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Figure 1

Optimize Profitability Through  
Discount Management

How do your company’s actual trans-
actional performance and profitability 
compare to your published or internal 
list price schedule? Is your sales force 
adhering to price lists or providing 
customers with unauthorized dis-
counts? This article illustrates through 
an actual case history how an Interac-
tive Discount Optimization Tool can 
answer key pricing questions and yield 
improved profitability by providing in-
stant analysis of various combinations 
of discounts and unit volume break-
points. Dick Sobel is Managing Di-
rector at The Pricing Analytic Group. 
He can be reached at richard.sobel@
pricing-analytic.com. Ralph Zuponcic 
is President of PricePoint Partners. He 
can be reached at rzuponcic@price-
pointpartners.com.

CONTINUED ON NEXT PAGE �

A Tool for Managing Discounts, Breakpoints and Margin 

Many businesses develop list 
price and discount sched-
ules to optimize sales and 
profitability. Customers, 

markets, segments, sales channels, prod-
ucts and value propositions generally de-
termine the list price targets, breakpoints 
and discounts. 

Discounts are applied to incremental or 
unit volume breakpoint purchases, de-
pendent on the overall business environ-
ment and competitive climate. 

This article will illustrate through an ac-
tual case history how an Interactive Dis-
count Optimization Tool can answer the 
following questions and yield improved 
profitability.

• How do your company’s actual trans-
actional performance and profitability 
compare to your published or internal 
list price schedule?

• Has your pricing become one of “by 
exception” or ad hoc relative to your 
pricing schedules?

• Can your business realize improved 
margins from real time interactive 
“what if” scenarios, with changes in 
volume breakpoints and discounts as-
sociated with rigorous segmentation?

The following case history features an 
Interactive Discount Optimization Tool 
that helped a manufacturer realize mar-
gin improvements higher than 5% re-
turn on sales (ROS).

Case History
A manufacturer with over 1,400 custom-
ers and 600 SKUs was updating their 
existing enterprise system and looking to 
simplify their discount and breakpoint 
price lists. They also wanted to iden-
tify optimal price points – the points at 
which they would maximize profitability 
and minimize ad hoc pricing actions.

An Interactive Discount Optimization 
Tool was developed to measure changes 
in profitability and discount effectiveness 
by examining:

• Current financial performance against 
published dis-
count schedules

• Profitability 
impact due to 
changes in unit 
quantity break-
points

• Gross margin 
dollar impact 

due to changes in discount schedules

• Profitability impact when analyzing 
by product, market or segment

The manufacturer’s assumption was that 
prices paid by their customers were not 
adhering to existing pricing policies. 
However, they were surprised to discover 
that their sales dollars were 11% lower 
than expected, resulting in an 11% drop 
in gross margin dollars (unit volume and 
cost constant).  

The expected overall cumulative dis-
count based on the existing pricing pol-
icy was 17.9% from list, but the actual 
discount awarded to the customer was 
27.4% from list (see figure 1). This 9.5% 
discount difference was lost price due to 
ad hoc, sales force and field initiated dis-
counting practices.

In addition to the published discount 
schedule, customers were receiving dis-
counts beyond the unit volume break-
point guidelines. For example: If no 
discount is given for a purchase of 1 - 9 
units, and the next breakpoint of 10 - 29 
units allows a 20% discount, then a cus-
tomer should expect to receive discounts 
according to that schedule. In this case 
history, however, customers were receiv-
ing the 20% discount for purchases less 
than 10 units and, in some cases, not 
receiving discounts for purchases greater 
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An Interactive Discount Optimization Tool was developed to measure changes in 
profitability and discount effectiveness by examining: 

 Current financial performance against published discount schedules 
 Profitability impact due to changes in unit quantity breakpoints 
 Gross margin dollar impact due to changes in discount schedules 
 Profitability impact when analyzing by product, market or segment 

The manufacturer's assumption was that prices paid by their customers were not 
adhering to existing pricing policies. However, they were surprised to discover that their 
sales dollars were 11% lower than expected, resulting in an 11% drop in gross margin 
dollars (unit volume and cost constant).   

The expected overall cumulative discount based on the existing pricing policy was 
17.9% from list, but the actual discount awarded to the customer was 27.4% from list 
(see figure 1). This 9.5% discount difference was lost price due to ad hoc, sales force 
and field initiated discounting practices. 

Figure 1: 

 

 

In addition to the published discount schedule, customers were receiving discounts 
beyond the unit volume breakpoint guidelines. For example: If no discount is given for a 
purchase of 1 - 9 units, and the next breakpoint of 10 - 29 units allows a 20% discount, 
then a customer should expect to receive discounts according to that schedule. In this 
case history, however, customers were receiving the 20% discount for purchases less 
than 10 units and, in some cases, not receiving discounts for purchases greater than 9 
units. 

