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A company’s pricing strategy should not only define the positioning of a company’s offer, but also detail 
what resources are available to reward customers’ behaviour and achieve company’s goals. As the au-
thor explains, the solution is to avoid a poor design of commercial terms, dedicate time to proper com-
munication to the sales teams and ensure consistency between business objectives, commercial terms 
and sales incentives. This paper will explain the benefits of looking strategically at commercial terms and 
show what a powerful tool they can become, if positioned as an investment rather than as a cost. Author 
Paolo De Angeli, CPP is Pricing Group Expert at Borealis. He can be reached at pdeangeli81@gmail.com.

The Role of Commercial Terms in 
Achieving Business Objectives
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Figure 1: The price waterfall – by carefully indicating the amount of resources invested on each lever and 
visualizing the result with a histogram, companies can learn where to focus.

M
any Companies spend a significant amount of time in 
defining their Business Objectives, but often then for-
get to translate them into the right set of Commercial 
Levers. As a result, they may be focused on increas-

ing profits but do not realise that all their discounts and rebates 
are rewarding higher volumes. 

Experience shows that the strategic role of commercial terms is 
often overlooked, not promoting required customers’ behaviours. 
It is therefore evident that Pricing Professionals have a unique 
opportunity to support companies to achieve their strategic ob-
jectives faster, by designing and giving the sales team the right 
set of commercial levers.

This paper will explain the benefits of looking strategically at com-
mercial terms and show what a powerful tool they can become, if 
positioned as an investment 
rather than as a cost.

Pre-requisite: 
establishing some  
basic reporting 
methodologies
Before exploring the con-
cept itself, it is worth focus-
ing first on the importance 
of price monitoring.

As a basic principle, ev-
ery good Pricing Strategy 
needs to be translated into 
concrete terms and brought 
to the market through a con-
sistent commercial policy, 
whose levers are designed 
to promote the company’s 
strategic objectives, at a 
product and customer level.

Many are the commercial 
levers a company can use, 
typically on-invoice dis-

counts and off-invoice rebates, but in order to be effective and 
select the right ones, companies need to combine the knowl-
edge of the market with a structured analysis of historical data.

Price monitoring processes and tools are, in fact, essential for an 
objective understanding of the performance and help manage-
ment understand where to focus to improve sales and margins.

Among the different tools used, it is worth mentioning the Price 
Waterfall and the Pricing Cloud. The first (Figure 1) can be easily 
created by listing all commercial resources spent, starting from 
the Gross Price (or Sales) down to the Net Price (or Sales), care-
fully indicating the amount invested in each commercial lever and 
visualizing the result with a histogram. The result is simple but 
extraordinary, since it allows management to quickly understand 

   

Figure 1: The price waterfall – by carefully indicating the amount of resources invested on each lever and 
visualizing the result with a histogram, companies can learn where to focus. 

 

The “Pricing Cloud” (figure 2) is, instead, a dispersion map which typically indicates customer volumes (or sales) 
on the x‐axis and net prices of those volumes (sales) on the y‐axis; also in this case, in spite of its simplicity, this 
tool often provides interesting results to build a conversation with internal stakeholders, typically Sales and 
Marketing, who are the key partners in defining the overall pricing strategy. With some graphic 
differentiations, the tool can show results by Sales Area, customer segment etc. and enrich the dialogue 
between colleagues. The majority of companies that adopt these methodologies usually discover that their 
commercial policy has one or two main levers requiring focus and that there is a sub‐optimal price execution. 
This exercise is important as it helps management to identify situations of “self‐induced price erosion” (when 
very comparable customers receive very different amounts of resources), that could trigger or be the main 
reason for internal commercial tensions between sales areas.

Figure 2: The Pricing Cloud – both “vertical” and “horizontal” price dispersion can lead to situations of “self‐
induced price erosion,” at the basis of internal commercial tensions among sales areas. 

framework defined by the pricing team. Both departments need to act as business partners to each 
other, in a constant fine‐tuning exercise. Sales should not be left alone in the implementation and 
should have a constant open discussion with the pricing organization when executing the pricing 
framework.  This is key to be successful.  
 
