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In this article, the author explains 
how, using a price waterfall, we can 
identify specific pricing decision ar-
eas that should be led by individuals 
in marketing, sales, and finance; and 
other pricing areas where the decision 
should be made collaboratively. Tim J. 
Smith, PhD is the founder and CEO 
of Wiglaf Pricing, adjunct professor 
at DePaul University, 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 (Bloomberg Financial, 
2016). He can be reached at tsmith@
wiglafpricing.com.

Treating the practice of pricing 
as a verb, not as a noun, ap-
plies pressure to the manage-
ment of pricing decision mak-

ing. But who makes pricing decisions?  
When and how should the latitude for 
pricing decisions be constrained for indi-
vidual agents? While a general answer for 
all companies would be rather lengthy, a 
specific answer for product manufactur-
ers selling through distribution channels 
has become clear.

Decision Makers
While the ultimate decision maker on 
any pricing issue is the business unit 
leader with profit and loss responsibility, 
that leader will often rely on subordinate 
agents and processes to drive most deci-
sions. Since pricing impacts the entire 
organization’s performance, it adheres to 
different agents secondary to the profit. 

Each leader should have responsibility 
for, or contribute to, different aspects of 
pricing.

In particular, three subordinate agents, 
all of which are supported by the pricing 
analysis function, are important in pric-
ing for product-oriented firms. These are 
the marketing, sales, and finance leaders.  
Others may be involved, such as opera-
tions or legal depending on the decision 
making needs of the firm, but the three 
aforementioned are a constant.

Marketing, sales, and finance lead-
ers each have specific domains of deci-
sion making which they lead, and oth-
ers where they only contribute. There are 
even some decisions that must be made 
collaboratively through a pricing coun-
cil, which includes all these leaders –and 
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perhaps a few others.

Let us map these deci-
sion areas into the price 
waterfall. In a price wa-
terfall, we can identify 
specific decision areas 
that should be led by in-
dividuals in marketing, 
sales, and finance; and 
other areas where the 
decision should be made 
collaboratively.

Price Waterfall
The price waterfall 
tracks pricing decisions 
and sources of price 
variance between the 
list price and the pock-
et price.  As such, it can 
be used to delineate not 
only the pricing deci-
sions, but also the re-
sponsibilities of differ-
ent agents that contribute to pricing.

At a high level, we can classify price vari-
ances into seven different types, with 
four important price points along the 
way. While we do so, we will also indi-
cate who makes decisions and who in-
forms them. (A template price waterfall 
is shown in Figure 1.)

The starting price point is the list price. 
The list price represents the aspirational 
price for a product: the highest price a 
company expects an end customer to pay 
for that product. 

In general, marketing should make the 
decision on the list price using market 
research and value-based pricing, with 
the advice and consent of other members 
of the pricing council. 

From this end-customer aspirational list 
price, companies generally offer distribu-
tor discounts to ensure distributors can 
make a profit from selling the product, 
and therefore encourage distribution. 
This is denoted as the standard dis-
tributor discount. Standard distribu-
tor discounts are generally industry 
norms. Here, we come to one of the first 

decisions that is often made collabora-
tively by the pricing council, or at least 
by marketing and/or sales leaders align-
ing. 

Other forms of discounts and rebates 
may also be offered. Discounts appear 
on-invoice while rebates appear off-
invoice as credit notes. While the dis-
counts and rebates encourage or enable 
different behavior, we will focus herein 
on the decision management aspect of 
these price variances.

Strategic discounts and strategic rebates 
both have the common attribute of being 
somewhat long-term price variance poli-
cies. By “somewhat long-term,” we mean 
they typically last for a year with annual 
review and adjustment. Examples may be 
an order volume discount, an annual pur-
chasing volume rebate, or shipping terms. 

Like standard distributor discounts, stra-
tegic discounts and strategic rebates 
decisions are generally made collab-
oratively by the pricing council, or at 
least by marketing and/or sales leaders 
with the approval of the pricing council. 
Specifically, shipping terms may be set by 
logistics or operations again with the ap-

proval of the pricing council.

Promotional discounts and promotional 
rebates both have the common attribute 
of being somewhat short-term price vari-
ance policies. By “somewhat short-term,” 
we mean they typically last for a day, 
week, month, or season. Examples may 
be an end-of-year promotion or seasonal 
promotion. 

