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You have to watch the clock. Not only do 
you have to track your hours, you have to 
account for what you did with all of them.

Pricing for Services 
What do service businesses sell? Accord-
ing to the author, the default answer is 
“hours.” But from a pricing perspective, 
is pricing by hours the best approach?  
In this article, the author explores this 
question in depth and provides tips for 
services businesses to use in defining their 
value and pricing accordingly. Reuben 
Swartz is President of Mimiran, LLC, 
a PPS CPP Faculty member, and a fre-
quent PPS contributor and conference 
presenter. His online pricing training 
courses can be accessed at www.Pric-
ingSociety.com and he can be reached 
via www.miriman.com or at reuben@
mimiran.com.

What do service businesses 
sell? If you looked at in-
voices from consultants, 
lawyers, gardeners, and 

others, you would assume these business-
es sell hours. And maybe they do. But is 
that what customers buy?

I get this question a lot, both from com-
panies who want to figure out how to 
optimize their pricing, and from busi-
nesses who want to automate not just 
proposals but quoting, and suddenly 
realize they don’t know what to enter un-
der “Products,” let alone pricing.

Let’s look at how most services business-
es answer this question and why I don’t 
like that answer. The default answer is 
“hours.” 500 hours of a senior software 
engineer. 120 hours of a solutions archi-
tect. 20 hours of earth removal. 

The advantage of this approach is that 
it’s simple for everyone to understand. 
I will work for you for a certain num-
ber of hours, and you’ll pay me a fee for 
each hour worked. Kind of like you’re a 

parking meter. (You can probably guess 
where I’m going with this–subtlety isn’t 
my strength.)

Now let’s look at the disadvantages:

•	Your rates are tied to people. You 
can’t take a Senior Solution Architect 
who was $250/hour on the last project 
and sell her as a Junior Integration Con-
sultant to the same customer for $125/
hour, even if she’s not busy, and it would 
be the right solution for you and the 
customer. Even doctors have figured this 
out. They don’t bill an hourly rate for 
a checkup and the same rate for open 
heart surgery. The bill based on what 
they are doing (or rather, what the gov-
ernment and insurance companies think 
they are doing– but that’s a whole differ-
ent discussion).

•	You invite commoditization. When-
ever you quote a rate of $X/hour, you 
invite comparisons with a competitor 
who charges X – 20%, or X/2, or even 
X/10. Even if the buyer understands that 
you will take half the hours, and do bet-
ter work, they only concrete thing they 
have to compare is the hourly rate. Espe-
cially in the age of outsourcing, this puts 
you at a big disadvantage. Back when I 
charged people like this, I had one pros-
pect tell me that they knew I would be 
a great deal for them, but they couldn’t 
get approval to pay $175/hour. (I later 
learned how to bill them $300-500/hour, 
which provid-
ed tremendous 
value for them 
in a politically 
acceptable way, 
but we’ll discuss 
this more later.) 
It didn’t mat-
ter what skills I 
brought, or how 
much faster I could complete the task, or 
how much value they would get out of 
the project. They simply weren’t autho-
rized to pay that kind of hourly rate.

•	You limit your compensation regard-
less of the value you deliver. There’s a 
story about a real estate developer try-
ing to get a 9-figure project moving. His 
lawyer cleared away the obstacles with a 
few phone calls and presented a bill for 
a few thousand dollars. The developer 
said that the bill was absurd, tore up the 
invoice, and wrote a check for a million 
dollars. Most of our clients are happy to 
get good value, but unlikely to pay more 
than their invoices require. If you com-
bine this issue with the previous one, you 
end up chained to your job, trying to hit 
utilization targets instead of value tar-
gets. You work yourself out of your own 
passion, the very thing that drove you to 
start the business in the first place.