In addition, they both should understand the importance of being (almost fully) transparent: by clearly 
and transparently communicating to their customers what resources they can get and what are the 
conditions that must be met in order to be rewarded, companies create trust. What I observed is that 
a customer that understands the rules of the game and can trust the selling company is more willing 
to treat the counterpart as a partner, rather than as a simple supplier.  

4. Excellent Pricing is right price positioning – Often companies define their Pricing Strategy as a 
combination of Price Positioning (as expressed in the graph below) and Pricing Approach (Reactive vs. 
Proactive or Followers vs. Leaders). 

 

Figure 3: Conventional thinking when it comes to defining a Pricing Strategy: Value Maps and 
Positioning options. A Pricing Strategy should be completed by the definition of the right commercial 
terms to support Sales to reach the company’s strategic objectives. 

 

On the one hand this is, of course, valid. On the other, though, pricing is not only about right price 
positioning, but also a matter of defining the right set of commercial terms, working on eight 
additional elements: 

a) Customer Strategy: Building a link with customer segmentation and allocating more resources 
on strategic customers than on marginal ones. 

b) Product Strategy: Building a link with the product segmentation rewarding more performance 
on strategic products. 

c) Level of Deviation from the target price (“corridor”), that can differ by market area or 
segment, depending on the business objective (volume or margin growth). The corridor is a 
simple yet very powerful pricing tool because it guides execution towards the strategic 
objectives, but often companies do not link any strategic rationale to its width. 

d) Level of Transparency: Differentiating, for example, between resources in the hands of local 
sales managers or regional managers. 

e) Level of Customer / Channel differentiation: Once the principle of differentiating by customer 
segment (point a) has been established, companies need to define what is the intensity of the 
difference between one segment and the other. 

f) Level of Product differentiation: Same as point e, to be applied on the product segmentation. 
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Figure 2: The Pricing Cloud – both “vertical” and “horizontal” price dispersion can lead to situations of “self-induced price erosion,” at the 
basis of internal commercial tensions among sales areas.

where to focus for further detailed analysis, starting from those 
where the investments have been higher. 

The “Pricing Cloud” (Figure 2) is, instead, a dispersion map which 
typically indicates customer volumes (or sales) on the x-axis and 
net prices of those volumes (sales) on the y-axis; also in this case, 
in spite of its simplicity, this tool often provides interesting results 
to build a conversation with internal stakeholders, typically Sales 
and Marketing, who are the key partners in defining the overall 
pricing strategy. With some graphic differentiations, the tool can 
show results by sales area, customer segment etc. and enrich 
the dialogue between colleagues. The majority of companies that 
adopt these methodologies usually discover that their commercial 
policy has one or two main levers requiring focus and that there 
is a sub-optimal price execution. This exercise is important as it 
helps management to identify situations of “self-induced price 
erosion” (when very comparable customers receive very different 
amounts of resources), that could trigger or be the main reason 
for internal commercial tensions between sales areas.

Solid price monitoring methodologies and processes help to 
understand if the pricing strategy has been accurately executed 
and support correction of specific situations. Above all, however, 
they support the design of subsequent seasons’ pricing policies 
and commercial levers, based on objective facts and internal re-
view among stakeholders.

Once these basic reporting methodologies, processes and tools 
have been established in the organisation, it is then possible to 
start using commercial terms more strategically. 

Pricing as the bridge between  
sales and corporate objectives
Here are five things to consider in order to create a better link 
between sales and corporate objectives:

1. Companies often do not link the right commercial term 
to their strategic objectives – Every year, many companies 

define or fine-tune their strategic objectives. Typically, an impor-
tant number of people and significant amount of time is dedicated 
to this important exercise and usually this process ends up in an 
accurate list of goals. Often, to simplify a little, the corporate stra-
tegic objectives are then cascaded down to each business unit 
and, eventually, to the sales managers to execute. Very seldom, 
though, companies take the time to understand if their commercial 
policies and terms are consistent with their objectives. In other 
words, they may lack the right focus and a structured methodol-
ogy to make sure that sales managers are equipped enough to 
compete with the right weapons. 