Promotional events are generally market-
ing driven yet their execution is depen-
dent on the sales force. As such, pro-
motional discounts and rebates are 
usually best structured by marketing 
with the advice and consent of sales 
leaders and the approval of the pricing 
council.

After applying all standard distributor 
discounts, strategic discounts, and pro-
motional discounts, one arrives at the tar-
get transaction price. The target trans-
action price represents the best price 
at which a company should expect a 
salesperson to close deals. Most product 
companies allow salespeople to negotiate 
with distribution customers. 

At a high level, we can classify price variances into seven different types, with four important price 
points along the way. While we do so, we will also indicate who makes decisions and who informs 
them.  (A template price waterfall is shown below.) 

  

 

The starting price point is the list price. The list price represents the aspirational price for a product: the 
highest price a company expects an end customer to pay for that product.  In general, marketing should 
make the decision on the list price using market research and value‐based pricing, with the advice and 
consent of other members of the pricing council. 

From this end‐customer aspirational list price, companies generally offer distributor discounts to ensure 
distributors can make a profit from selling the product, and therefore encourage distribution. This is 
denoted as the standard distributor discount. Standard distributor discounts are generally industry 
norms. Here, we come to one of the first decisions that is often made collaboratively by the pricing 
council, or at least by marketing and/or sales leaders aligning. 

Other forms of discounts and rebates may also be offered. Discounts appear on‐invoice while rebates 
appear off‐invoice as credit notes. While the discounts and rebates encourage or enable different 
behavior, we will focus herein on the decision management aspect of these price variances. 

Figure 1: Price Waterfall
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During negotiation, distributors may ex-
tract additional tactical discounts leading 
to the invoice price. These tactical dis-
count decisions can be managed through 
escalation policies and incentive align-
ments. As a tactical sales decision, the 
sales leader manages them. 

Because they impact the profitability of 
products, the amount of price variance 
that could be allowed in a tactical deci-
sion should be managed collaboratively 
with leadership by marketing, and ap-
proval of the pricing council.

Payment terms, a credit note often applied 
to invoice, are often extended to encour-
age early payment of invoices. As pay-
ment terms directly impact cash flow 
and the need for financing, the finance 
leader – with the approval of the pric-
ing council – generally determines 
these terms. Once all discounts, rebates, 
and payment terms have been applied to 
an order, one arrives at the pocket 
price.

Working 
Collaboratively
By tracking decisions through 
the price waterfall, pricing deci-
sions can be brought under man-
agement control collaboratively. 
This solves several management 
challenges:

1. The pricing council has overall re-
sponsibility for the pricing decisions 
as captured in the price waterfall.

2. Every member of the pricing council 
has clear and direct responsibility for 
some elements of the pricing policy 
while contributing to others.

3. Pricing decisions are aligned across 
the marketing, sales, finance, and 
other departmental leaders through 
their participation in the pricing 
council and their direct collaborative 
input.

4. Business unit executives can manage 
the pricing decision making process 

through their direct reports while 
avoiding unnecessary entanglement. 
(Most of the time in larger com-
panies, the business unit executive 
doesn’t even participate in the pric-
ing council meetings on a regular 
basis, but rather evaluates outcomes 
and contributes only to important or 
contentious decisions.)

True, this paradigm doesn’t cover every 
issue. Some known areas for further in-
quiry include:

• There are some pricing decision ar-
eas that have not been a priority as-
signed to an individual specifically, 
but they are under the responsibility 
of the pricing council. For these ar-
eas, we suggest using management’s 
best judgement for assigning respon-
sibility of drafting the plan while 
using the pricing council for adjust-
ments and approval.

• The above paradigm doesn’t address 
annual contracts and many other 
types of price variance. These vari-
ants can be accommodated through 
the price waterfall and decision re-
sponsibility can be assigned. We 
have left out these variants to keep 
the article somewhat brief and gen-
eral.

Collaboration in price management is 
a ruling principal. Assigning decision 
making rights across members of the 
pricing council while requiring cross-
functional input and alignment enables 
collaboration to occur with minimal 
friction and maximal efficiency. 

Through a combination of standard, 
strategic, promotional, and tactical price 

variances, prices can be managed dy-
namically while the impact of specific 
pricing decisions, along with decision 
makers’ responsibility, tracked and mea-
sured.

