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O
ver the years, private equity 
(PE) firms have mastered 
the art of creating value 
for their portfolio compa-

nies through cost reduction, talent 
upgrades, and financial engineering. 
Moreover, they have built valuable ex-
perience in recognizing patterns that 
allow them to identify and invest in 
the best portfolio targets. In contrast, 
most PE owners do not display the 
same level of fluency or confidence in 
commercial productivity—especially 

in pricing.
Commercial improvements, such 

as those in a company’s pricing, cus-
tomer and product mix, or sales volume 
growth, can create tremendous value 
for both the portfolio company and the 
PE owner. Specifically, when PE firms 
tackle pricing in their portfolio compa-
nies, it typically results in margin ex-
pansion of between 3 and 7 percent 
within one year. Factoring in potential 
pricing improvements can allow PE 
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firms to be more confident in potential up-
sides and differentiate themselves in com-
petitive deals. The direct and rapid mar-
gin expansion from pricing transformation 
creates more value for portfolio companies 
and investors alike during the holding peri-
od. And highlighting a track record of both 
successful pricing improvements and ad-
ditional pricing opportunities can result in 
a higher exit valuation.

To better understand the barriers that 
prevent deal and operating partners from 
using pricing to boost earnings, we recent-
ly surveyed more than 100 senior leaders 
from PE firms and their portfolio compa-
nies across Europe and the United States.

Our findings suggest that while respon-
dents view pricing capabilities as highly 
valuable, they do not effectively build and 
use those capabilities to design and imple-
ment pricing programs. We also found that 
PE firms can maximize value by address-
ing pricing early, but value can be derived 
at almost any point in the deal cycle from 
pre-deal diligence to the eventual exit.

Understanding PE’s  
approach to pricing

For a typical midsize US company, a 1.0 
percent improvement in pricing raises prof-
its by 6.0 percent, on average (Figure 1). 
By comparison, a 1.0 percent reduction in 
variable costs and fixed costs yielded an 

increase in profits of 3.8 and 1.1 percent, 
respectively. In practice, a midsize com-
pany acquiring a business approximate-
ly 30 percent of its own size with a similar 
P&L structure would have the same impact 
on its bottom line as a 5 percent improve-
ment in margin.

Another reason that pricing is an attrac-
tive way for PE firms to create value is that 

any improvement flows almost entirely to 
the bottom line, net of any volume changes 
or investments made in tools and resourc-
es. Pricing has an outsize impact on valua-
tions given the EBITDA multiple view that 
investors apply and, in many cases, it can 
also lead to increased multiples and there-
fore further competitive differentiation.

To create value in their portfolio com-
panies, PE firms and operators often start 
by gaining efficiencies through cost con-
trol, which has a lower perceived risk. PE 
leaders cite multiple reasons for tradition-
ally putting less emphasis on pricing to 
create value (Figure 2). 

Notably, the top concerns are competi-
tive responses (that is, competitors would 
change their pricing behavior to capture 
more of the market) and customer defec-
tions. From experience, we know that when 
pricing improvements are implemented in 
the right pockets of opportunity, the risk of 
customer loss is widely overestimated and 
investments in pricing capabilities typically 
have a high and quick return.

Even among deal and operating part-
ners who broadly believe in the opportu-
nity and view pricing as a key promoter of 
earnings, many underestimate its potential 
impact. Thus, their investments in pricing 
opportunities continue to be low compared 
with procurement and other cost-saving 
measures. Given that, it is not surprising 
that most management teams feel their or-

Figure 1

Figure 2
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ganizations are underprepared and lack 
the resources to capture the pricing op-
portunity (Figure 3).

How to create pricing value  
throughout a deal life cycle

Firms can maximize value by addressing 
pricing early, but value can be derived at 
almost any point in the deal cycle. More so-
phisticated PE firms and portfolio compa-
nies maximize value creation from pricing 
by focusing on different tactics throughout 
the deal cycle: before the deal, early in the 
holding period, midtenure, and pre-exit.

