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7th PPS Annual Conference on European & Global Pricing:  Princesa Sofia 
Gran Hotel – Barcelona, Spain; 30 November - 2 December 2011.  Workshops 
and special events offered include:
•	 Global Pricing for Executives Summit
•	 Core Pricing Skills – Chethan Sharma & James Brown
•	 Maximising Profits with Razor Sharp Pricing Research Insights – Paul 

Hunt & Tony Hodgson
•	 Implementing Value Based Pricing – Frederik Van Bever & Daniel Soto 

Zeevaert
•	 Business-to-Business Pricing – Dr. Andrea Maessen & Philip Daus
•	 Pricing Negotiations – Marc Abels
•	 Advanced Pricing Skills – Dr. Manu Carricano
•	 Unit, Tiered, and Bundled Pricing – Tim Smith

For the most up-to-date information about PPS events and programs, please 
visit our website at www.pricingsociety.com frequently.

Rate Forecasting in  
Bid Environments

This article describes how the concept 

of price forecasting can be applied in 

industries where bidding is the norm.  

The key to this type of work is how 

the building blocks of bids are under-

stood.  In this article, the author also ar-

gues that cost-based pricing approaches 

introduce more risk to a business than a 

segmented market focused pricing ap-

proach. Patrick J. Taylor specializes in 

business and process improvement, and 

is Managing Director at Strategy Pro-

cess & Analysis LLC. He can be reached 

at pjtaylor@spna-llc.com. 

Contrary to popular belief, fore-
casting prices can be applied 
to a business where bidding 
new business is the norm. Ex-

amples of this include companies who 
do construction, engineered or technical 
services, architectural design, contract 
manufacturing, and large equipment 
manufacturing. 

In many cases, those bidding the busi-
ness in these types of companies do 
not believe it is possible to do anything 
better than using a cost-based pric-
ing approach. After all, every bid seems 
unique.  And because there will be a 

project wrapped around the bid, costs 
will be heavily scrutinized as it is deliv-
ered. 

However, it is not very often these busi-
nesses cannot apply the concepts of rate 
forecasting, even companies that sell less 
than a dozen systems per year.  In these 
cases, while a statistically valid pricing 
model could not be done, they still had 
the opportunity to use costs as the be-
ginning point for customer price discus-
sions.  Why? Because, our costs are not 
relevant to the customer! The customer 
only cares about the value the vendor’s 
solution will bring them relative to the 
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alternatives and what they will have to 
pay for it.

Excluding those data poor opportuni-
ties, let’s return to the idea of creating a 
model for forecasting pricing in a bid-
based industry. In this situation, we 
need to understand the key to apply-
ing forecasted pricing techniques lies in 
our ability to properly understand the 
building blocks of the bid.

For example, when a bid is built we typi-
cally see a buildup of the key project ele-
ments or components; e.g.

•	 Labor hours by an engineer times the 
engineer’s labor rate plus the margin 
goal or

•	 Hardware plus software plus Other 
Equipment Manufacturer’s parts plus 
the margin.

There are issues common to both of 
these examples: We still have to under-
stand where the value lies. We have to 
understand the ability of the customer 
to “cherry pick” our offer apart. That is 
can the customer buy the hardware else-
where at a 
better price?   
Or could our 
services be 
de-bundled?   
Can the more 
mundane ser-
vices we of-
fer be bought 
elsewhere?

In both cases 
the best ap-
proach is to 
look at our 
solution as a group of mini-offers. Each 
core piece of each mini-offer may garner 
a separate set of pricing curves. This is 
defined by how we have created our pric-
ing segments. 

For example: we are asked to quote and 
deliver an engineered service which in-
cludes both, labor intensive construc-
tion and some very technical design 
work. Let’s assume the engineering work 

will have to be done by a specialist.

Since from the customer’s perspective, 
the construction crew could be out-
sourced to a local crew that does all 
kinds of generic construction, the addi-
tional value to be monetized for this ele-
ment will be limited to factors like:

•	 The convenience of getting the full 
job done by one vendor,

•	 The reputation of the vendor for proj-
ect management expertise and on 
time/quality delivery or reliability,

•	 And/or availability of crew and equip-
ment when construction season is at 
its peak.

For the highly competitive item of con-
struction the question then becomes a 
matter of how much of a premium can 
we command for this, if any, beyond 
what can be paid elsewhere by our pros-
pect?

This logic is the same whether applied 
to the building of a highly complex ma-
chine with a heavy iron element, an IT 

solution 
whereby 
hardware 
is required, 
architec-
ture where-
by drafting 
services will 
be needed, 
and so on. 
Most busi-
nesses will 
sell some-
thing that is 
highly com-

petitive in nature. The difference is that 
when we look at a portfolio of simple 
finished goods products, it is often more 
obvious which ones these are. In bid 
based solutions we often blend these into 
our total bid and smear a target margin 
across all of it.

The price curve of the construction rates 
will most likely behave in a very differ-
ent way from the engineering rates. We 

should expect to see more fluctuations 
and greater peaks/valleys in the data as 
supply and demand move in the market.  

In most parts of this country, we can 
expect to see a seasonal shift in pric-
ing when the peak construction season 
picks up – thus allowing us to garner the 
“crew availability” premium. Failing to 
understand this means the difference in 
winning a profitable deal and losing one 
altogether.