Nota Bene
Not all product oriented firms can or do 
follow this approach. It is provided as a 
template informed through research into 
practices of leading companies. There are 
many variations to this template. While 
we hold this to be a good practice, we do 
not believe every company should follow 
this practice because every company is 
different. We are providing it as a road-
map, a standard to which you can com-
pare your company against and adjust 
appropriately.

What is deliberately missing from this es-
say is a singular assignment of the com-
plete pricing responsibility to one func-
tion or another. Instead of stating that 

marketing, sales, or finance 
should own pricing decisions, 
we have made them each re-
sponsible for a set of decisions 
that impact pricing and de-
mand that they work collabora-
tively through a pricing council 
to manage pricing overall. For 
some, this may be upsetting as 
it suggests taking control away 

from any one department or another. For 
others, you realize that this is just a tem-
plate. Implementation is always contin-
gent on the company.

Because a decision that is the responsi-
bility of all tends to become the respon-
sibility of none, it can be imperative to 
assign specific decision responsibilities to 
individual agents. And, because pricing 
decisions are intertwined and impact the 
performance of all, neither one agent nor 
decision can be made in isolation. 

To reconcile these conflicting challenges, 
leading firms have adopted an approach 
that assigns decision-making responsibil-
ity to individual agents while requiring 
them to seek advice and consent among 
the other lead agents.

By tracking decisions through the 
price waterfall, pricing decisions 
can be brought under management 
control collaboratively.
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Figure 1

Five Practices to Bulldoze  
Your Way Through B2B Bids

In the B2B business space, bids are a 
way of life. Unfortunately, due to the 
growth of professional procurement, 
sales teams are spending less time on 
developing relationships and closing 
sales and more time cannibalizing 
price strategies by identifying mini-
mum bid prices in order to win deals. 
In this article, the author gives pricers 
strategies for maintaining pricing in-
tegrity in the B2B bidding process. Avy 
Punwasee is a Principal at Revenue 
Management Labs, where they help 
companies develop and execute practi-
cal solutions to maximize long-term 
revenue and profitability. Connect 
with Avy at apunwasee@revenueml.
com or learn more about Revenue 
Management Labs.

For B2B, bids are a way of life. 
A large portion of sales in most 
companies is tied to bids, and 
success in closing dic-

tates whether companies will 
operate at capacity and meet 
margin targets. Unfortunately, 
customers are becoming more 
adept at wringing cost conces-
sions from suppliers through 
their bidding system. The ad-
vent of professional procure-
ment, reverse auctions and 
online bidding systems are 
pushing sales teams to one 
response – “we have to be the 
cheapest price to win.” Sound 
familiar? Sales people are 
gradually turning into prison-
ers with calculators. Instead of 
primarily using their time to 
make contacts, build relation-

ships and profitably close the sale, they 
have turned into bean counters attempt-
ing to close by uncovering the mini-
mum bid price possible. In Shawshank 
Redemption, it took Andy Dufresne 17 
years to tunnel his way out of prison. 
Unlike Andy, businesses do not have the 
luxury of time to figure out how to bid 
intelligently. The opportunity costs asso-
ciated with lost business and correspond-
ing profits could mean the difference be-
tween prospering and liquidating.

Start using the following practices to 
bulldoze your B2B bids:

1. Start with your 
Customers’ Needs
It sounds cliché but organizations 
frequently go into bids without truly 
understanding the reason for why the 
bid was issued. The simple answer is 
that the customer is looking to acquire a 
satisfactory product or service at the best 
possible price. Simple yes, but also com-
plex. A grasp of the customer’s motiva-
tion for the bid is key to your approach 
and the realization of the expected out-
come (see Figure 1).

