ing. Why? Because the key Independent 
Software Vendors (ISVs) hold on to it 
and are not foolish enough to throw it 
out the window. And because many soft-
ware customers themselves still prefer to 
fully invest and own upfront. In multiple 
research studies, customers state a prefer-
ence for subscription models; but when 
they are forced to make real tradeoffs 
(e.g., card sort conjoint measurement), 
perpetual license prevails.

SaaS / cloud computing models are re-
ceiving a lot of hype and steadily grow-
ing, but it should never become your 
exclusive deployment model, since it re-
mains unacceptable to a sizeable portion 
of the market. Even many small custom-
ers have substantial concerns about SaaS 
that can not be shaken: concerns about 
security, integration, application perfor-
mance, lack of customization, etc.

The best strategy is to offer multiple 
pricing models and use these models to 
force tradeoffs on customers. When cus-
tomers press for discounts on perpetual 
license, point them to subscription and 
SaaS models but point out the drawbacks 
too. Many software firms now successful-
ly offer multiple models in parallel: Oracle 
offers many of its software products “on 
demand” and touts itself as the leader in 
this pricing model, with 4.5 million end 
users on demand. In e-mail / web secu-
rity, companies like Cisco and ClearSwift 
offer both appliances as well as hosted ser-
vices. Sage, the UK-based leader in ERP 
and CRM for SMBs, offers both perpetu-
al and subscription pricing models.

7. Use pricing metrics that 
are clearly tied to value 
Software firms have become very creative 
with pricing metrics. Be careful. You have 
a lot less flexibility than you think. Often 
the more innovative the metric, the less 
it is tied to the actual value of the soft-

ware, and the more difficult it is to sell. 

Many customers will fight you if you im-
plement a usage-based model and custom-
ers can not easily forecast usage during a 
period. Customers like predictability; they 
want to budget for total spend. You may 
want to use an adaptive flat rate pricing 
model (i.e., flat rate for the initial period, 
based on expected usage, and adjusted pe-
riodically based on actual prior usage) so 
that you do not deliver any surprises. 

Make sure you even have the systems to ex-
ecute new metrics. You may not be able to 
easily measure them and monitor compli-
ance, or you may simply not have the sys-
tems to bill customers using these metrics. 

Use a set of criteria to evaluate alterna-
tive pricing metrics. Most importantly, 
you should select metrics that tie to per-
ceived value delivered to customer. This 
means metrics that correlate customer 
spend with level of usage, correlate cus-
tomer spend with size of impact on cus-
tomer economics (i.e., reduction in costs, 
additional revenues), tie customer spend 
to improvements in customer’s key per-
formance indicators (i.e., the metrics 
customers use to track their own per-
formance), make it easier for customers 
to understand the value of the product, 
etc. Other key criteria may include: scale 
with the customer over time, differen-
tiate pricing between segments, align 
revenue with cost and risk, synchronize 
payment with consumption, bypass psy-
chological price thresholds…

8. Implement price-based 
incentives like peer pricing 
As written earlier, salespeople will strong-
ly resist the attempts of pricing profes-
sionals to exert control over discounting 

during the crisis. However, price-based in-
centives may have some impact on behav-
ior. One way to encourage price defense 
is to institute peer pricing schemes. In 
this case, assign salespeople to tiers based 
on how they price relative to their peers. 
The 20% of salespeople who perform 
better than the remaining 80% receive a 
bonus. Those in the bottom 20% may be 
penalized. Note that salespeople are not 
simply coin-operated machines. They are 
highly competitive, and appeals to their 
pride can be highly effective. Sometimes 
it can be enough to simply provide all 
salespeople with visibility into their price 
performance versus peers.

9. Give salespeople the tools 
and confidence to sell value
Create a spreadsheet model for estimat-
ing the economic value created for your 
customers. How do your software solu-
tions help your customers make more 
money? To what extent do they reduce 
labor expense, churn, time-to-market, 
inventories…? To what degree do they 
help customers increase their own pric-
ing by improving service quality, devel-
oping more innovative products…? 

Build assumptions into your model and 
quantify the impact. Calculate the TCO 
and ROI for customers. Make sure you put 
competitive alternatives in there too. How 
much more money will customers make 
with your solution than with alternatives? 

We recently built such a model for an 
innovative fraud-detection software so-
lution sold to banks. The model incor-
porated labor cost savings and fraud cost 
savings for bank customers, as well as the 
expected improvement in consumer re-
tention and spending from having safer 
debit cards. 

We made the model flexible, so sales-
people could correct and customize the 
assumptions for individual customers as 
part of their selling process. Even after 
these changes to the inputs, the model 
showed our client generated consider-
able value for its customers. The tool gave 
salespeople the confidence they needed to 
sell on value and defend prices.

Build assumptions into 
your model and quantify 
the impact. Calculate 
the TCO and ROI for 
customers. 