Some companies may therefore find themselves with outdated 
commercial policies that are inadequate to serve new strate-
gic objectives. For example, while they focus on relative margin 
growth, they allocate the majority of their commercial resources 
on rebates that reward a growth in volumes. This may cause, on 
the one hand, leakages in the price waterfall and, on the other, 
lost sales and opportunities.

In addition, this may also lead to more dangerous situations, in 
which commercial terms are used to compensate each other (for 
example, they may use resources allocated for volume growth to 
reward better payment terms). This creates, eventually, a vicious 
cycle in which:

• The commercial/pricing teams do not link commercial terms 
to the business objectives and the sales managers’ incen-
tive KPIs,

• Sales managers do not have the right weapons to compete 
and, without guidance, find inefficient ways to be successful 
(that could also be different depending on each sales area) 
in order to maximize their incentives,

• Data becomes inaccurate not allowing for a true understand-
ing of what reality looks like, and
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Figure 3

• Commercial/pricing teams are not able to design a better 
commercial policy, because they lack visibility and under-
standing of commercial terms effectiveness.

This is an area where still too few companies have fully focused 
to be successful and Pricing has an important opportunity to 
contribute. In order to close this gap, Pricing Professionals need 
to explain internally that, like every other budget element, com-
mercial terms are investments and should be planned accord-
ingly. Moreover, they ought to dedicate the right amount of time 
every year to check whether there is consistency between the 
company’s goals and the company’s means to achieve them via 
commercial terms. By doing so, they can help their companies 
reach their strategic objectives and strengthen their role of key 
business partners. 

This is the key issue and where Pricing Professionals have an 
opportunity to impact, getting more in details than the majority of 
their colleagues.  They know the difference between a discount 
and a rebate and they know that rewarding customers directly on 
invoice is very different from reducing the price via a credit note, 
at the end of the year. It takes com-
petence and discipline to design an 
effective commercial policy, but it 
is rewarding at the end.

Typically, being on invoice, a dis-
count communicates to the cus-
tomer that we are willing to im-
mediately reward a good behavior 
observed. An example is an early 
order discount to reward a cus-
tomer that ordered earlier enough 
to help our company planning bet-
ter and therefore managing more 
efficiently its inventories: customers 
who plan better for a specific transaction deserve an immediate 
reward for that transaction, on invoice. On the other hand, if we 
want to reward a volume growth within a sales season, we will 
use a rebate to incentivize customers to grow and we will rec-
ognize the reward only at the end of the sales season, once they 
achieved the volume goal.

There exist many different customer behaviors that a company 
may want to reward, but we could limit them to the following cat-
egories: increase/protect revenues, increase profit, reduce risk, 
reduce cost to serve and improve presence in the value chain.

For a matter of simplicity, I will focus only on the first one: in-
crease/protect revenues. I will take this as an example that could 
be easily expanded to the four remaining categories mentioned. 

When working with revenues or volumes, there are two vari-
ables companies can use: customer and product. As previously 
explained, selecting the right type of commercial term (product/
customer discount or rebate) is very important, because it com-
municates to customers what behavior the company wants to 
reward. When trying to reward customers and product perfor-
mance, companies should select commercial terms from one of 
the four categories in Figure 3.

As an extreme example, if a company’s sole strategic objective is 
to increase a product’s market share in a particular geography, 
the sales team needs to be equipped only with a dedicated com-
mercial lever - a product volume rebate - to reward those cus-
tomers that help the company grow in that and only that specific 
geography. Nothing more, nothing less. Any other commercial 
lever (payment terms discount, inventory management discount 
and so on) would not be appropriate in this case.

2. Commercial Terms are considered costs: the less, the 
better – Very often companies do not recognize that spending 
the right resources on the right customer for the right product 

is a good investment, not a cost. 
The prerequisite for an investment 
not to become a leakage is to ac-
curately plan where to allocate 
the resources and execute con-
sistently. Companies should build 
their commercial terms as levers, 
in alignment with the customer 
and product strategy, and monitor 
by commercial term to understand 
how effective each single lever 
was if compared to the goals it 
has been dedicated to.

