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PPS Happenings 1984-2006, Now in its 23rd year

Holiday Greetings from your friends at the Professional Pricing Society! As 
2006 comes to a close, we would like to thank our members and sponsors for 
their continued support. It has been a great pleasure to work with each and ev-
ery one of you. We truly believe in our mission to support the Pricing Profes-
sional, and your support is very gratifying. Because of this support, 2007 prom-
ises to be an even better year, with four scheduled events:

• CPP Workshops in San Diego, Feb. 22-23, 2007
• Spring Conference and Workshops in Atlanta, April 18-20, 2007
• CPP Workshops in Chicago, July 12-13, 07
• Fall Conference and Workshops in Orlando, Oct. 24-26, 2007

Again, we thank you for your involvement in PPS. The only reason we can do 
what we do is because of our members, sponsors and all of the people in the 
pricing profession. Have a great holiday season!

— Eric Mitchell, PPS President

Thanks for your support this past year!

Arm Your Sales Force 
to Get Improved Pricing Results

Companies that arm their sales forces 

with the proper tools – such as pric-

ing waterfalls, robust tools and pro-

cesses, properly aligned incentives and 

training to reinforce desirable sales 

behaviors – will be victorious. This 

article was written by Christopher 

McDonald (chrmcdonald@deloitte.

com) and Jeff Hersh (jehersh@

deloitte.com), both of whom are se-

nior managers at Deloitte Consult-

ing.

Improved pricing offers a tremen-
dous opportunity to enhance bot-
tom line results.It first requires that 
companies methodically set, ad-

minister and “get” price. 

This is no easy task, however. Often-
times, the battle for getting price pits 
your sales force against the very people 
with whom they’re supposed to be devel-
oping rapport: their customers.

Many companies today are preparing for 
this battle by performing pricing analy-

ses to gain insight into where money is 
being left on the table. 

Unless these companies properly arm 
their sales forces with the right tools, 
processes, skills, education and incen-
tives, they will find it extremely difficult 
to reap the benefits sitting right under 
their noses.

To achieve alignment, between an orga-
nization’s pricing strategy, its objectives 
and execution in the field, a holistic ap-
proach to improving both the efficacy 
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The Mythology 
of Services Pricing

Software Vendor Subscription 
Pricing Falls 8% 
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and efficiency of the sales organization 
must be applied. (See figure 1.)

You Wouldn’t Bring a Knife 

The sales organization has the greatest 
opportunity to affect price and profit-
ability at the transaction level. And yet, 
companies typically throw their sales 
professionals into the fray to “get price” 
without adequately equipping them for 
the challenges they face out on the field. 

The sales force is left defenseless to the 
recurrent barrage of customer demands, 
such as “I want a lower price!” and “I 
want a bigger discount! Too often, sales 
professionals end up succumbing to 
these demands by offering pricing con-
cessions in order to secure the deal.

The major weakness in the line: The 
sales force does not know all the levers of 
profitability, such as competitor pricing, 
average selling price across the territory 
or country, whether or not the customer 
has been meeting volume commitments 
or even what value-added services the 
customer is getting. Without this kind 
of information, it is no wonder the sales 
force often feels like it’s bringing the pro-
verbial “knife to a gun fight.”

Sales Force
Luckily, you can better equip your sales 
force by arming them with the right 
tools, processes, skills, education and in-
formation. There are several often over-
looked, yet powerful weapons in your 
sales arsenal. Used properly, they can 
shift sales negotiations with the cus-
tomer away from discussing price and 

toward communicating value. These are 
the tools your sales professionals need to 
more effectively close deals and to rescue 
those sales that otherwise would have 
been lost on price. Let’s discuss some of 
the tools and techniques available that 
can give your sales force an edge on the 
customer: 

a Sales Management Tool 
Many companies today already have be-
gun or are in the process of developing 
pricing waterfalls to better understand 
their profitability at the macro-level by 
product or product line, by region, etc. 
What those companies fail to do is uti-
lize pricing waterfalls down at the cus-
tomer and transaction level – this can be 
a powerful sales management tool!

Customer and transaction level pric-
ing waterfalls provide insight into all of 
the value-added services that are being 
provided to the customer, such as: dis-
counted services, freight charges, techni-
cal support and product customization. 
They also demonstrate various other 
rebates and discounts the customer has 
been receiving. 

