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Companies often ask for help in 
setting new prices so they can 
increase revenues. Often these 
requests concern new product 

pricing (and come very late in the launch 
cycle). 

Unfortunately, new products do not have 
an immediate impact on revenues since 
it takes a while before they become a 
significant fraction of sales. Even mas-
sive price changes to existing products 
can take six to nine months before they 
affect revenues as the new prices flow 
through the sales pipeline.

However, there is a way to affect rev-
enues very quickly through what we call 
the Discount Containment Method™.

An Immediate  
Boost in Revenues
For many firms large deal discounts rep-
resent a source of untapped revenue. To 
be sure, firms will always negotiate dis-
counts to get orders from big accounts. 
However, much more money can flow to 
companies if deals are structured and ne-
gotiated properly, and discount schedules 
are more carefully constructed. 

In many cases, one-third to one-half of 
the negotiated discount can be recov-
ered and converted into revenue. Any 
money recovered from these discounts 
increases the top line, of course, and 
drops directly to the pre-tax line of the 
P and L, increasing profitability rates 
by �0 percent or more.

For example, an analysis showed that 
one technical software company would 
increase its earnings per share by $0.02 
for every 1% decrease in large deal dis-
counts. Yet, this firm was letting its 
sales force give up $0.10 or $0.20 per 
share in order to do business with its 
large customers. 

How Profits Slip Away  
During Negotiations
Profitability often suffers during “Big 
Deal” negotiations. The process looks 
like this:

• The sales rep presents an initial proposal; 
the customer wants a better price.

• The rep re-configures deliverables and 
recalculates prices. He then submits a 
final version of the proposal.

• The customer con-
siders the revised of-
fer which includes:

• A list of products; 

• The price of prod-
ucts net of standard 
volume discounts.

• Negotiations begin 
to settle on the final 
price. (Typically, the 
customer does this 
more often than the 
sales rep putting the 
latter at a great dis-
advantage.) 

At some point, the 
customer demands the 

rep “do better” before agreeing to sign 
the contract. The rep closes the deal by:

1. “Throwing in” more product, but keep-
ing price the same;

2. Giving the customer more discount for 
the same product deliverables; or

3. “Throwing in” more product and giving 
up more discount; 

The results: the customer gets a better 
price; the rep gets his commission; the 
company loses margin.

How Management Can Avoid 
Losing Margin Unnecessarily 
While every company knows the in-
voiced amount of the deal, in an infor-
mal survey of more than 100 software 
sales and marketing executives, less 
than one-third said their firms tracked 
the spread between invoiced amount 
and the amount net of standard dis-
counts. This is important to track if the 
sales reps are giving up additional prod-
uct or discounts—sometimes both—to 
make a sale. 
 

Many companies experience 
unnecessary revenue loss through 
the mismanagement of discounts by 
their sales reps during negotiations 
with clients. Using the software 
industry as an example, this article 
explores steps firms can take to regain 
control of the discounting process. 
The author, Jim Geisman, is the 
president of MarketShare, Inc., 
which consults to firms marketing 
computer software and hardware, 
along with related services. For more 
information, you can contact Jim at: 
info@softwarepricing.com.

Manage Negotiated Discounts More Effectively

At some point, the customer 
demands the rep “do better” before 
agreeing to sign the contract.
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Companies that track this spread—or 
“give ups” (as in how much the sales 
rep “gives up” to make the deal)—will 
know how much money was left on the 
table and how much revenue can be re-
covered. By tracking “give-ups,” man-
agement can answer the following ques-
tions:

• How do the amounts vary 
across deals of similar size? 
Of similar product con-
tent? For similar custom-
ers?

• Why is there a variance in 
the amount of “give up” 
for different divisions of 
corporate accounts? Why 
do some sales reps give up 
less than others?

• How much does the com-
pany “give up” to get cus-
tomers to take delivery 
sooner? And, how much 
should the firm “give up” 
as it approaches the end of 
the quarter or fiscal year?

• Are the negotiated dis-
counts large relative to 
standard corporate dis-
counts or standard vol-
ume discounts? Should 
the company’s standard 
discounts be changed?

• By how much would the firm’s market 
capitalization change if it could recap-
ture 5% of the negotiated discounts?

With this information, sales management 
can choose various courses of action:

• Train certain sales reps to negotiate 

more carefully;

• Provide added managerial support to 
reps involved with specific accounts;

• Consider changes to sales incentives 
programs pertaining to discounts. 

The amount of Discount Containment 
and revenue management can be applied 
flexibly—either to specific accounts and 
reps—or all the way out to across the 
board implementation. 

The Bottom Line
Decreasing negotiated discounts can 
significantly affect profitability rates 
and stock valuation. (It should be not-

ed that these financial benefits do not 
have to be one-time events.) By judi-
ciously controlling and managing the 
negotiated discount amounts, manage-
ment can more finely control its rev-
enue and profitability. Here are two 
examples:

Situation: A development 
program is running over 
budget in a quarter, or has 
one-time costs associated 
with an acquisition.

Response: Decrease negoti-
ated discounts in three new 
accounts and one existing ac-
count in the same quarter to 
offset these expenses. 

Situation: A large order comes 
in sooner than expected.

Response: Increase the negoti-
ated discount on selected ac-
counts to provide added in-
centives and to close the deal 
so sales will exceed plan next 
quarter (or as insurance against 
a large deal slipping by a quar-
ter.)

By managing negotiated dis-
counts, senior management 
can more precisely control 
company revenue and prof-

itability. The financial performance will 
become more predictable which leads, in 
the case of public companies, to increased 
earnings and stock prices.

For privately held firms the benefits are 
even greater as the bulk of the increased 
valuation flows to a limited number of 
shareholders.