3. Pricing and Sales are con-
sidered in conflict: If in a company pricing managers are consid-
ered “police-officers” and the sales department is seen as wasting 
resources when negotiating with customers, then there is room for 
improvement. What I observed is that when pricing and sales act 
as partners, more profitable transactions occur. More specifically, 
pricing should support sales in achieving the company’s strategic 
objectives, designing and allocating the right discounts and re-
bates and the right amount of resources, and sales on the other 
hand should execute with discipline within the framework defined 
by the pricing team. Both departments need to act as business 
partners to each other, in a constant fine-tuning exercise. Sales 
should not be left alone in the implementation and should have 
a constant open discussion with the pricing organization when 
executing the pricing framework. This is key to be successful.  

Very often companies do not 
recognize that spending the 
right resources on the right cus-
tomer for the right product is a 
good investment, not a cost.

This is the key issue and where Pricing Professionals have an opportunity to impact, getting more in 
details than the majority of their colleagues.  They know the difference between a discount and a 
rebate and they know that rewarding customers directly on invoice is very different from reducing the 
price via a credit note, at the end of the year. It takes competence and discipline to design an effective 
commercial policy, but it is rewarding at the end. 

Typically, being on invoice, a discount communicates to the customer that we are willing to 
immediately reward a good behavior observed. An example is an early order discount to reward a 
customer that ordered earlier enough to help our company planning better and therefore managing 
more efficiently its inventories: customers who plan better for a specific transaction deserve an 
immediate reward for that transaction, on invoice. On the other hand, if we want to reward a volume 
growth within a sales season, we will use a rebate to incentivize customers to grow and we will 
recognize the reward only at the end of the sales season, once they achieved the volume goal. 

There exist many different customer behaviors that a company may want to reward, but we could 
limit them to the following categories: increase/protect revenues, increase profit, reduce risk, reduce 
cost to serve and improve presence in the value chain. 

For a matter of simplicity, I will focus only on the first one: increase/protect revenues. I will take this as 
an example that could be easily expanded to the four remaining categories mentioned.  

When working with revenues or volumes, there are two variables companies can use: customer and 
product. As previously explained, selecting the right type of commercial term (product/customer 
discount or rebate) is very important, because it communicates to customers what behavior the 
company wants to reward. When trying to reward customers and product performance, companies 
should select commercial terms from one of the four categories below: 

Product Strategy  Customer Strategy Type of Commercial Lever
Grow  Increase overall Share of Wallet Customer Rebate 
Grow  Increase specific product Market Share Product Rebate 
Defend  Defend customer from competition Customer Discount 
Defend  Defend product from competition Product Discount 

 

As an extreme example, if a company’s sole strategic objective is to increase a product’s market share 
in a particular geography, the sales team needs to be equipped only with a dedicated commercial 
lever ‐ a product volume rebate ‐ to reward those customers that help the company grow in that and 
only that specific geography. Nothing more, nothing less. Any other commercial lever (payment terms 
discount, inventory management discount and so on) would not be appropriate in this case. 

2. Commercial Terms are considered costs: the less, the better – Very often companies do not recognize 
that spending the right resources on the right customer for the right product is a good investment, not 
a cost. The prerequisite for an investment not to become a leakage is to accurately plan where to 
allocate the resources and execute consistently. Companies should build their commercial terms as 
levers, in alignment with the customer and product strategy, and monitor by commercial term to 
understand how effective each single lever was if compared to the goals it has been dedicated to. 

3. Pricing and Sales are considered in conflict: If in a company Pricing managers are considered “Police‐
officers” and the sales department is seen as wasting resources when negotiating with customers, 
then there is room for improvement. What I observed is that when Pricing and Sales act as partners, 
more profitable transactions occur. More specifically, Pricing should support Sales in achieving the 
company’s strategic objectives, designing and allocating the right discounts and rebates and the right 
amount of resources, and Sales on the other hand should execute with discipline within the 
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Figure 4: Conventional thinking when it comes to defining a Pricing Strategy: Value Maps and Positioning options. A Pricing Strategy should 
be completed by the definition of the right commercial terms to support Sales to reach the company’s strategic objectives.