Analysis of the manufacturer's database revealed some high-volume customers’ 
receiving discounts almost double the published rates. These customers were removed 
from impact totals since they had received special volume discounts. The manufacturer 
will review these customers’ rates on a case-by-case basis to determine if the added 
discounting is warranted and should be continued. 

Current Published Change
Sales Schedule Impact

Total Sales($000) $8,876 $9,678 $802
$GM $7,417 $8,219 $802
%GM 83.6% 85.0% 1.4%
Avg. Discount 27.4% 17.9% -9.5%
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Figure 2

The Interactive Discount Optimization Tool enables 
the user to change breakpoints and discounts in both 
box A and B in any combination and add additional 
breakpoints and discounts if necessary with immediate 
impact results.

than 9 units.

Analysis of the manu-
facturer’s database 
revealed some high-
volume customers’ 
receiving discounts 
almost double the pub-
lished rates. These cus-
tomers were removed 
from impact totals since 
they had received spe-
cial volume discounts. 

The manufacturer will 
review these customers’ 
rates on a case-by-case 
basis to determine if the 
added discounting is 
warranted and should 
be continued.

On the other hand, 
some customers were 
receiving a discount that was lower than 
the published rates. Although included 
in the impact totals, these customers 
provide incremental margin opportunity 
when new discount schedules are devel-
oped.

Optimization Tool

The Interactive Discount Optimization 
Tool developed for this company en-
abled interactive “what if” analyses of 
the manufacturer’s transactional data-
base. The database included customer 

information, line item unit shipments, 
material cost, gross margin, price, to-
tal sales and other segmentation data to 
make more granular analysis possible. In 
addition, list prices were included by line 
item obtained from existing price lists 

and invoices.

This tool includes a dashboard for cur-
rent performance, data entry, results and 
overall margin impact on the business 
(see figure 2).

The manufacturer has two major prod-
uct categories (A and B), with different 
quantity breakpoints and different dis-
count schedules. The combined results 
are shown in box C. The complete data-
base for each product category resides in 
a separate worksheet.

The Interactive Discount Optimization 
Tool enables the user to change break-
points and discounts in both box A and 
B in any combination and add additional 
breakpoints and discounts if necessary 
with immediate impact results. All sup-

porting databases are updated simultane-
ously. 

In figure 3, the discount and breakpoints 
are based on the major product lines 
within specific industries or markets. 
As before, changing breakpoints and 
discounts for various product lines and 
markets produces an immediate impact 
result for margin gain or loss, changes in 
gross margin dollars, gross market per-
cent and aggregate discount from list. As 
before, all supporting databases are up-
dated simultaneously.

Figure 4 plots total sales (left axis) with 
the gross margin opportunity ($GM 
OP, right axis). Data for chart in figure 
4 is obtained from Figure 2.

The “Current” bar represents current 
sales and the overall aggregate discount 
of 27.4% from list using actual sales.

The “Schedule” bar is the published list 
price schedule, breakpoints and dis-

counts.

The “$GM @List” bar represents pricing 
all transactions at list price.

CONTINUED ON NEXT PAGE �
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On the other hand, some customers were receiving a discount that was lower than the 
published rates. Although included in the impact totals, these customers provide 
incremental margin opportunity when new discount schedules are developed. 

Optimization Tool 

The Interactive Discount Optimization Tool developed for this company enabled 
interactive "what if" analyses of the manufacturer's transactional database. The 
database included customer information, line item unit shipments, material cost, gross 
margin, price, total sales and other segmentation data to make more granular analysis 
possible. In addition, list prices were included by line item obtained from existing price 
lists and invoices. 

This tool includes a dashboard for current performance, data entry, results and overall 
margin impact on the business. 

Figure 2: 

 

  

 

The manufacturer has two major product categories (A and B), with different quantity 
breakpoints and different discount schedules. The combined results are shown in box 
C. The complete database for each product category resides in a separate worksheet. 

Combined Results
Current Change Impact

Total Sales ($000) $8,876 $9,679 $803
$GM $7,417 $8,220 $803
%GM 83.6% 84.9% 1.4%
Avg. Discount 27.4% 17.9% -9.5%

A B 

C 
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The graph illustrates that, if the pub-
lished discount scheduled were in force, 
there would be an $800,000 ($0.8M) 
improvement in gross margin dollars. 
Note that the maximum gain – that is, 
selling every product at list – would be 
$2.4M.

Depending on whether the tool is look-
ing at transactions, markets or products 
will determine the overall gross margin 
improvement. In practicality, the range 
of improvement in this case history is 
from $0 - $0.8M, or approximately 9% 
maximum of sales.