Before the deal:  
Sizing the opportunity

The first step is to assess the potential 
opportunity from pricing and build it into 
the upside case in a way that inspires con-
fidence that value can be captured. Firms 
often have less-than-ideal data and com-
pressed time lines, however, to assess po-
tential opportunities. 

To formulate a robust perspective, ex-
perts need to hunt for patterns showing 
indicators that might help estimate poten-

tial value. Although these predictive indi-
cators vary by industry, combining them 
with whatever limited data are available 
in the diligence stage and insights from 
management reports and interviews can 
help differentiate an investment case and 
allow investors to bid more accurately and 
competitively.

For those opportunities where a pric-
ing program is likely to succeed, a 3 to 7 
percent margin improvement for PE port-
folio companies is typically seen (Figure 4).

The extent of the impact ultimately de-
pends on industry dynamics as well as sig-
nificant factors such as market structure, 
business model, the breadth and complex-
ity of a company’s product line, or its exist-
ing level of pricing sophistication. While it 
can be a complicated exercise, getting a 
sense for pricing upside during target dil-
igence is important because it allows the 
PE firm’s investment committee to reliably 
approve higher bid values with confidence 
that the team will be able to deliver on that 
value over the holding period.

For example, a PE firm in the diligence 
phase for a fast-growing healthcare busi-

ness was assessing whether a pricing 
transformation might be a viable value-
creation strategy. Beyond the confidential-
information memo, which typically only in-
cludes summary information, the firm did 
not have access to financial or custom-
er data. The deal team had to determine 
from the outside whether there was room 
to improve pricing and what potential val-
ue could be at stake. The deal team con-
ducted a competitive analysis, expert in-
terviews, and a survey of patients, payers, 
and providers. The team then used the re-
sults to assess the nature of pricing oppor-
tunities across different market segments. 
This assessment included identifying val-
ue-creation opportunities on both price 
point and bundling services.

Ultimately, the deal team was able to get 
approval from its investment committee to 
incorporate a small portion of the upside 
from these pricing opportunities into their 
bid. These adjustments allowed the team 
to differentiate itself and retain most of the 
potential upside in the company’s value-
creation plan.

Figure 3
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Early in hold period:  
Creating a 100-day plan

Experience suggests that even though 
pricing improvements pay off, a company 
is more likely to invest adequate time and 
resources if the 100-day plan explicitly 
identifies pricing as a high-priority initia-
tive. To weave a pricing-improvement jour-
ney into a 100-day plan, PE firms across 
industries should focus on getting a few 
important things right:
• A perspective on industry-pricing dy-

namics and structural-pricing head-
room. This information can be quite im-
portant for midsize players, particularly 
midsize companies that often operate 
in a niche part of an industry.

• A definition of business and com-
mercial objectives. This includes size 
of expected impact from organic ver-
sus inorganic growth and volume ver-
sus price targets on the organic growth 
portions of the business.

• An assessment of how price is set 
today for all products and custom-
ers. Typically, we find either legacy 
price points that have not been updated 
at a regular cadence or a lack of consis-
tent methodology for setting prices in 
various parts of the organization.

• A clear and detailed picture of 
surcharges , rebates , and dis-
counts. There should be guidelines 

for the whole organization around to 
what degree, by whom, when, and for 
which customer segments these terms 
and conditions are to be applied.

• An understanding of what elements 
of cost to serve are included in the 
price versus charged separately to 
the customer. These can include, for 
example, freight, rush orders, small-or-
der surcharges, and raw-material cost 
changes.

• An analysis of pricing tools and pro-
cesses in place. This assessment 
should also include gaps in the pric-
ing feedback loop between marketing, 

sales, finance, IT, and customer service. 
 
PE firms can improve the valuation 
of their companies at any point in the 
holding period by improving perfor-
mance through pricing.
In addition to these six goals, PE firms 

should work to align the management 
team’s incentives with 
pricing value-creation 
potential. This align-
ment helps encour-
age ownership of the 
business among team 
members, as well as 
behavior that supports 
the company’s overall 
financial growth.