Now, when the customer fires off the 
usual “I want a lower price,” your sales 
rep is armed with the critical intelligence 
necessary to have a meaningful discus-
sion about your pricing structure. This 
will allow him or her to reflect all those 
places where the customer is receiv-
ing value-added services and discounts. 
Moreover, it empowers the sales rep to 
alter or withdraw discount rates as flag-
ging customers fail to meet their obliga-
tions (i.e., volume commitments), which 

would justify a price increase. Tactical 
use of the pricing waterfall allows sales 
reps to take greater control of the nego-
tiation process.

Sales quotation and configuration tools 
provide critical insight at the transac-
tion-level into the deals your sales pro-
fessionals are negotiating.Therefore, it is 
imperative that the tools provide robust 
deal-scoring and guidance on the fol-
lowing: minimum price, target price and 
stretch price for every product, service or 
bundle being sold. 

Several of the leading pricing software 
solutions such as PROS, Vendavo, Zil-
liant and Rapt offer the automated abil-
ity to score deals at the line item and/or 
the deal level. This can be accomplished 
with or without granting sales reps ac-
cess to margin information. A common 
way to accomplish this is to color code 
– green (good), yellow (marginal) or red 
(bad) – each line item or overall deal.

At its most basic, getting price requires 
that sales professionals ask for it. Best-in-
class organizations have adopted this as 
part of their standard sales process and 
methodology. To get the sales force more 
comfortable asking for price increases, 
consider utilizing a Pricing Action tool 
such as the Recommended Price Move-
ment Tool or RPM, which provides the 
rational and justification of the price 
increase. 

Figure 1: The Deloitte Sales Force Effectiveness Framework

• Organizational Design (Sales Support)
• Sales Channel Alignment

& Segmentation
• Global Structure & Governance

• Sales & Sales Support Processes
• Talent Acquisition/Retention
• Learning & Development
• Sales Tools
• Adoption & Communications

• Roles & Responsibilities
• Sales Model
• Account Mgmt. Methodology
• Territory Mgmt.

• Rewards (Plan Design, Process & Admin.)
• Workforce Planning
• Competency Modeling
• Performance Mgmt.
• Succession Planning
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The RPM helps to “arm” the sales peo-
ple with critical information that will 
help them articulate your company’s 
value proposition to the customer. Typi-
cally, it will contain the following ele-
ments: strategic, value price and price 
execution. The sum of these elements is 
calibrated by a “reality filter” that adjusts 
the price to an achievable level. Most im-
portantly, you must reinforce the impor-
tance of: getting price for your organi-
zation’s bottom line, aligning your sales 
reps’ incentive and remuneration plans 
and, lastly, incorporating price achieve-
ment as part of your candidate profile 
and negotiation and sales process train-
ing regimen. 

Today’s leading organizations are incor-
porating “ask for price” courses into their 
standard sales curricula, including nego-
tiations, pricing scenario simulations and 
role playing.

Providing the right tools and 
information is only one component 
of achieving greater profitability with 
your sales force. If you want your sales 
professionals to bring out the big guns, 
you need to motivate them to do so 
by aligning incentive programs and 
remuneration to drive better pricing 
behaviors. 

Below are some examples of how to mo-
tivate your sales organization to fight for 
optimal price realization. 

Because sales professionals are competi-
tive by nature, benchmarking sales reps 
against themselves will inevitably drive 
improvement. Leverage this fact to moti-
vate them to “get price.” 

• Enable the quotation and configuration 
tools to show the average selling price 
and an estimate of commissions their 
peers are getting for similarly construct-
ed deals. This information not only plays 
to sales reps’ innate competitiveness, but 
also provides the sales rep with the deal’s 
direct impact to their remuneration 
while empowering them to ask for and 
get a price that is at least what their peers 
have been able to close.

• Publish a “Best” or “Worst” deal list. 
Companies have been very effective at 
motivating sales people to make better 
deals by publishing a “Worst Deals of 
the Week” list and naming the sales rep 
who completed each bad deal. Sales pro-
fessionals can sometimes live with not al-
ways being No. 1, but they certainly nev-
er want be recognized for being among 
the worst.However, publishing a “Best 
Deals of the Week” list can be equally 
effective in motivating your sales reps 
to make better deals. The bottom line: 
Healthy competition is the lifeblood of a 
good sales organization.

Pay the sales force on the controllable 
margin components of the pricing wa-
terfall: Aligning performance measures, 
incentives and remuneration offers a 
significant opportunity to ensure that 
pricing results are achieved. 

• Incorporate a controllable margin per-
formance metric for at least a portion of 
each sales rep’s compensation plan (see 
figure 2). Far too many companies con-
tinue to use performance metrics based 
solely on revenue or unit volume, regard-
less of whether it is profitable volume or 
not.

