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technology uptake. While the
percentages to the customers
increased with volume and uptake,
this distributor still benefited given
that both volume and technology
uptake also provided increased
savings to it. Both parties won, and
this distributor successfully overcame
the resistance to technological
uncertainty.

While its competitors were panning
for gold, this astute distributor
discovered the value of platinum and
effectively used it to dramatically
benefit both itself and its customers.
Through this pricing approach,
customer uncertainty and risk were
minimized because a certain level of
savings were guaranteed. This form
of gain-sharing, overcame customer
resistance due to:

1. Undemonstrated field-tested
benefits-

2. Uncertainty with respect to the

size and timing of the benefits
3. Personal risk presented to the

decision-maker by choosing a
new offering, and;

4. Relating cause (i.e. use of the
new technology) to effect (
benefits/cost savings realized

Differentiation is critical in the
increasingly price sensitive
purchasing environment. Unless a
distributor has unique capabilities
making it the lowest cost provider (of
which there can only be one), other
differentiators are critical. Current
rapid technological advances make
this possible. But, resistance to new
technologies with less certain
benefits make it more difficult to
compete on this basis. Gain-sharing
based pricing can be used to
overcome this resistance. The key is
to share savings in a manner that
provides customers with effective
prices.

There are certain minimum
requirements before you can even
begin to understand the how's and
why's of pricing for a particular
company.

Executive Leadership

Executive Leadership must support
the general idea that the company's
pricing strategy requires change

Why? Pricing has historically been
part of the marketing function with
cost & margin impact analysis
coming from finance. Additionally,
sales has a big stake & interest in

product pricing and pricing strategy
also, but more so from the standpoint
of always wanting more aggressive
price points and discounts.

If the companies' leadership has a
desire to wrap their arms 'around
price', then all the parts of pricing
would need to be consolidated in one
person or at minimum, one person
who will act as the central strategist.

That said, roles will have to change
and 'culture' does not adapt
overnight. It is unlikely that, without
strong executive support, any person
or organization would be able to
effect enough support in Sales,
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Those issues aside, pricing is a
rather new discipline so be prepared
for a long search if you're trying to
find a top-notch candidate.

In all probability you won't find
someone with the 'perfect' skillset.
One skill that stands out above all
others as necessary is being a 'good
business' person; help the
organization make solid business
decisions.

That said, once you've made your
hire, its time to get to work. Pricing is
at its best, a roll-up-the-sleeves daily
grind in looking holistically by product
and also deal by deal. If your pricing
person isn't a roll-up-the-sleeves
person, you'll have problems.

Second, while creating another
incremental FTE is always an
expense, resist the urge to staff the
position as an individual contributor.
Constant meetings and the
sometimes & frequent data extraction
issues make it extremely difficult for
one person to do 'everything'.

Think of the pricing process as 'fine-
tuning' an automobile; you wouldn't
just fix one part of the car.

Once executive leadership supports
the establishment of a pricing
function and that pricing leader is in
place, then the 'practical' foundation
aspect to pricing will begin.

This aspect will take two forms: (1)
the analytical/strategic piece and (2)
the alignments 'down the leadership
line' that need to occur to sell the
strategy.

A workable pricing strategy can be
drafted into a format not unlike any
other type plan. Specifics around
what needs to happen and who
needs to make it happen are vital.
Simply hiring someone, good
intentions aside, won't get you much.

What I've labeled 'data' includes the
'analyses' piece. The only effective

way to conduct pricing analysis is by
using data, either historical, market
share or competitive.

Data Essentials

• Market Research
• Competitive Intelligence
• P&L
• Historical Data
• Sales Discount Programs

Market Research
(Conjoint Analysis)
• Market Research effectively

'survey's' the customer base that
the company has & doesn't have
to assess buying patterns and
reasons for those buying
tendencies.

• Assessing the marketplace 'we
don't have' is as important as the
marketplace currently enjoyed by
that customer.

• You'll need to know what
customers value about your
products (Conjoint Analysis) so
you can gage the worth of
those product attributes.

Competitive Intelligence
• You will need to assemble a

database of competitive
intelligence in order to gage your
price vs your competitor(s).

• These types of databases take
time to accumulate and are
another example of a 'role up the
sleeves' process.

Marketing and Finance to empower
any one individual or group of
individuals with the core pricing
function. So the first step is to have
that senior leader who wants to
improve the pricing function.