Midtenure: Solution design  
and midtenure tune-ups

For portfolio companies in their holding 
period, pricing can often be the right cata-
lyst to spark margin and top-line growth. In 
these situations, after a four- to six-week 
phase to identify potential opportunities, 
management typically prioritizes a hand-
ful of pricing tools likely to generate the 
most value and explores how to capture 
that value sustainably. If the company at 
least started the process of developing a 
pricing road map as part of the 100-day 
plan, then midtenure becomes much eas-
ier. PE firms and management can then 

move right to determining the details of a 
pricing solution, calibrating, and acceler-
ating the execution of that solution based 
on the existing road map.

Even portfolio companies that don’t 
have a pricing road map in their 100-day 
plans can create value with pricing dur-
ing midtenure. The timeline of designing a 
pricing solution varies greatly by the com-
plexity and starting point of corporate ca-
pabilities, but it can typically take three to 
six months; another six to nine months of 
concentrated effort is generally neces-
sary before the results of implementation 
are fully realized.

However, while full run-rate improve-
ment can take between 18 and 24 months 
to achieve on an ongoing basis, we typical-
ly see quick pricing wins that boost earn-
ings in the first or second quarter after fo-
cusing on pricing improvements.

With the cooperation and initiative of 
management teams, PE firms can im-
prove the valuation of their companies at 
any point in the holding period by improv-
ing performance through pricing. It is ob-
vious that the pricing tools that manage-
ment and the investment team prioritize 
will shift depending on where they are in 
the holding period. 

What is less obvious is that shifting pri-
orities mean PE firms should revisit the tra-
ditional pricing tools for a tune-up through-

Figure 4

Ø CONTINUED, next page Ø

While full run-rate improvement can take 
between 18 and 24 months to achieve on 
an ongoing basis, we typically see quick 
pricing wins that boost earnings in the first 
or second quarter after focusing on pricing 
improvements.
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Pricing Transformation: 

Decision Making Required, 

Software Optional

Pricing transformations are a big topic in the business 

world, but many companies do not understand how to 

bring such a transformation into fruition. In this article, 

the author explores the key cultural and organization-

al changes required to implement meaningful pricing 

change. Tim J. Smith, PhD is the founder and CEO of 

Wiglaf Pricing, adjunct professor at DePaul Universi-

ty, and Academic Advisor for the Certified Pricing Pro-

fessional designation. His most recent book is Pricing 

Done Right:  The Pricing Framework Proven Success-

ful by the World’s Most Profitable Companies (Bloom-

berg Financial, 2016). He can be reached at tsmith@

wiglafpricing.com.
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P
ricing transformations are a 

hot topic. People have been 

preaching to CEOs, CFOs, 

CMOs, and CCOs for years 

that a 1% improvement in price can 

lead to 8 to 13% improvement in prof-

its. Even better, experience has shown 

that 1% improvement is a low-estimate 

of the expected outcome of a pricing 

transformation. Pricing transforma-

tion efforts routinely deliver two ad-

ditional margin points, and have been 

observed to deliver an additional 9% 

to margins. But where is the origin of 

these improvements, and how do com-

panies get this improvement?

Pricing Transformation is a Trans-

formation in Decision Making

At its core, pricing transformations 

is about transforming how organiza-

tions make decisions regarding pric-

ing. It is a transformation of the pro-

cesses used in pricing, the people 

engaged in pricing decisions, the in-

formation applied to pricing decisions, 

and the goals of those pricing deci-

sions. It is an organizational structur-

al change to align with the corporate 

strategy and goals.

A wide variety of coordinated profit-

focused decisions are required to drive 

a strong pricing transformation. These 

profit-oriented decisions will coordi-

nate list prices, target prices, commer-

cial policy, tactical price management, 

and sales-incentives towards more ac-

curate pricing.
It isn’t a single decision nor single 

process that delivers the improve-

ment, but rather the coordinated ef-

fort across many decision points, pro-

cesses, and routines to ensure pricing 
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out the life cycle of the asset. These 
tune-ups will often result in new calls to 
action for marketing and sales teams.