•	You have to watch the clock. Not 
only do you have to track your hours, 
you have to account for what you did 
with all of them. When I’ve done hourly 
billing, I found this could add an over-
head of 10% to a project. Cost of time to 
me and money to the client that was not 
spent on solving their problem, but just 
on bookkeeping. If the client is paying 
by the hour, they have a right to know 
what happened in those hours, but this 
approach drives me crazy. I don’t have 
a mind that shuts off when I leave the 
meeting. I have had important insights 
and solved critical client problems while 
driving away from their offices, while 
jogging, in the shower, and yes, I’ll ad-
mit it, even on the toilet. Sometimes I’ll 

decide that it’s time for bed, especially if 
I’ve been stumped on something, close 
my computer, head for bed (very quietly 
if my wife is already asleep), settle under 
the covers, lay my head on my pillow, 
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close my eyes, and then realize 
that I just solved the problem. 
I’ll suggest to myself just going 
to sleep, and that surely I’ll re-
member in the morning, but it’s 
too late, the wheels are turning, 
and get out of bed, back to my 
computer and take care of the is-
sue. How do you bill for this in 
an hourly manner? Lawyers have 
the answer, of course, just bill 
for all the time, but I don’t want 
to think about billing, I want to 
think about the customer’s prob-
lem.

Most of you who read this are 
going to go back to billing 
hourly. That’s OK. Just set up 
your rate structure so you can 
make money, delight your cus-
tomers, and retain your passion. 
Often, this just means raising 
your rates to the point that some 
of your customers say no, and 
you can say no to some of your custom-
ers.

I sell services. What  does 
the customer buy? 
Now let’s look at the whole situation 
from the customer’s perspective.

The interesting question in sales (and 
in pricing) is not “what am I selling?” 
It’s “what are you buying?” As the say-
ing goes, no one buys drill bits, they buy 
holes. And they need holes to do some-
thing else. Customers buy services for 
the same reason they buy drill bits. Per-
haps they even want to buy the holes, 
letting you drill them.

Human nature makes us want to fo-
cus on ourselves. We want to talk about 
what we sell and why it’s so great. We 
want to look at our costs and our goals 
and set an inward-looking price to make 
our profits. 

Customers want to solve their problems. 
We can be much more successful if we 
focus on our customers’ problems, figure 
out the value in solving them, figure out 
how much we can charge to help solve 
them, then how we should deliver the of-

fering so we can be profitable.

An extreme example is contingency-
based fees charged by lawyers, rain mak-
ers, and other high level partners. They 
get a (big) cut of any benefits, but don’t 
get paid unless they generate value. 

These situations require 2 attributes:

•	 A clearly defined value that the par-
ties can divide.

•	 A clearly perceived differential val-
ue that prevents someone else un-
dercutting the price. In the case of 
the lawyers, most people would rather 
get a better lawyer and try to win, 
rather than “save money” on a cheap-
er lawyer who is less likely to win and 
may win a smaller settlement. In addi-
tion, trial law still requires geographic 
proximity– you can’t just outsource 
your lawyer to a cheaper country.

Most services businesses operate without 
either of these advantages. Even the cus-
tomer may not know, or even be able to 
know, how much value you deliver. And 
in most cases, there is a cheaper alterna-
tive available.

So you need some way of know-
ing what the customer is buying, 
what outcome they actually care 
about, and approximately how 
much it should be worth to them. 
Thanks to human nature, people 
like to talk about themselves and 
their problems. So if you are gen-
uinely interested in helping them 
solve their problems, they are usu-
ally happy to provide you with 
lots of information about them. 
You may even have to ask some 
questions they haven’t considered. 
I always like to ask “how will you 
measure success?”

Note that if you overestimate the 
value, the customer can always 
tell you that you are too expen-
sive. If you underestimate, they 
usually don’t tell you that you are 
too cheap. Now let’s look at how 
to sell outcomes.

I sell services.  
What should I sell? 
If the customer is willing to pay 
$100,000 for a certain outcome or deliv-
erable, you can then decide if you can or 
want to deliver it for that price. In many 
cases, the customer will compare the 
price with quotes from more traditional 
firms who are billing based on time and 
materials. 

If you’re competing with someone over-
seas who is charging $30/hour, you 
don’t want to have to justify why you are 
$300/hour, even though you will take 
10x fewer hours to complete the project. 
You don’t want to have to justify $90/
hour, even if it will take you a third as 
many hours. You want to keep the focus 
on the benefits and the overall price. Is 
this a good investment for your custom-
er? You don’t want to be in the business 
of convincing them to make bad invest-
ments, right?