2. Know what value you are 
bringing to the table
When beginning the bid process, com-
panies often have an idea on historical 
opportunities and margin targets but 
struggle to define and quantify what 
true value they offer. If you do not have 
a disciplined process to set your value or 
price, it is most likely your organization 
has this issue. Value can be evaluated 
from two perspectives:

a. Perceived Value
Figure 2 (on the next page) is a visual 
representation on how your custom-
ers position your price and value versus 
competition. It helps a team assess what 
decision a customer will make given the 
competitive alternatives available. The 
first step in compiling this map is to as-
sess customer price sensitivity to deter-
mine the rate at which they will trade 
off between value and price (Fair Value 
Line). The steeper this line is, the more 
price sensitive your customer is. You 
must then identify the key differentiat-
ing purchase attributes (i.e. warranty, 
taste) and score versus the competition to 
determine relative perceived value. The 
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5 Practices to bulldoze your way through B2B Bids 
By: Avy Punwasee, Principal, Revenue Management Labs 
March 28, 2017  
 
For B2B, bids are a way of life.  A large portion of sales in most companies is tied to bids and, success in closing 
dictates whether companies will operate at capacity and meet margin targets. Unfortunately, customers are 
becoming more adept at wringing cost concessions from suppliers through their bidding system.  The advent of 
professional procurement, reverse auctions and online bidding systems are pushing sale teams to one response - 
“we have to be the cheapest price to win.”  Sound familiar?    
 
Sales people are gradually turning into prisoners with calculators.  Instead of their time being used primarily to 
make contacts, build relationships and profitably close the sale, they have turned into bean counters attempting 
to close by uncovering the minimum bid price possible.   In Shawshank Redemption, it took Andy Dufresne 17 
years to tunnel his way out of prison.  Unlike Andy, businesses do not have the luxury of time to figure out how to 
bid intelligently. The opportunity costs associated with lost business and corresponding profits could mean the 
difference between prospering and liquidating. 
 
Start using the following practices to bulldoze your B2B bids: 
 

1. Start with your Customers’ Needs 
   
It sounds cliché but organizations frequently go into bids without truly understanding the reason for why the bid 
was issued.   The simple answer is that the customer is looking to acquire a satisfactory product/service at the 
best possible price.  Simple yes but complex. A grasp of the customer’s motivation for the bid is key to your 
approach and realisation of the expected outcome: 
 

Customer Bid Motivation (Sample) Actions 
Current supplier was not delivering on quality or 
service 

• Lead with a focus on your total offering and 
how you exceed the competition 

Current supplier is unable to satisfy total production 
volume requirements, bidding for excess needs 

• Understand that you will not displace the 
current supplier (at least immediately) 

• Focus on commanding a price premium versus 
their current production source due to the 
emergency need and shorter run times  

Current supplier attempted to increase price and 
prompted the customer to re-solicit the market 

• Undertake in-depth market research to 
understand where competitor is proposing to 
price. Customer will already have a new price 
point in mind so your firm will have the 
opportunity to take advantage of the 
increased profit 

Customer has been with the same supplier for 20 years 
but is contractually mandated to do a new bid every 5 
years to ensure acquisition costs remain competitive 

• Probability of winning the business is low, so it 
does not make sense to submit aggressive 
pricing 
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Figure 2: Perceived Value Maplast step involves acquiring or imputing 
competitive prices and plotting each cus-
tomer alternative.

If an offer appears to the right of the Fair 
Value Line, it is deemed value advan-
taged. The offer that is the furthest right 
of the line will be preferred by the cus-
tomer (most value for the lowest price). 
Offers to the left of the line are value 
disadvantaged and, in the short term, 
usually require price adjustments to be 
competitive. Utilizing this tool, even at a 
simplistic level, will help you understand 
where you are positioned in price versus 
competition and why it is merited.

b. Financial Value
When a customer decides on a purely 
financial basis (i.e. brand value not con-
sidered), utilizing financial value mea-
surement is more appropriate. In this 
instance (see Figure 3), the organiza-
tion must seek to quantify all the ben-
efits and costs accruing to a customer by 
purchasing your product or service over 
the competition. It is critical that you are 
exhaustive in this process. Often, we find 
that client organizations overlook ele-
ments such as switching costs, warranty, 
payment terms, sales support, etc. Thus, 
they are not only forgoing their value in 
the asking price but neglecting to explain 
these benefits as further justification of 
the offer’s value.

Financial Value measurement needs to 

be done from the customers’ perspec-
tive, so keep in mind quantitative 
trade-offs associated with size (how 
big is the benefit), certainty (how 
likely am I to realize) and speed 
(how long will I have to wait to 
realize). By already accounting for 
customer considerations and ob-
jections, you will be better able to 
substantiate the value you bring to 
the table.