Exit preparation:  
Demonstration of value

Starting nine to 18 months before exit, 
the management and investment teams 
should again review the pricing journey 
they have taken, documenting both the 
pricing tools they have successfully used 
and the opportunities that have not been 
fully utilized. As with any value-creation 
tool, whether cost optimization, sales 
growth, or pricing improvements, artic-
ulating a successful value-creation sto-
ry demonstrates the management team’s 
ability to deliver.1 Management could even 
outline possible future value-creation op-
portunities for the new owners by studying 
remaining and new opportunities.

At an industrial machinery and compo-

nents distributor, for instance, the manage-
ment team conducted an exit diligence six 
months before starting the sale process. 
As part of the diligence exercise, the team 
checked up on its pricing program (which 
had been ongoing for about two years) to 
see where it had made progress and where 
it was lagging behind. The team also add-
ed some new initiatives to optimize margins 
within certain product categories (such as 
in-stock versus not-in-stock products), and 
they revised their 18- to 24-month pricing 
road map accordingly. This revised road 
map, combined with the management 
team’s history of success in executing the 
initial pricing road map, gave potential new 
buyers confidence to bid aggressively for 
the company.

Pricing is undergoing a revolution fu-
eled by advanced analytics, digital tech-
nologies, and the adoption of new mod-
els (such as dynamic pricing) across all 

industries. This creates new opportunities 
and challenges, as well as an imperative to 
double down on pricing as the next fron-
tier for value creation in PE. While PE has 
historically not focused on or confidently 
pursued pricing to date, now is the time 
to break away from outdated mind-sets. 
Firms must embrace pricing as a prima-
ry way to create value. For, despite per-
ceived risks, substantial and sustainable 
value creation is often achievable. And the 
earlier it starts, the better. Irrespective of 
where a portfolio company is in the deal 
cycle, there are tangible actions it can take 
to capture this value.

Reference

1. Guillaume Cazalaa, Wesley Hayes, and Paul Mor-

gan. “Private equity exit excellence: Getting the sto-

ry right.” August 2019. v
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Table 1

The Many Flavors of  
Price Variance 

When crafting a corporate policy, it is important to translate 
a company’s reality into pricing rules that can be easily un-
derstood and applied across the board. Looking at price vari-
ances in a few different ways can help you better understand 
that reality. In this article, the author explores and explains 
multiple types and drivers of price variance and their impli-
cations for developing pricing strategies. 

Nathan L. Phipps is a Consultant at Wiglaf Pricing. He is re-
sponsible for the training preparation and conjoint analysis 
that support pricing projects. He can be reached at nphipps@
wiglafpricing.com. 

by Nathan 
 Phipps

O
ne of the most insightful steps 
of any pricing project is iden-
tifying and investigating price 
variances. Price variances are 

price differences that exist between cus-
tomers for the same offering. There are 
two essential price variance questions to 
answer: 

1. Do price variances exist in the da-
taset, and 

2. Which factor (or factors) is driving 
the variance?

Generally, the answer to question 1 will 
be a resounding yes. As good pricing pro-
fessionals, we know that we can increase 
profitability by better aligning our prices 
with the willingness to pay of our custom-
ers. And since that willingness to pay can 
differ dramatically between customer seg-
ments, we use price segmentation to price 
offerings differently for different customer 
segments. If we have successfully execut-
ed our price segmentation plan, then we 
will definitely have price variances. How-
ever, even if there is no formal price seg-
mentation plan, price variance will most 
likely appear as a result of promotions, 
coupons, discounts, rebates, sales nego-

tiations, and much more. For most com-
panies, price variances between custom-
ers is the rule.

To answer question 2, I am going to 
create some data visualizations to ascer-
tain relationships between variables in 
the data. Visualizing these relationships 
will help to determine drivers of the price 
variance.

There’s more than one  
type of variance

However, there are multiple ways to look 
at variance. Essentially, you are looking at 
how much actual prices vary from expect-
ed prices. But you can measure variance 
from list price, variance from average price, 
or even variance from target price. Each of 
these measures of price variance will tell 
you something slightly different.