Additionally, in this example’s sector, the 
geographical location and travel distance 
to the project will have a major impact 
on the pricing we can command.  Non 
Productive Time (NPT) or “Windshield 
Time” is a major factor in many of these 
bids. Our total offer adds no value for a 
guy driving an hour to the job site. And 
if our competitor is closer to the job than 
we are, we cannot price for it. It sim-
ply becomes a cost factor that will de-
termine if we want to bid and win this 
work. However, if all of the competi-
tors for this project are going to have the 
same NPT costs to bid the project, we 
should have a price element tracking it 
over time and attempting to benchmark 
where the price for it is going. This ele-
ment can be tracked as rate per mile, per 
laborer hour, or a combination of both.

The technical elements will also have a 
pricing curve of their own. This can look 
like a lump-sum rate for engineering 
a specific service, e.g. survey price per 
mile, or it can be set as a per hour basis, 
e.g. remediation service per person for an 
eight hour day.

Continuing with the example above, we 
will want to price the value of the engi-
neered solution based on our price fore-
cast as well as with considerations for the 
following:

•	 What is the value this customer will 
get for our solution; e.g. will this save 
them three days of drilling time, allow 
the reduction of headcount, or avoid a 
government fine?  Just as importantly, 
what is the customer’s payback; e.g. 
a Return on their Investment (ROI) 
from our solution?  Does the benefit 

For the highly competitive item 
of construction the question 
then becomes a matter of 
how much of a premium can 
we command for this, if any, 
beyond what can be paid 
elsewhere by our prospect?
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If we find that large bids have more 
competitive pricing than small ones on a 
per hourly basis; the size of a deal or the 
customer better be accounted for within the 
segments we defined.

outweigh what we charged?

•	 Can the prospect get the job required 
done with an alternative solution; al-
beit from an inferior one? If so, what 
price would that translate into on an 
apples-to-apples basis with our offer?

•	 Is this a formal Request For Proposal 
(RFP), whereby a competitor helped 
write the technical specifications, help 
justify the investment, 
and create a budget?

Note: Even when we are af-
forded the luxury of being 
able to consider our cus-
tomer’s value in our pricing 
due to minimal competi-
tion, we must still use our 
data about what custom-
ers have been paying and 
the market’s trend for this 
offering. Past pricing is 
a reference point for our 
customer. And we need to 
make sure we are looking 
consistently at this segment, 
aware of any market trends 
or seasonal affects, and be 
appropriate in our response 
for this geography.

A key thing to remember 
is that we must be able to 
add up the pricing of each 
pricing element for a bid 
later. So the unit of mea-
sures to be tracked must 
be meaningful to bidding the work 
later. When we do the bid, we will es-
timate the number of days, hours, and 
units of raw materials to support the bid. 
These items will be the variable which 
will change for each bid based on the 
scope of the project or solution being 
built. Therefore, these should be removed 
from the price/unit being created for our 
forecast model.  

If we always know a service will take 
three men 40 hours to complete, then as 
long as we bid this way, the model may 
track the service price as a flat rate as-
suming the 120 man hours. Again, the 

key is to use consistent measures which 
can be used to track the price and which 
we can later use as bid building blocks.

Finally, care needs to be taken in how we 
approach segmentation. For example, if 
we find that large bids have more com-
petitive pricing than small ones on a per 
hourly basis; the size of a deal or the cus-
tomer better be accounted for within the 
segments we defined.

Pulling it all together…
Had we simply added up our costs and 
slapped a target margin on it, we are tak-
ing an unnecessary gamble. Had we put 
a low margin on the whole bid, then we 
risk leaving value on the table for our 
technical solution while still being over-
pricing for the competitive construction 
element.

Alternatively, we might find that our 
margin goal was so high the customer 
deemed us irrelevant. There is an espe-
cially high risk of this happening when 
projects have a higher percent of cost for 
the competitive elements than for the 

high value ones; e.g. 80% construction 
and 20% engineering.

Another risk is the customer may at-
tempt to buy select elements from our 
bid. In our example, the prospect may 
wish to buy the construction elsewhere 
as there is no perception of value added 
by buying it from us. Then she/he may 
want to buy our under-priced technical 
solution.  If we were counting on the to-

tal deal margin, we just lost 
it along with the higher rev-
enue of a combined sale.

The better approach is to 
have a price defined for bid 
elements. These elements 
will have been statically 
studied for their ability to 
predict price, adjusted for 
seasonal affects, and de-
fined by inclusion of known 
business factors like cus-
tomer or project geogra-
phy. This way, when the 
pieces are added together, 
we know that each element 
is priced competitively and 
have not left any value un-
monetized.

In conclusion, we might 
find it daunting to pull 
apart and study past win-
ning bids and spend time 
segmenting our offers and 
customers in order to drive 
a pricing model for a bid 

based businesses. However, it is actually 
less risky to do this work than it is to 
continue to price using a cost-plus ap-
proach. And we might find that we will 
spend just as much time understanding 
market pricing as might have spent allo-
cating fixed overhead appropriately. 

The challenge should not be a question 
of “Can price forecasting be applied to 
businesses where every quote requires a 
special bid be created?” Rather, the chal-
lenge must be, “If you are using cost-
plus, why are you willing to take a big 
risk that you are leaving margin on the 
table or of simply losing sales?”