This tool can be optimized to block 
transactions of large customers who re-
ceive special discounts exceeding the 
published policy. The same can be said 
for those customers receiving a lower dis-
count than the published list.

It is up to the user to look at overall busi-
ness conditions, market and competitive 
conditions before deciding on a reason-

able mix of breakpoints and discounts.

Execution:
A key aspect of improving margins 
through discount schedule management 
lies in the discipline and policies of the 
execution team members. 

Users need to adhere to the existing pric-
ing policy as an essential element for 
producing price realization going for-
ward. If the policy is flawed or outdated, 
it should be reviewed and modified by 
the stakeholders.

Managing exceptions and ad hoc pricing 
actions are required via limits of dis-
count authority guidelines. These actions 
are required to prevent margin leakage 
as a result of unauthorized discounting 
on a deal level basis. Limits of discount 
authority include sales channels, sales 
management, marketing and general 
management.

Educating the sales team in pricing exe-

cution at the point of sale and their stake 
in improving a company’s profitability 
should be a business imperative. “The 
Power of 1%” shows that a 1% improve-
ment in price realization results in a 10% 
improvement in operating profit dol-
lars for companies with a 10% operat-
ing profit. These gains grow dramatically 
for businesses that operate at lower profit 
percentages. 

Summary:
• Utilizing an Interactive Optimization 

Discount Tool provides instant analy-
sis of various combinations of dis-
counts and unit volume breakpoints. 

• Changes in discount and breakpoint 
schedules can be segmented by prod-
uct, market, transactions and custom-
ers.

• Margin improvement can exceed 5% 
of sales. 
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The Interactive Discount Optimization Tool enables the user to change breakpoints and 
discounts in both box A and B in any combination and add additional breakpoints and 
discounts if necessary with immediate impact results. All supporting databases are 
updated simultaneously.  

 

Figure 3: 

  

  

In figure 3, the discount and breakpoints are based on the major product lines within 
specific industries or markets. As before, changing breakpoints and discounts for 
various product lines and markets produces an immediate impact result for margin gain 
or loss, changes in gross margin dollars, gross market percent and aggregate discount 
from list. As before, all supporting databases are updated simultaneously. 

 

 

 

 

 

MSK Results Base Results
Current Change Impact Current Change Impact

Total Sales ($000) $5,489 $5,820 $331 Total Sales ($000) $3,387 $3,579 $192
$GM $4,714 $5,045 $331 $GM $2,702 $2,895 $192
%GM 85.9% 86.8% 0.9% %GM 79.8% 80.9% 1.1%
Avg. Discount 29.7% 25.5% -4.2% Avg. Discount 23.7% 19.4% -4.3%

  Chemicals Health Care Chemicals Health Care

Breakpoints Discount Breakpoints Discount Breakpoints Discount Breakpoints Discount

1 0.0% 1 0.0% 1 0.0% 1 0.0%
9 0.0% 49 0.0% 9 0.0% 49 0.0%
10 15.0% 50 15.0% 10 20.0% 50 20.0%
49 15.0% 100 15.0% 49 20.0% 100 20.0%
50 20.0% 101 20.0% 50 33.0% 101 33.0%

100 20.0% 500 20.0% 100 33.0% 500 33.0%
101 25.0% 501 25.0% 101 35.0% 501 35.0%

Combined Results
Current Change Impact

Total Sales ($000) $8,876 $9,399 $523
$GM $7,417 $7,940 $523
%GM 83.6% 84.5% 0.9%
Avg. Discount 27.4% 23.2% -4.2%

Figure 3
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Figure 4: 

 

 

Figure 4 plots total sales (left axis) with the gross margin opportunity ($GM OP, right 
axis). Data for chart in figure 4 is obtained from Figure 2. 

The "Current" bar represents current sales and the overall aggregate discount of 27.4% 
from list using actual sales. 
 
The "Schedule" bar is the published list price schedule, breakpoints and discounts. 
 
The "$GM @List" bar represents pricing all transactions at list price. 
 
The graph illustrates that, if the published discount scheduled were in force, there would 
be an $800,000 ($0.8M) improvement in gross margin dollars. Note that the maximum 
gain – that is, selling every product at list – would be $2.4M. 
 
Depending on whether the tool is looking at transactions, markets or products will 
determine the overall gross margin improvement. In practicality, the range of 
improvement in this case history is from $0 - $0.8M, or approximately 9% maximum of 
sales. 
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Figure 4• The key variable in implementing any 
discount structure is adherence to the 
model at the point of execution (sales), 
to maximize margin improvement.

• Exceptions to a discount structure for 
large accounts are a major source of 
margin leakage.

• Changing the discount structure will 
likely result in a margin loss for some 
accounts. These should be managed as 
exceptions and maintain the current 
structure.
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