For example, if you find a segment of 
your customers that routinely purchas-
es at or very near list price, then you may 
have an opportunity to find out what makes 
your customers less sensitive to price. 
Do these purchases always involve the 
same customers? Do they happen at the 
same time of the month or quarter? Are 

they only for certain products? Answer-
ing these questions can help you uncover 
opportunities to improve profitability. Or, 
if you find that a sizeable percentage of 
your customers are paying list or near list 
price, then maybe your list price is simply 
not set high enough.

For the following visualizations, I gener-
ated some transactional data for a single 
product. I assumed that it had a list price 
of $100. I also assumed that all customers 
received a 10% standard distributor dis-
count. Additionally, this company has an 
annual revenue rebate that offers a per-
centage off list price based on customer 
annual revenue, per the schedule in Table 
1. (I also generated annual revenue for 
each customer and used that to calculate 
their target price, which is list price minus 
standard distributor discount minus the 
annual revenue rebate. Because the an-
nual revenue rebate varies from customer 
to customer, the target price will vary from 
customer to customer.)

Visualize it
In addition to looking at the 3 types of 

price variance identified above (from list 
price, average price, and target price), it is 
important to compare them to some stan-
dard marketing variables: deal revenue (for 
the individual transaction), customer annu-
al revenue, and salesperson.

Let’s start with looking at percent de-
viation from list price versus deal revenue. 
(Because all my charts include customers 
with revenue across several orders of mag-
nitude, I used a logarithmic scale on the x-
axes to better see the detail.) 

In Chart 1, you can see that transactions 
with small deal revenue generally get high-
er prices and that transactions with large 
deal revenue generally get lower prices. 
However, there is a very wide band of vari-
ation for transactions with deal revenue 
between $10K and $100K. This band has 
both the highest and lowest per unit price.

Let’s look at % deviation from list price 
versus customer annual revenue. 

Chart 2 tells a story very similar to Chart 
1: customers under $100K are general-

discount minus the annual revenue rebate. Because the annual revenue rebate varies from customer to 
customer, the target price will vary from customer to customer.) 
 
Table 1 

Minimum Annual Revenue Maximum Annual Revenue Annual Revenue Rebate 
(% Off List) 

$0 $9,999 0% 
$10,000 $99,999 2% 

$100,000 $999,999 5% 
$1,000,000 + 9% 

 
 
Visualize it 
In addition to looking at the 3 types of price variance identified above (from list price, average price, and 
target price), it is important to compare them to some standard marketing variables: deal revenue (for 
the individual transaction), customer annual revenue, and salesperson. 
 
Let’s start with looking at percent deviation from list price versus deal revenue. (Because all my charts 
include customers with revenue across several orders of magnitude, I used a logarithmic scale on the x-
axes to better see the detail.) 
 
Chart 1 

 
 
In this chart, you can see that transactions with small deal revenue generally get higher prices and that 
transactions with large deal revenue generally get lower prices. However, there is a very wide band of 
variation for transactions with deal revenue between $10K and $100K. This band has both the highest 
and lowest per unit price. 
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ly getting a smaller discount, customers 
above $1M are getting a larger discount, 
and prices for customers in between are 
all over the place.

These charts demand investigation. 
There is a cluster of customers with al-
most $100K in revenue that is getting a 
20% discount from list price. Should their 
discount be reduced to between 10% and 
15% (like the similarly sized customers di-
rectly above them)?

What about the customers with just un-
der $1M in revenue that are getting better 
prices than the customers with well over 
$1M in revenue? Or the customers with 
around $700K in revenue that are easily 
paying more than any other customer? Is 
this price variance sustainable?

Price variance from the average price
We’re going to switch gears here and 

look at the price variance from the aver-
age price. Let’s stick with comparing it to 
customer annual revenue. 

You’ll note right away that the y-axis in 
Chart 3 has changed from all negative val-
ues to a mixture of positive and negative 
values. For Charts 1 and 2, 0% on the y-
axis indicated that the item was sold at list 
price. For Chart 3, 0% on the y-axis indi-
cates that the item was sold at the aver-
age price (or $81.09).