• Focus and empower the sales organi-
zation to manage and “protect” the top 

three or four controllable costs-to-serve 
elements and structure the compensation 
plan to make the payoff worthwhile for 
risking the business.

Sales compensation programs must be-
gin to reward sales on quality of the rev-
enue they produce versus simply quan-
tity of revenue. This is the only real way 
to change behavior and win the constant 
battle for better pricing performance.

Companies are starting to realize that 
there is a huge opportunity to increase 
their revenue and earnings by improving 
the way they set, administer and execute 
on price. However, the realized benefits 
will fall short if they fail to recognize 
that the war for price is waged out in the 
field. 

A company’s sales force is its frontline, 
and too often, this crucial front is left 
defenseless in waging the price war. In 
order to realize these benefits, compa-
nies that arm sales forces with the proper 
tools – such as customer or transaction 
level pricing waterfalls, robust tools and 
processes, properly aligned incentives 
and training to reinforce desirable sales 
behaviors around pricing – will find that 
victory in the struggle to “get” price is 
close at hand. 
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Figure 2: Sample price waterfall with controllable margin components: Visibility into 
the controllable margin components of a deal gives the sales rep insight into where 
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Winning the Price–to-Quality Competition

The adage “you get what you 
pay for” has long driven both 
customer behavior and pricing 
strategy. Some people are will-

ing to pay higher prices for higher-qual-
ity items, while others seek lower prices 
and are comfortable with lower-quality 
items. 

Furthermore, given two items of equal 
price but varying quality, rational con-
sumers consistently will select the higher 
quality item.

The simple insight that willingness to 
pay is proportional to quality has led 
many strategists to plot their pricing 
practices on a Price vs. Quality map. 

Within the Price vs. Quality map, the 
adage “you get what you pay for” has 
been translated into the analytically 
named Price to Quality Equivalence 
Line. The Price to Quality Equivalence 

Line provides strategists 
with a visual represen-
tation of the relative 
strength of offers, and 
thereby the likely mar-
ket outcome from mak-
ing such offers.

• For products on the 
Price to Quality Equiv-
alence Line, price pro-
vides a meaningful 
signal of quality. Any 
marginal increment in 
price is accompanied by 
a marginal increment 
in quality. 

• Products to the left 
of the Price to Qual-
ity Equivalence Line offer greater qual-
ity than is demanded by price, and thus 
should attract market share as consumers 
select the better offer. 

• Products to the right of the Price to 
Quality Equivalence Line offer lower 
quality for a given price, thus consumers 
should select a competing offer and the 
product should lose market share. 

Price vs. Quality maps and the Price to 
Quality Equivalence Line can be dem-
onstrated easily with Apple’s iPod line of 
digital music players as shown in figure 
1. 

The iPod Shuffle offers the fewest fea-
tures and is priced the lowest. The iPod 
with video offers the most features and 
is thus priced the highest. In the middle 
in terms of both features and price is the 
iPod Nano. Combined, they define the 
Price to Quality Equivalence Line.

Recently, Sony released a new lineup of 
Walkman digital music players. The one 
priced near the level of an iPod Nano is 
said to have superior sound quality, the 
ability to upload music directly from CD 
players and half the storage capacity. 

How well Sony does in the digital music 
market compared to Apple is largely de-
pendent upon its relative position in the 
Price vs. Quality map. Yet, this is pre-
cisely the challenge. 

Placing this new Sony Walkman on the 
Price vs. Quality map in comparison to 
iPod cannot be done in the abstract. It 
must be done with deeper understanding 
of the alignment between product and 
market needs. 

If consumers consider storage capacity to 
be the main measure of quality after the 
basic functional issues are satisfied, then 
Sony’s new product is overpriced and, as 
such, it will fail to capture market share 
and profits. 

The case of being overpriced is demon-
strated in figure 2. Here, we have indi-
cated that the Sony product has a lower 
quality than the Apple product of the 
same price. 

Presumably, rational consumers will 
not purchase a lower quality product 
that costs the same amount as the high-
er quality product. As such, the Sony 
Walkman should not be expected to cap-
ture the market.