3. Those who cannot 
remember the past are 
condemned to repeat it
The foundation of enhancing your 
bid sophistication is based on a 
large sample of win/loss data. Sim-
ply put, this is the result of collect-
ing variables on past bids such as:

• Won or loss 
• Price bid 
• Competition prices 
• Deal size 
• Customer segment 
• Offer components

Most important of the variables is the 
justification on why a bid was accepted 
or rejected. Most organizations fail here 
by either not following up or relying on 
their sales teams to gather the requisite 
data. Not surprisingly, Sales will frequent-
ly cite price as the driver. It is an easy 
answer when you are not close enough to 
the customer and often does not get any 

resistance apart from asking how low the 
competition was priced.

A better practice is to have another group, 
internal or external, gather the input on 
why a deal was won or lost. For example, 
before undertaking this step, a building 
material supplier believed 95% of their 
losses were based on uncompetitive pric-
ing. After reviewing 100 bids with direct 
customer contact, it was found that pric-
ing only affected 23% of the losses. 

Most of the gap was being driven by po-
tential customers not fully understand-
ing the companies’ value offering and 
competitive gaps on shipping policies. 

This insight led to a drastic shift in their 
bidding process and investment alloca-
tion resulting in an increased close per-
centage of 39%.

4. Connect with your 
customer and showcase 
your value
Once you have quantified your value, it 
is essential that you consolidate it into an 
easily digestible story that the team can 
deliver to the customer. The best pitch 
decks are short, can be presented in un-
der 30 minutes and leave customers with 
the 3 or 4 key competitive differentiators 
that make your offering an ideal choice.
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2. Know what value you are bringing to the table 
 

When beginning the bid process, companies often have an idea on historical opportunities and margin targets but 
struggle to define and quantify what true value they offer.  If you do not have a disciplined process to set your 
value/price, it is most likely your organization has this issue.  Value can be evaluated from two perspectives: 

 
a. Perceived Value 
 

 
 
Figure 1 is a visual representation on how your customers 
position your price and value versus competition.  It helps a 
team assess what decision a customer will make given the 
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will be preferred by the customer (most value for the lowest price).  Offers to the left of the line are value 
disadvantaged and, in the short term, usually require price adjustments to be competitive.   

 
Utilizing this tool, even at a simplistic level, will help you understand where you are positioned in price versus 
competition and why it is merited. 
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When a customer decides on a purely financial 
basis (i.e. brand value not considered), utilizing 
financial value measurement is more 
appropriate.  In this instance, the organization 
must seek to quantify all the benefits and costs 
accruing to a customer by purchasing your 
product/service over the competition.   
 
It is critical that you are exhaustive in this 
process.  Often, we find that client 
organizations overlook elements such as 

Figure 1 
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With the advent of online bids and pro-
fessional procurement entities trying to 
commoditize offers, it is becoming more 
difficult to secure presentation time with 
customers. Regardless, it is something you 
must do or else you are only relying on 
your price to differentiate your offer. Nu-
merous clients that we dealt with have in-
stituted a policy of declining to bid if they 
cannot meet with the potential customer 
to discuss why they are the right solution.

5. Utilize an Automated 
Bidding Tool
This is where the pain associated with 
collecting win/loss bid data starts to pay 
dividends. Using this data, you can cal-
culate the probability of winning a bid 
given a certain price. Depending on the 
richness of your data you can drill deeper 
to calculate bid success probabilities for 
some of the following variables:

• Customer segment 
• Region 
• Competition 
• Product mix

Just like with Game of Thrones and 
episode count, the more variables you 

include, the better it gets. To illustrate, 
Figure 4 is a high-level bid probability 
estimate. You will notice the only vari-
able that is considered is your bid price. 
In its ideal form, the sales team should 
be able to use a bid pricing tool inde-
pendently. They fill out all the customer 
details, the offer portfolio and proposed 
price. The tool should then output a 
score that lets the salesperson know if 
they are approved to bid or require cor-
porate approval to move forward. By 
putting the tool right in the sales teams 
hands they become adept at modifying 
deal attributes (ideally with the custom-
er) to achieve higher scores to bid with-
out any outside influence. The tool also 
ensures 100% data capture.