The closer you can get to the real out-
come, the more easily you can use value-
based pricing. You may not be able to get 
a 40% revenue share like a trial lawyer, 
but even doctors, who can’t guarantee 
outcomes, get paid different amounts for 
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You have to be able to do 
something better, cheaper, and/
or faster than your competition. 
Note that “better” means better 
in the customer’s eyes. 

different activities. (Medical pricing is 
pretty screwed up, but I don’t hear any-
one saying they think doctors should get 
paid by the hour, regardless of what they 
are doing.)

So if customers really care about out-
comes, not hours, and if hourly pric-
ing lowers the profit and increases the 
drudgery of providing services, why do 
so many service proposals have hourly 
billing? When everyone is doing it, it 
becomes standard practice. People start 
asking “what are your rates?” not 
“how much will it cost?” And when 
companies start comparing bids, 
hourly rates are easy to compare. 

Furthermore, if you can’t differen-
tiate your offering from a competi-
tor’s hourly option, the solution 
becomes commoditized and the 
market drives rates towards mar-
ginal cost. This means that you 
can’t simply charge a portion of the 
benefit, even if you could quantify 
it, because other competitors could then 
deliver better returns at lower prices. You 
can only price up to your perceived dif-
ferential value.

Sounds bad, but if you’re trying to get 
out of hourly billing, you can actually 
use this to your advantage. You know 
approximately what other providers will 
bill, based on the estimate of work and 
hourly rates. You can differentiate in 
terms of value delivered (might be hard) 
or time spent. If you can truly do the 
same work in less time, you can bill sim-
ilar total amounts, leading to a higher 
effective rate. 

For example, when I did a lot of high 

end pricing analytics, we built custom 
tools to allow us to crunch through cer-
tain “what-if?” scenarios much more 
efficiently than you could in Excel. We 
could do in a week what a typical con-
sultant might do in a month, and we 
could do in 3 man months what another 
firm might do in 6 or 12. Of course the 
effective rates were higher. The company 
from Part 1 that refused to pay $175/
hour later gladly paid twice that effective 
rate because we recast the project as a de-
liverable with a due date.

For this to work, you have to be able 
to do something better, cheaper, and/
or faster than your competition. Note 
that “better” means better in the cus-
tomer’s eyes. If they don’t perceive the 
value, it’s not real. If they do, even if you 
don’t think it’s important, it is. Cheaper 
and faster are amenable to technological 
improvements (like our custom software 
tools), or other templates and prebuilt 
intellectual property that you can use 
repeatedly.

One great thing about this method is 
that you have a lot of flexibility to serve 
the customer. For example, in one case, 
we realized that it would be better and 
cheaper to buy an off-the-shelf software 

package rather than doing the work by 
hand or implementing certain software 
features ourselves. 

If we had been on a typical hourly con-
tract, we never could have won approval 
to do this in time. It would have broken 
the model and required another legal 
review. Since we were responsible for the 
results, we made the decision in an af-
ternoon and were able to accelerate the 
project and deliver better results. 

Using the project approach, you 
want to think about ways to de-
liver value faster, more easily, and 
in a more automated fashion. If 
you’re just billing by the hour, 
there is a strong disincentive to 
improving delivery efficiency. 
Even if you’re not simply billing 
lots of hours, your mind will be 
thinking in a different way– one 
that is ultimately not as good for 
you, your team, or your custom-
ers.

In addition, customers aren’t exactly dy-
ing to handle extra paperwork. Some 
projects I’ve worked involved consul-
tants, subcontractors (too specialized 
for me to hire full time, but essential for 
certain pieces of certain projects), and 
other 3rd party services. Simply getting 
approvals for all these pieces, let alone 
managing them, invoicing, and process-
ing payments, would have taken signifi-
cant time for the customer and for me. 

Instead, we wrapped it up nicely, saving 
time for the customer and ourselves, so 
we had more time to focus on actually 
delivering the solution.