When price is equal, customers 

gravitate toward the higher-quality 

product The challenge, however, is 

measuring what qualities customers 

value. As a starting point, companies 

can use the Price vs. Quality map 

and the Line of Equivalence. Beyond 

these, market research into customer 

needs is critical. In the case of the 

Apple iPod vs. the new Sony Walk-

man, customers’ perceptions of quali-

ty will determine which digital music 

player wins the rivalry. This article 

was written by Tim Smith, PhD, 

editor in chief of The Wiglaf Journal 

and adjunct professor of marketing at 

DePaul University. You can e-mail 

him at tim_smith@wiglaf.biz.

Figure 1: Apple’s iPod Offerings
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On the other hand, if consumers consid-
er sound quality to be the main measure 
of quality after the basic functional is-
sues are satisfied, then Sony’s new prod-
uct is underpriced and, as such, it will 
succeed in capturing both market and 
profits. 

The case of being underpriced is demon-
strated below in figure 3. Here, we have 
indicated that they Sony product is po-
sitioned as having a higher quality than 
Apple’s product of the same price. 

Presumably, rational consumers will pur-
chase the higher quality product when 
price is equalized. As such, the Sony 
Walkman should be expected to capture 
these consumers.

While these pictures are pleasant, they 
leave some critical issues unresolved. 
Such as where is Sony relative to Apple 
with the new product release? And, is it 
definitive?

The relative position of Sony vs. Apple 
cannot be answered today based upon 
product features and benefits. To know 
today if Sony is overpriced or under-

priced, we must know 
what customers value 
in a digital music play-
er. That requires mar-
ket research. 

Over time, the mar-
ket will demonstrate 
which metric of qual-
ity it accepts by simply 
buying the preferred 
product. Today this 
information can only 
be gathered by either 
anticipating or measur-
ing customers’ percep-
tions of the meaning of 
quality. 

The prior paragraph 
reveals one bit of in-
sight for a pricing 

strategist: Before a product is released, 
a sound pricing strategy requires an un-
derstanding of what customers value in 
order know how a product stands in rela-
tion to the competition on the Price vs. 
Quality map. 

Mere familiarity with product features 
and benefits is insufficient. A pricing 
strategist must also know what custom-
ers value.

Any piece of mar-
ket research will 
reveal that there are 
dispersions about 
the norm. In other 
words, no two peo-
ple will have the ex-
act same perceptions 
of quality and, at 
times, a single per-
son will redefine his 
or her definition of 
quality at different 
times. This leads to 
the value of market 
segmentation.

If one portion of 
the market defines 
“quality” as sound 
quality while an-

other defines it as storage capacity, then 
different segments of the market will 
consume both products simultaneous-
ly. Each market segment will select the 
product that provides the greatest quality 
for a given price. 

When market segmentation becomes an 
issue, predicting which product will do 
better in the market requires an under-
standing of the relative size of the differ-
ent market segments. 

All else equal, the product that provides 
the higher quality as measured by the 
key area of interest of the larger seg-
ment will end up with a larger market 
share. 

To put this in the context of the Sony vs. 
Apple competition, some consumers will 
perceive Sony’s offering as overpriced, 
others will view it as underpriced. 

The real issue is which segment of con-
sumers is larger? Based on past market 
results of customers choosing between 
sound quality and storage capacity, we 
suspect Sony will gain the praise of the 
smaller segment for now.

Figure 2: Priced Too High for Storage Capacity

Figure 3: Priced Low for Sound Quality
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The Mythology of Services Pricing

Ibelieve that no single topic is more 
misunderstood than services pric-
ing. I have traveled much of the 
world, training people in services 

marketing and selling, and the mistakes 
being made in this critical area are cost-
ing companies billions each year. Why? I 
propose two reasons:

1. Not enough people are studying ser-
vices pricing.

2. Product-pricing concepts overwhelm 
services pricing knowledge.

Underpriced
The most common myth is that your 
services are priced too high. This could 
be true, but since 1990, I only have seen 
prices of five vendors that actually were 
too high. During the same time, I have 
seen hundreds of services underpriced. 

My company provides competitive anal-
ysis of services for many large technology 
firms. Each year, we research hundreds 
of services and their prices. For hard-
ware, prices have been trending down for 
the past decade. At the same time, pric-
ing complaints are up. 

What’s going on? Well, call rates also 
are going down as hardware has become 

more reliable. Services themselves are 
evolving. About 60% of some compa-
nies’ calls are handled on the phone, 
without dispatching anyone to the cus-
tomer’s site.

When these factors are combined, cus-
tomers lose touch with the value of the 
services they are buying. We make it 
look easy, and they complain that it costs 
too much. We need to get better at ar-
ticulating the value of our services. Since 
the problem is not actually caused by our 
pricing, we cannot cure it by changing 
price; we need to get to the root cause.