 
In addition, they both should understand the importance of be-
ing (almost fully) transparent: by clearly and transparently com-
municating to their customers what resources they can get and 
what are the conditions that must be met in order to be rewarded, 
companies create trust. What I observed is that a customer that 
understands the rules of the game and can trust the selling com-
pany is more willing to treat the counterpart as a partner, rather 
than as a simple supplier. 

4. Excellent Pricing is right price positioning – Often com-
panies define their Pricing Strategy as a combination of Price 
Positioning (as expressed in Figure 4) and Pricing Approach 
(Reactive vs. Proactive or Followers vs. Leaders). 

On the one hand this is, of course, valid. On the other, though, 
pricing is not only about right price positioning, but also a matter 
of defining the right set of commercial terms, working on eight 
additional elements:

• Customer Strategy: Building a link with customer segmen-
tation and allocating more resources on strategic customers 
than on marginal ones.

• Product Strategy: Building a link with the product segmen-
tation rewarding more performance on strategic products.

• Level of Deviation from the Target Price: (“corridor”), 
that can differ by market area or segment, depending on the 
business objective (volume or margin growth). The corridor 
is a simple yet very powerful pricing tool because it guides 
execution towards the strategic objectives, but often com-
panies do not link any strategic rationale to its width.

• Level of Transparency: Differentiating, for example, be-
tween resources in the hands of local sales managers or 
regional managers.

• Level of Customer / Channel Differentiation: Once the 
principle of differentiating by customer segment (point a) has 

been established, companies need to define what is the in-
tensity of the difference between one segment and the other.

• Level of Product Differentiation: Same as point e, to be 
applied on the product segmentation.

• Time Differentiation: Some commercial levers may be 
valid for a full sales period, some only for a limited promo-
tional period.

• Agreement Type: The pricing approach to the market could 
be different if deals are negotiated following the development 
of an internal or external reference (typically, costs or market 
indices) or vice versa more autonomously.

5. Commercial Terms are planned but execution is then 
often not monitored – As much as investing time in defining 
and fine tuning their business objectives, some (above average) 
companies dedicate significant time in understanding in which 
commercial terms and segments to allocate their resources, as 
suggested in this paper. Surprisingly enough, though, they often 
struggle in monitoring the execution by commercial term, focus-
ing only on the net sales price performance. This is a big yet very 
common mistake, because it does not help to understand what 
levers worked well and what should be improved to be more ef-
fective. The Price Waterfall can be used in this case to assess 
how much was invested and compare actual execution with the 
budgeted plan. This simple but effective tool should be one of 
the most used by the commercial teams and, every year, the pro-
cess should follow the simple principle of: Planning, Executing 
and Monitoring.

How to practically address the problem
In order to overcome the issues described, pricing profession-
als should analyze the company’s price waterfall, identifying the 
current commercial terms used and any potential gaps between 
them and the business goals. These are the concrete steps they 
should follow:

framework defined by the pricing team. Both departments need to act as business partners to each 
other, in a constant fine‐tuning exercise. Sales should not be left alone in the implementation and 
should have a constant open discussion with the pricing organization when executing the pricing 
framework.  This is key to be successful.  
 
In addition, they both should understand the importance of being (almost fully) transparent: by clearly 
and transparently communicating to their customers what resources they can get and what are the 
conditions that must be met in order to be rewarded, companies create trust. What I observed is that 
a customer that understands the rules of the game and can trust the selling company is more willing 
to treat the counterpart as a partner, rather than as a simple supplier.  