Although the data points in Chart 2 and 
3 are oriented the same, changing our y-
axis allows us to very easily determine 
which transactions occurred above the 
average price and which occurred below 
the average price.

All transactions for customers with 
more than $1M in revenue occurred be-
low the average price. Except for the small 
cluster of customers with almost $100K 
in revenue, all transactions for customers 
with less than $100K in revenue occurred 
above the average price. And the custom-
ers in the middle have prices both above 
and below the average price.

Price variance from the target price
The final type of variance that I am go-

ing to investigate is price variance from the 
target price. As mentioned above, the tar-
get price changes from customer to cus-
tomer based on their annual revenue. Larg-
er customers are expected to get a lower 
price due to the higher rebate percentage, 
so their target price will be lower than for 
a smaller customer.

Chart 1

Chart 2

Ø CONTINUED, next page Ø

Chart 3
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Let’s continue with plotting the target 
price variance against customer annual 
revenue. 

As before, changing the price variance 
changed our y-axis. Now in Chart 4 all 
transactions above the 0% line exceed-
ed the target price (for that specific cus-
tomer), while everything below the 0% line 
failed to meet the target price.

In some ways, looking at the variation 
from target price is the most sophisticated 
of these three measures of variance. The 
variation from list and from average price 
are based on static signposts: there is a 
single list price and a single average price. 
The result of every transaction is compared 
to the exact same number.

However, we know that not every cus-
tomer should be treated the same. If our 
business model encourages us to offer a 
larger discount to a customer once they 
reach a certain size, then our target pric-
es should be adjusted to reflect that stra-
tegic decision. Of course, one problem is 
that not every company has assigned tar-
get prices for each of its products.

Let’s look at how the representation of 
the data has changed. In Chart 3, the high-
est price was from a customer that was 
paying 17% above the average price, and 
the lowest price was from a customer that 
was paying 13% below the average price. 
In Chart 4, the highest price was from a 
customer that was paying 11% above their 
target price, and the lowest price was from 

a customer that was paying 17% below 
their target price.

The prices have not changed. Only 
the calculation of variance has changed. 
A major advantage of looking at the vari-
ance from target price over the variance 
from average price is that the focus is not 
on what customers are paying on aver-
age. Rather, the focus is on performance 
versus the target price that management 
sets. It’s the difference between what hap-
pened and what management intended to 
happen. The conversation can turn from 
questioning why the lowest price is 13% 
below average to why the lowest price is 
17% below target.

Boxplots
The final marketing variable that I will in-

vestigate is the salesperson. I will stick with 
variance from target price. Because sales-
person is a category, I will switch to using 
a boxplot (also called a box-and-whisker 
plot). A boxplot allows you to quickly visu-
alize the distribution of different groups of 
data as seen in Chart 5.

A boxplot breaks your data up into quar-
tiles. Because I created a revenue-weight-
ed boxplot, each quartile corresponds to 
one quarter of the salesperson’s total rev-
enue. The top whisker is your first 25% of 
revenue. The orange box is the revenue be-

Chart 4

Chart 5

Ø CONTINUED, next page Ø
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tween the 25th and 50th percentile. The 
gray box is the revenue between the 50th 
and 75th percentile. The bottom whisker 
is your last 25% of revenue.

There are a few things of note. First, the 
line separating the orange and gray box-
es is the median. Comparing the median 
for two salespeople allows you to com-
pare the centerpoint of their data. I usually 
start by looking here. Second, the orange 
box and the gray box combined give you 
the middle 50% of the salesperson’s rev-
enue (because it is from the 25th to 75th 
percentile). It’s like the centerpoint, but 
with additional detail. Finally, the height of 
the boxes and whiskers let you know how 
dispersed the revenue is. A short box or 
whisker indicates very concentrated pric-
ing, while a long whisker or box indicates 

very dispersed pricing.
As you can see, Amanda has larger 

negative deviation from the target price 
than the other salespeople. Her median 
deviation is -7%. In fact, her median lines 
up with the bottom whiskers of the other 
salespeople. This means that her 50th per-
centile would be in the bottom 25% of the 
other salespeople. Additionally, her bottom 
whisker extends to -17%, which is far low-
er than any other salesperson.