Misunderstanding price elasticity causes 
another common mistake. While this 
economic theory is very valid, it is a car-
ryover from product pricing that does 
not fit services. I have been testing this 
for years, and I cannot find a market for 
our services that has useful price elastic-
ity; by “useful,” I mean my studies have 
shown that you would have to reduce 
the typical service price 60% to 65% to 
change the volume significantly. Our 
services are essentially price-inelastic. 
There actually is price elasticity, but it is 
so out of bounds financially that it is not 
useful.

Another pricing misunderstanding is 
that our product sellers often don’t bring 
up services because they are afraid that 
adding a service will 
raise the price of the 
whole deal to a point 
that it is noncom-
petitive. Research has 
shown this assumption 
to be untrue. 

Quality of service ac-
counts for 10% to 
20% of the reasons 
why customers choose 
a product in the first 
purchase from a ven-
dor, and 40% of the 
reasons for a repeat 

sale. Price of service accounts for under 
1% of the reasons why customers make a 
product-buying decision. I wish we were 
more important, but we are not.

Pricing services as a percentage of the 
product is a worse practice. This is an 
old method of pricing that refuses to 
die an honorable death. It is bad for two 
reasons. 

First, there is no relationship between 
the two prices, except in some people’s 
minds. They certainly are not economi-
cally tied. The economies of manufac-
turing or software publishing are totally 
unrelated to the delivery of a service. In 
fact, I can think of one major player that 
offers some high-availability services that 
cost more than the product. As a con-
sequence to this method of pricing, we 
often leave money on the table.

The other big problem is that we usually 
forego annual inflationary price increas-
es. The main virtue of this technique is 
its simplicity. However, when we pub-
lish a nice, round number for the per-
centage, such as 8% or 15%, there is 
huge resistance to changing it. How do 
we implement, say, a 3.6% increase? It 
ruins the nice, round number and creates 
a big pushback. 

As a consequence, those using this meth-
od of pricing tend to forego regular in-

Services pricing is often misunder-

stood — so much so that companies 

lose billions each year. What can you 

do to make sure the services you pro-

vide are priced right? By recognizing 

that those services play a significant, 

value-rich role in customers’ purchase 

decisions. This article was written 

by Alfred Hahn, President of Hahn 

Consulting (www.hahnconsulting.

com). He can be contacted by e-mail 

at ahahn@hahnconsulting.com. 
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It is not necessary to 
have the lowest price to 
be competitive. Market 
leaders are expected to 
command a 25% price 
premium.

creases and wait until corporate finance 
forces a large increase due to declining 
margins. There are many techniques that 
are better than this one.

The best-practice method of services 
pricing is called value-based pricing. It is 
best because customers pay more and are 
more satisfied. Unfortunately, it tends to 
be complex, and few can jump right into 
it. It requires modeling for each indus-
try segment and pricing according to the 
value that you provide to the customers 
in that segment.

Other recommended methods include 
cost-plus pricing and market-based pric-
ing. 

Cost-plus pricing also is an old tech-
nique. We either measure or estimate 
cost, and add a profit to set the price. 
This tends to be somewhat disconnected 
from the customer, but it usually keeps 
you out of trouble. Financial people like 
this method because it is very regu-
lar and can be programmed easily into 
pricing software. 

Market-based pricing is another favorite 
of mine. It requires gathering competi-
tive information and then strategically 
pricing based on where in the competi-
tive landscape we want to be positioned. 
Of course, we also have to manage our 
delivery costs to make sure we are prof-

itable, but this technique usually yields 
better margins than cost-plus pricing.

Let me conclude by saying it is not nec-
essary to have the lowest price to be 
competitive. Market leaders are expect-
ed to command a 25% price premium. 
Manufacturers and publishers command 
the same difference over independent 
services providers. 

When we study competitive markets, 
we find a threefold price spread between 
the lowest-priced and the highest-priced 
services provider on a regular basis. Of 
course, there are big differences between 
these services, but they happily exist in 
healthy markets, and the lowest-priced 
services do not win all of the business. 
In fact, the middle and top-end services 
usually have better margins and market 
share.

So, this concludes my counter-intuitive 
pricing lesson. I hope this sends a mes-
sage of hope to those of you taking heat 
for prices. I understand you, but don’t 
expect others in your company to get the 
message so easily.

With the exponential increase in knowledge
of pricing and its importance to the success
of today’s corporation, the profession has
been asking for a complete educational pro-

Pricing Professional (CPP) designation. This
need is not only to have a working under-
standing of pricing strategies and techniques,

-
sues unique to their industry.