From a corporate standpoint, the tool 
can centrally be leveraged to:

• Increase or decrease the amounts of 
bids being won 
• Set dynamic parameters on margin 
requirements 
• Ensure all bids are being processed 
and evaluated in a consistent manner

Just as Andy in Shawshank Redemption 
traded his dull rock hammer for a sail 
boat in Zihuantanejo, trade your sales 
team calculators for bid tools. It might 
not be as satisfying as sitting on a Mexi-
can beach, but at least with the extra 
margin you can buy freedom.
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5.  Utilize an Automated Bidding Tool 
  
This is where the pain associated with collecting win/loss bid data starts to pay dividends.  Using this data, you 
can calculate the probability of winning a bid given a certain price.  Depending on the richness of your data you 
can drill deeper to calculate bid success probabilities for some of the following variables: 
 

• Customer segment 
• Region  
• Competition 
• Product mix 

 
Just like with Game of Thrones and episode count, the more variables you include, the better it gets.  To illustrate, 
the following is a high-level bid probability estimate.  You will notice the only variable that is considered is your 
bid price.   
 

Factors Expected Profit 

Bid Price $40 $60 $70 $100 

Variable Cost/Unit $30 $30 $30 $30 

Contribution ($/%) $10 $30 $40 $70 

Probability of Winning Bid 90% 50% 20% <10% 

Expected 
Profit/Contribution/Unit $9 $15 $8 $7 

 
 
In its ideal form, the sales team should be able to use a bid pricing tool independently.  They fill out all the customer 
details, the offer portfolio and proposed price.  The tool should then output a score that lets the salesperson know 
if they are approved to bid or require corporate approval to move forward.  By putting the tool right in the sales 
teams hands they become adept at modifying deal attributes (ideally with the customer) to achieve higher scores 
to bid without any outside influence.  The tool also ensures 100% data capture. 
 

Figure 4
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From a corporate standpoint, the tool can centrally be leveraged to: 
 

• Increase or decrease the amounts of bids being won 
• Set dynamic parameters on margin requirements 
• Ensure all bids are being processed and evaluated in a consistent manner 

 
Just as Andy in Shawshank Redemption traded his dull rock hammer for a sail boat in Zihuantanejo, let us trade 
your sales team calculators for bid tools.   It might not be as satisfying as sitting on a Mexican beach, but at least 
with the extra margin you can buy freedom. 
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Deal ID: 00000343 Deal Type:
Start Date 4/1/2017 Win/Loss: Pending
Approval Pending - Sales Director Approval Urgency: 2 Days
Sales ID 0015 - Manny Ramirez

Customer ID Deal Levers
Customer Name Pedro Martinez Score Max

City Boston Desired Segment 8 10
State Massachusetts Account Size 12 15

Zip Code 2215 Premium Blends 10 10
Office Type Payment Terms 5 15

Industry Margin Improvement 15 40
Office Size Employees Competitive Pressure 6 10

Service Freq Times per Week
Location Approval Level

0-50: Sales VP
50-65: Sales Director

2017 Sales YTD GP % 65.2% GP 4,597$      66-75: Sales Manager
2017 Forecast GP % 52.1% GP 28,220$   75+: None Req'd

Approval Level: Sales Director

Manufacturing

RFP

Customer Details Deal Score

1235486

Office Tower

100
2
Metro DEAL SCORE

56$7,050
$54,150

Figure 5
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Higher Profits with the Right Prices 
In this article, the author provides five 

guiding principles for successful pricing 

in the convenience store and gas station 

industries. This market specific exam-

ple provides pricing insights that pricers 

in highly competitive and highly price 

sensitive consumer markets can apply 

to successfully implement their pricing 

strategies. Author Dr. Andreas von der 

Gathen is Senior Partner and Mem-

ber of the Board with Simon-Kucher 

in Bonn. He is the Global Head of the 

company’s Consumer and Retail Prac-

tice. Click on the following link to con-

tact the author: https://goo.gl/gAFOPf. 

Prices can be found everywhere 
you go: while shopping, on bill-
boards, on television, etc. No 
matter which way you turn, you 

get price information. Why are prices so 
important? For the customer, the price 
represents what you have to give up to 
buy a certain product. Since the aver-
age customer has a limited budget, the 
prices tell them what they can afford 
or not afford. For gas station conve-
nience store operators, however, price is 
clearly the most important determinant 
of profits. While costs can only be in-
fluenced in the mid-term, prices can be 
augmented quickly. In other words, prof-
its or gross earnings can either greatly 
benefit – or greatly suffer – from a singu-
lar price change. 