4. Excellent Pricing is right price positioning – Often companies define their Pricing Strategy as a 
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On the one hand this is, of course, valid. On the other, though, pricing is not only about right price 
positioning, but also a matter of defining the right set of commercial terms, working on eight 
additional elements: 

a) Customer Strategy: Building a link with customer segmentation and allocating more resources 
on strategic customers than on marginal ones. 

b) Product Strategy: Building a link with the product segmentation rewarding more performance 
on strategic products. 

c) Level of Deviation from the target price (“corridor”), that can differ by market area or 
segment, depending on the business objective (volume or margin growth). The corridor is a 
simple yet very powerful pricing tool because it guides execution towards the strategic 
objectives, but often companies do not link any strategic rationale to its width. 

d) Level of Transparency: Differentiating, for example, between resources in the hands of local 
sales managers or regional managers. 

e) Level of Customer / Channel differentiation: Once the principle of differentiating by customer 
segment (point a) has been established, companies need to define what is the intensity of the 
difference between one segment and the other. 

f) Level of Product differentiation: Same as point e, to be applied on the product segmentation. 
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1. Clearly define what the strategic goals of their company are 
(volume growth in a given region, better margins for a specific 
product line, etc.). The more specific, the better.

2. Create the Price Waterfall, from Gross to Net Price, by care-
fully listing all the discounts and rebates, including free-of-
charge (FOC) goods. In this step, they need to be as ac-
curate as possible: sometimes in fact companies overlook 
some “hidden” discounts. A typical example could be a dif-
ferent price list applied for customers that pay earlier or the 
allowance of order cancellation without penalties at the end 
of the month, before the company brings a price increase 
on the same product the next month. At the end, they should 
also add all surcharges applied as per the commercial policy, 
planned to be paid for something non-standard the company 
did for its customers (fast deliveries, specific packaging, etc.).

3. Once the Price Waterfall is ready, they should segment the 
commercial terms by the goal they want to reward (more 
volumes, better payment conditions, etc.). 

4. Check to make sure that consistency between the strategic 
objectives and the commercial terms is ensured.

5. Starting from the most important one, run analysis by com-
mercial term to understand if in the past the investment was 
rewarding (in other terms, if each single commercial lever 
supported the achievement of the strategic goals it was cre-
ated for – volume rebates for more volumes, payment terms 
discounts for better Days Sales Outstanding, etc.).

6. Create a Heat Map to identify the areas of improvement.

7. Propose a reallocation of resources among existing (and 
new) commercial terms, following the principle that: 1. They 
should have only commercial terms that are consistent with 
the strategic objectives; 2. They should invest more on areas 
where they want to focus; 3. They should use the most ap-
propriate commercial term and put more resources on those 
that worked better in the past. 

8. Fine tune the budget for each commercial term. As a general 
additional note, it is worth mentioning that there are areas of 
uncertainty when running a business. Since sales execution 
is not a perfect science, there may be the need to “budget” 
some resources to manage uncertainty. Typically, these re-
sources are allocated to the Head of Sales or to the Sales VP.

9. Allocate resources by product and customer segment.

10. After proper involvement and communication to Sales and 
Marketing, implement and monitor continuously.

This breaks the vicious cycle previously described and enables 
a more professional management of this topic, with involvement 
of Pricing, Sales and Marketing.

Summary
Pricing professionals have an opportunity to help their compa-
nies achieve their strategic objectives faster. The pricing strategy 
should not only define the positioning of a company’s offer, but 
also detail what resources are available to reward customers’ 
behaviour and achieve company’s goals.

The solution is to avoid a poor design of commercial terms, 
dedicate time to proper communication to the sales teams and 
ensure consistency between business objectives, commercial 
terms and sales incentives.

By both planning carefully and monitoring the execution of all 
commercial terms, pricing can build a bridge between corpo-
rate strategy and commercial guidelines and help the company 
to strategically invest its limited resources. When it comes to 
sales execution, this is much more than defining a target price 
and the allowed level of deviation from the target.

Experience shows that by framing the execution and carefully 
planning where to invest their limited commercial resources, 
companies give the right “weapons” to their sales force, in order 
to compete in the market place. At the end, in spite of its simplic-
ity, the Price Waterfall is one of the most powerful pricing tools 
a company should use.