The CPP is a new multi-staged program de-
signed to better support, educate and elevate

the pricing professional. We will accomplish
this with a broad curriculum taught by leaders
in the pricing profession, followed by rigorous
testing.

By earning your CPP designation, you will be
a pricing expert who knows:

results through innovation.

worldwide pricing in any industry.
How to coordinate and integrate key ac-

pricing throughout your organization.

The CPP program will help you advance your
career while giving you the foundation to im-
prove your company’s competitive position

Improve Your Career Prospects: 
Become a Certified Pricing Professional
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Figure 1: Percentage of Software Vendors Offering Subscrip-
tion Pricing

Software Vendor Subscription Pricing Falls 8% 

For a number of years there has 
been a push by software vendors 
toward a “subscription” pric-
ing model for software licensing 

as opposed to the historically dominant 
“perpetual” license. 

Subscriptions range from limited-term li-
censes paid on a rental basis with month-
ly or annual payments, to a utility model 
where payments are made based on actu-
al usage. There are powerful motivations 
for vendors to adopt subscription pricing 
models:

• More predictable revenue streams.
Subscriptions produce more annuity-
type income compared to perpetual li-
censes. While utility pricing might seem 
to have neither the benefits of perpetual 
licensing, i.e. large upfront payments nor 
a guaranteed revenue stream, many us-
age-based contracts still commit the buy-
er to use the software vendor’s offering 
for a period of time. Add to that the fact 
that switching costs are usually too high 
for the enterprise to switch on a whim. 

While revenue fluctuates more than with 
rental and other types of subscriptions, 
it is more predictable than perpetual-li-
cense revenue. One example would be in 
a poor economy, sales may dry up, but 
usage of business systems continues, al-
beit at a lower level.

• Higher revenue over time. With a 
limited-term license, for example, the 

enterprise will either have to renew to 
continue use, or switch to another sup-
plier. Switching incurs the risk of busi-
ness process disruption and training and 
database conversion costs, so renewal 
becomes likelier.

However, after a number of years of see-
ing increases in the number of software 
vendors offering subscription pricing 
models, 2006 saw an 8% decline from 
2005’s 40%. The 2004 level was 33%. 
In 2005, vendors predicted that software 
subscriptions would be offered by 60% 
of their industry by 2007; now, they be-
lieve the level will be at 49% by 2008. 

Why the dropoff? The Cistek Group of-
fers the following reasons, based upon 
client experience:

• Enterprises are pushing back. While 
they continue to want flexible pricing 
models from software vendors, and they 
like the lower upfront investment of sub-
scription pricing, they have come to real-
ize they are paying more, even in present 
value terms, for software that they used 
to pay for once and use indefinitely. 

• Software vendors, particularly those 
that are publicly 
held, are being 
penalized for es-
sentially defer-
ring revenue. The 
increased predict-
ability of subscrip-
tion pricing comes 
at the loss of large 
upfront payments. 
This is exacerbated 
if the vendor in-
cludes the deploy-
ment costs in the 
subscription rather 
than as a separate 
billable item. 

Some progressive 
financial analysts 
have taken the 
conversion cost of 

moving to subscription pricing into ac-
count, but stockholders tend to panic if 
they do not see revenue growth. 

• Some subscriptions are not priced 
properly, resulting in a poor return on 
the deal for the vendor. Turnkey ven-
dors have large upfront costs, which may 
not be accounted for in the pricing. Also, 
there are cases where the vendor used the 
same pricing metric — price per trans-
action — to calculate both the price of 
a perpetual license and the subscription 
price. If the vendor uses the same price 
per transaction for the subscription as 
perpetual, then they are, in effect, fi-
nancing the deal free for the buyer. 

The drive for predictable revenue will 
lead to more software vendors offering 
subscription pricing. Enterprises will 
continue to evaluate these models based 
on both long- and short-term financial 
benefits. 

In the long run, the issue isn’t perpetual 
vs. subscription, but software vendors 
complying with enterprises’ demands 
for more flexibility and more pricing 
models from which to choose.

After years of software vendors push-
ing subscription pricing models, 
2006 saw an abrupt shift back to-
ward perpetual licenses. Some see this 
stumble as a sign that subscriptions 
may not be as financially powerful as 
first thought. This article was written 
by Tom Cissell and reprinted with 
permission of The Cistek Group. 
Tom can be contacted by e-mail at 
tcissell@cistekgroup.com.