For gas station convenience store opera-
tors, the price is a critical instrument for 
edging ahead of the competition and 
gaining a better positioning. As its name 
suggests, these stores offer customers first 
and foremost convenience – something 

customers accept and are willing to pay 
more for. Still, these convenience store 
operators walk a precarious line when it 
comes to prices. If the premium is too 
high, it will damage the price image and 
customers will stop buying. So what is 
the right price for gas station convenience 
stores? A structured and system-support-
ed approach to finding the optimal price 
provides answers to this question. Here 
are five guiding principles:

1. Position yourself using the prices of 
focus articles – but skim other prod-
ucts in the process.
More often than not, pricing can be 
greatly improved if you use a differentiat-
ed approach. For example, while several 
product categories have a strong impact 
on the price image in convenience stores, 
customers are not necessarily aware of 
the prices of other products. If the price 
image has a strong impact on the gas sta-
tion convenience store, then the operator 
must be careful that it doesn’t demand 
too high of prices from their customers. 
Otherwise, they may go to the gas sta-
tion next door. 

2. Adjust the price structure to the 
volume and quality – or your custom-
ers may walk away confused.
Customers don’t compare every price 
and they usually don’t make the effort to 
calculate every time they want to know 
if a price is too high. But, every cus-
tomer does have the intuition to know if, 
for instance, the prices for two different 
package sizes (e.g. 0.5 liter vs. 1 liter) rep-
resent a good deal or not. Meaning, you 
don’t have to price every single article as 
such, but you should pay attention to the 
structure of the assortment when setting 
prices. 

3. Apply only relevant the price points 
(price thresholds) – otherwise you’ll 
give away profit margins.
Customers often make their purchase 
decisions based on price thresholds, 
which is why operators should factor this 
in when determining prices. Custom-
ers usually don’t see the volume differ-

ence between, say, a price ending of 5 
(e.g. €.95) or 9 (e.g. €.99). The purchased 
volume is the same for both prices. But 
prices ending with 9 generate four cents 
more in gross earnings per purchased 
article. The highest profit level can be 
achieved with prices that are just below 
the price threshold!

4. Factor in the willingness to pay of 
customers – don’t just orientate your 
prices on the wholesale price.
Prices are often set using intuition and 
influenced by the wholesale price and the 
target margin, the competitors’ prices 
and, if applicable, by the manufacturers’ 
suggested retail price. It’s unusual that 
the optimal price is set in a systematic 
manner. That’s because the customers’ 
willingness to pay is often not factored in 
when setting prices. For a specific arti-
cle, the willingness to pay is reflected by 
the volume purchased at a certain price. 
Prices can’t be optimally set if you don’t 
know how much your customers are 
willing to pay. Customer surveys are one 
means of estimating the price-demand 
relation. 

5. Check your prices regularly – or be 
faced with an unpleasant surprise.
It’s crucial to regularly check your prices 
to see if they still work well. Price checks 
are most necessary if there have been ma-
jor changes in the wholesale price (mar-
gin changes), in the assortment (changes 
in the price logic) and in customer be-
havior (changes in customer willingness 
to pay). Frequent price checks are an ef-
fective means of securing optimal prices 
in the long term. 

Conclusion
The price is one of the most important 
competitive instruments available to gas 
station convenience store operators. Nev-
ertheless, its strong effect on the profit 
margin and, subsequently, the overall 
profits is often neglected. But if operators 
are willing to act along these five simple 
guiding principles, they will soon boost 
margins in spite of similar price images – 
it’s in their hands. 

http://www.pricingsociety.com
https://goo.gl/gAFOPf


 PRICING ADVISORThe

www.pr ic ingsociety.comA Professional  Pr ic ing Society Publ icat ion

3535 Roswell Road, Suite 59 
Marietta, GA 30062 
770-509-9933

8 May 2017

Pricing Case Study: Cognos Fight Back
Cognos, a market leader for business 
intelligence software, found itself in an 
increasingly difficult competitive posi-
tion. Its closest rival, Business Objects, 
was threatening the status quo with 
a new market approach and new list 
prices that were 50% lower – a level 
guaranteed to induce sticker shock to 
even the most loyal of Cognos’ custom-
ers. Author Michael N. Hurwich, 
SPMG Global President, has consulted 
to major Fortune 500 and mid-sized 
firms for the past 15 years. He is glob-
ally recognized for his hands-on prag-
matic approach integrating Value 
Based Pricing practices within an 
organization to strategy development 
and tactical pricing. He can be reached 
at mhurwich@spmgglobal.com. 