This finding would require further in-
vestigation, of course, but it appears as 
though at least some of the price vari-
ance from the target price is due to vari-
ances between salespeople. I expect that 
this is driving the wide price variation for 
customers with $100K to $1M in revenue 
in the scatterplots above. Additional prod-

ucts would need to be checked to see if 
the price variance between salespeople 
is consistent.

Conclusion
I hope that this review of price varianc-

es has revealed just how effective asking 
the right questions about your dataset can 
be. After all, when crafting a corporate pol-
icy, it is important to translate a company’s 
reality into pricing rules that can be easily 
understood and applied across the board. 
Looking at price variances in a few differ-
ent ways can help you better understand 
that reality. And understanding it will bet-
ter prepare you to move the pricing dis-
cussion forward. v
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Nine Must-Haves to Implement  
Your Pricing Strategy Successfully 

Pricing: no other lever has more impact on profitability. Once 
you have developed the perfect pricing strategy, you also have 
to develop an effective implementation strategy designed to 
drive the success of your pricing approach. Most of the time, 
strategy development is clean, but implementation is dirty 
and often fails to meet its full potential since crucial ingredi-
ents for success are lacking. In this article, the author presents 
nine key success factors for achieving the goal of a successful 
pricing strategy implementation. Arjen Brasz (arjen.brasz@si-
mon-kucher.com) is a Senior Director at Simon-Kucher & Part-
ners in Amsterdam. by Arjen Bransz 

N
o other lever has more impact 
on a company’s profitability 
than pricing. Across all indus-
tries, it is increasingly embraced 

as a capability to stimulate growth and 
drive profitability. 

Far too often, pricing is historically 
grown, based on gut feeling, or based 
on outdated models like cost-plus pric-
ing. Using these types of strategies makes 
it (nearly) impossible to achieve optimal 
prices that fully exploit companies’ cus-
tomers’ willingness to pay. 

Value pricing, the approach in which 
you base your prices on the value con-
sumers receive when using your prod-
uct or service, helps you to tap into that 
potential. The result? Price optimization 
through a logical and structured pric-
ing approach based on customer value 
typically yields between two to five per-
centage points of return on sales. But al-
though this is a promising business case, 
we see many organizations struggle to 
make the transition towards implementa-
tion and realization. 

So, the question becomes how should 
companies move from strategy to imple-
mentation? How should you structurally 
embed your new pricing approach in your 
organization? Most of the time, strategy 
development is clean, but implementation 
is dirty and often fails to meet its full po-
tential since crucial ingredients for suc-
cess are lacking. 

Based on our experience with suc-
cessful pricing project implementa-
tions, we have identified nine key suc-
cess factors to implement your price 

strategy successfully.

1. Make price strategy a top  
management priority

It is crucial to have board-level aware-
ness regarding the importance of price 
and a good pricing strategy, as well as 
sufficient support for optimization. Firstly, 
you need management buy-in to regular-
ly emphasize the importance of pricing to 
the entire organization. 

Secondly, management needs to pro-
vide direction and clarity on positioning 
and price levels. Moreover, top manage-
ment needs to be involved in the price 
strategy to create a profit oriented culture 
in which price wars are avoided. This can 
be accomplished by setting an example 
and clearly communicating pricing strat-
egy to the market through press releases 
and interviews.

2. Set an ambitious pricing roadmap 
with a phased roll-out

A successful price strategy imple-
mentation needs measurable goals that 
lead to a clear, ultimate goal. In order to 
achieve this, take a differentiated view on 
pricing and identify which pricing topics 
impact the bottom line. 

A frequently used method is the price 
waterfall, which clarifies the steps to take 
for profit optimization. Do not try to take 
on all topics at once, but rather prioritize 
them. Critically evaluate each step based 
on its improvement potential and define 
a phased approach. Do not forget to ad-
just the roadmap after each phase and 
reprioritize.