Hiring the Pricing
Professional

Many companies either bring in
consultants to assess their pricing
strategy or hire a full-time pricing
professional. Either way, its highly
unlikely that any company will have a
steadily working pricing function
without someone who carries the title
'pricing expert'.

Dividing pricing responsibilities
between the marketing and finance
teams never works. It is too
fragmented of an approach and
never leaves either side comfortable
that the process works.

So, who do you hire? The top-notch
consultant? Or do you advertise for a
pricing professional? Do you work
with an executive recruiter? The
answer depends on the 'moneys'
available in your organization.

These days it's frequent for
companies (mostly consumer
products) to want to hire top-notch
consultants. Why leave so important
a process as pricing to a so-called
'executive recruiter' or HR, which will
both just scour Internet job search
pages. Why not hire the consultant
full time who you know has done this
before?

However, when a highly-
compensated former consultant as
pricing leader is not viable in your
company, its best to utilize an
executive recruiter. Its extremely
difficult to find someone with both a
marketing and finance background
who has worked in a day-in and day-
out capacity with sales. Lastly,
wouldn't it be nice if they also had
industry experience.
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P&L
• Knowing whether or not your

products and contracts are within
profit guidelines is a key issue.
You'll need to know the profitability
and you'll have tons of questions
about what does/does not hit the
p&l.

• Price i.e. Revenue is obviously a
large component of the budgeting
process. However, since there are
different immediate goals here, its
never advisable to think that your
pricing people can also provide you
with your revenue forecasting.

• Lastly, when supplying data or
such to marketing and/or the sales
on price performance you need to
ensure that the data you are
providing is correct and ties to the
P&L. Big issue!

Inter-Company Historical Data
• Historical Data is crucial when

looking at price trends (list, net and
discounting). You can't talk
opinions. You'll need this data and
in a time series format. Prices &
discounts fluctuate over time so
you cannot just look at one or two
months.

• While most recent history is key,
going back to see the month over
month trends over a 2 year period
will enable to incorporate trends
into your pricing analysis. However,
don't ignore the most immediate
history if clear pricing trends are
visable.

Alignments

There are 3 basic alignments that will
define the day in and day out:

1. Sales
2. Marketing
3. Finance

Alignment with sales will for the most
part be around transactional type
pricing as well concern/interest in
whether their pricing is market
competitive.

Additionally, a sales force will require
a compensation plan that matches
the pricing strategy, otherwise they
will not be motivated to achieve their
revenue plan. Pricing analysis isn't
done in vacuum; you're not going to
go off in a room somewhere and
create price points.

Marketing will have a very strong
interest in the price points created. In
fact, in most companies, in one way
or another, marketing product
managers owned the pricing
analysis.The alignment with
marketing is going to be the most
'sensitive' of the key alignments that
I've discussed.

Realistically, you're going to have to
accept a certain working style and
relationship with the marketing
department. There is also going to be
a certain amount 'tension' as the
product managers are really never
going to like someone else having
ownership of the actual price
analysis.

Policies & Procedures

Lastly, A formalized set of Pricing
Policies & Procedures will be
required in order to document your
pricing 'rules' both for internal use
and auditor examination.

You will also need to communicate in
formalized manner to a very wide
audience which will include, in
addition to your pricing management
(who will not, most probably, read a
set of P&P), all the sales operations
folks who make a sales back office
hum.

Lastly, for revenue assurance and
integrity, your accounting department
will require a set of policies and
procedures. What I've outlined is only
the foundation, the building blocks.
However, all business plans and
strategies are built off of solid
foundations and pricing is no
exception.

• In many industries there are very
specific legal constraints on
who/how to collect competitive
intelligence. Healthcare, for one,
says that you cannot leverage
price issues when people's
health is at stake.

• Governmental agencies such as
the VA, DOD, Etc keep on record
invoices from recently purchased
items for all competitors so this
can be a good manner of
collecting intelligence. Its open to
the public.

• However, by far the most effective
way to gather intelligence is to
seek out (in a legal fashion) the
people who deal with customer's
day in and day out. Anecdotal
surveys of the sales force are
perfectly legal in trying to
understand customer-buying
patterns.

• Its important to note, though, that
the most effective manner of
surveying a sales force is to do so
in separate conversations (one on
one) over a wide geographic area
and involving different selling
channels. Lastly, don't just always
include the sales reps, utilize
managers and above. In that
manner, trends will emerge
independent of one another and
carry more weight in deciding the
right answer.

• I've always lived by the rule 'that if
you hear and see the same price
trends over large geographies and
populations of people, the more
true it usually is.