Situational Analysis
Business Intelligence software takes the 
data that an organization collects and 
turns it into meaningful information that 
people can easily use. Cognos’ Business 
Intelligence Series provides all the neces-
sary reporting and analysis capabilities 
accessible from one Web-based portal. 
Using the various software modules, users 
can select reports, customize them, ana-
lyze information, and share information 
with the same facility as using the Web.

Traditionally, BI software was sold much 
like the other software on a “fee per 
named-user” basis. However, with more 
clients moving towards a web environ-
ment, it was becoming almost impossible 
to count the number of users using the 
software, let alone name them. Business 
Objects decided that the traditional 
pricing formula was no longer appli-
cable so it changed the way the game was 
played. It introduced a server-based pric-
ing model that allowed customers to add 

an “unlimited” number of users to the 
server. Cognos, however, decided to stick 
with its fee-per-user policy, a move that 
not only reinforced the perception that 
the company’s software is expensive but 
also made the company appear inflexible 
as well.

By early 2001, the economy was starting 
to soften and BI software found itself in 
fierce competition with other IT proj-
ects. Not only there was concern about 
the cost of Cognos’ products, which were 
acknowledged to be better than those 
of the competition, but the market was 
looking for solid reporting and when it 
came to report-generation, Business Ob-
jects’ product was exceptionally strong.

Key Issues
Cognos knew, based on its analysis of its 
bid win-loss and from its experience on 
other software markets, that an installed 
base was the most important influence 
on future revenue. The initial introduc-
tion of BI software not only increased 
the likelihood of additional license sales 
in the future, but it also generated ad-
ditional support and service revenue. To 
gain back market share and to win those 
all-important initial contracts, Cognos 
recognized that it needed to lower its 
prices and that its traditional approach 
of building constraints into its license 
agreements and contracts was not go-
ing to be as effective as it had been in the 
past.

Cognos began to discount its products 
heavily, cutting list prices significantly 
to match competitive pricing and to win 
those all-important initial sales. This not 
only left significant amounts of money 
on the table, but it also had added the 
feeling of diluting the value of both its 
products and its brand.

Response
If Cognos was going to preserve its 
brand image, maintain market share 
and preserve profitability, it needed 
to re-examine its customers and what 
they valued. The reality turned out to 

be more encouraging than they had first 
thought. Customers did appreciate the 
superior capabilities of the company’s 
software and were prepared to pay a pre-
mium, albeit not in the 80 to 90 percent 
bracket that Cognos had been charging.

Based on a grid that illustrated the re-
lationship between the functionality 
and the number of users and given the 
premium quality image of its software, 
Cognos decided to focus on expanding 
the use of its software within existing 
accounts. Once accounts recognized the 
inherent value of the BI software, more 
users would come on board and, with in-
creased use, there would be an increased 
demand for functionality. The first step 
was to penetrate an account, then radiate 
the use of the software within the divi-
sion or department and then saturate the 
organization.

Depending on the size of the user base, 
Cognos developed targeted “strategic 
thrust” based on the “effective cost per 
user.” The number of users was effec-
tively limited by the handling capacity of 
the user. Smaller groups who only need-
ed one or two servers would continue to 
prefer the “named-user” model. Clients 
with more extensive requirements that 
needed to add servers preferred to pur-
chase their additional BI software re-
quirements based on a lump sum price. 
What Cognos did, in effect, was to in-
troduce a bundled approach to pricing 
that grouped its clients into one of the 
three categories – the Penetrate phase, 
Radiate phase or Saturate phase.

Cognos, like many other software orga-
nizations, learned that simply develop-
ing technology (even superior technol-
ogy) was not enough. It also needed to 
develop a value proposition and a better 
understanding of just who it was that 
valued what they were offering. Once it 
understood its market and its customers, 
it was in a much better position to use 
consistent pricing policies to reinforce 
the inherent value of its products and 
achieve its market goals.
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