3. Select an experienced pricing  
manager to drive change

Executing a pricing strategy will require 
intensive coordination between internal 
departments. Therefore, a seasoned pro-
gram manager is needed to oversee im-
plementation of the roadmap. This pro-
gram manager should (a) have an analytical 
mind-set, (b) be able to translate the num-
bers into commercial solutions, (c) have ex-
perience with leading large programs, and 
(d) have the skills to manage all stakehold-
ers within the organization.

4. Embed the new price structure  
in concrete tools and systems

While pricing is typically based on gut 
feeling, most price optimization projects 
result in a structure or a process to sup-
port decision making. This could include 
peer comparison to compare performance 
within the sales organization or price driver 
analysis to evaluate the balance of power 
in a specific situation. Methods or check-
lists often fade away after a certain period, 
while tools are a powerful way to translate 
a strategy into a practical process that can 
be used for daily business. User friendli-
ness and simplicity are key elements for 
enabling a successful translation of new 
pricing strategy into tooling.

5. Define clear governance  
and responsibilities 

Responsibility for pricing is often di-
vided between different functions and 
departments. This leads to limited own-
ership and suboptimal pricing decisions. 
Pricing responsibilities range from sales, 
marketing and product management to 
finance functions, depending on the in-
dustry. Over the last decade, we have in-
creasingly seen dedicated pricing teams 
coming up. In more centralized organiza-
tions, these teams are directly responsible 
for pricing. In more decentralized organiza-
tions, we typically see more of an adviso-
ry function that creates insights and sup-
ports decision making. You should assign 
clear tasks and responsibilities, balancing 
between central guidance and local re-
sponsibilities over the different functions.
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6. Train your sales force and prepare 
your customer communication

Pricing projects are often tougher to 
sell internally than externally. It is crucial to 
involve sales at an early stage, train them 
and clearly show them the benefits of the 
new structure. Your sales force needs to 
believe in the pricing structure and be able 
to explain it to customers. Often, a pricing 
project separates the price sellers from 
the value sellers. That’s a mistake. Sales 
training will be necessary to have a con-
vincing story for each customer. Thor-
ough preparation, practice and role-plays 
are key to ensuring sales representatives 
will have the confidence they need at the 
customer table. 

7. Define KPIs, monitor results,  
and steer accordingly

Even though they are often overlooked, 
defining KPIs and measuring results are 
key for tracking implementation progress. 
You will not be able to measure every-
thing from day one. Set-up a simple and 
lean Excel-based monitoring dashboard 
to create first insights. Afterwards, add 

remaining KPIs and finally embed and au-
tomate the monitoring dashboard in your 
BI or ERP system. 

8. Communicate early results  
to a broad audience

Price optimization is complex, so be 
prepared for the reality that implementation 
will not happen overnight and input from 
sales will probably be required. To gain 
and sustain sufficient buy-in for the new 
price structure, it is critical to signal (pos-
itive) results to a broad audi-
ence within the organization. 
This will ensure that the price 
strategy is carried and sup-
ported by the entire organiza-
tion. Make people part of the 
success by sharing achieve-
ments of milestones and by 
celebrating positive results.

9. Start small and drive  
continuous improvement

Implementing a new price strategy can 
have a significant impact within the organi-
zation and requires changing existing pro-

cesses and developing a new way of work-
ing. Change does not happen in one day; 
start small, learn and then roll-out. We typ-
ically start with small pilots and scale-up 
gradually. This enables you to continuous-
ly refine and improve your solution, based 
on lessons learned from implementation.

What it takes to succeed
Price implementation projects are com-

plex and not always clear-cut. Therefore, 
you should approach a price implemen-

tation project as a marathon, not a sprint. 
To have significant impact on the results, 
preparation is key. Applying these nine 
must-haves to your specific case will be 
the right start to successfully implement 
your pricing strategy and will enable you 
to reap the profits of your price strategy. v

Thorough preparation, practice and 
role-plays are key to ensuring sales 
representatives will have the confidence 
they need at the customer table. 


