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3 DIGITAL PRICING: PUSHING FOR GROWTH IN INCREASING COMPLEXITY

1. Digital pricing: Pushing for
growth in increasing complexity

Companies across B2B industries are launching an increasing number
of digital pricing transformations to create sustainable value. However,
few manage to exploit these new capabilities.

With modernizing IT landscapes and widespread
data opportunities, firms are starting to recognize
digital pricing capabilities as a key lever to profit
growth. When done correctly, digital pricing transfor-
mations can improve companies’ margins by be-
tween two and seven percentage points. However,
when push comes to shove, many firms struggle to
get digital pricing right. By running digital pricing ini-
tiatives through a digital lens, companies struggle to
achieve these envisioned improvements — and trail
behind the competition. The path to becoming a
Pricing Star is all about getting the commercial and
digital agendas in sync.

The need for digital pricing transformations in B2B
environments is driven by increasing commercial
complexity. There are five trends underlying this
case for change:

First, product assortment growth is resulting in an in-
creasing number of products that need to be priced.
Product bundles can also render additional value,
and with every product added to the portfolio, the
number of product combinations grows exponentially.

Second, enhanced customer data reveals diversified
customer segments with unique value drivers. Will-
ingness to pay can differ significantly based on the
specific needs of those segments. For this reason, dif-
ferent pricing strategies and price levels are required
to grow revenues from customers and segments.

Third, internationalization and geographic expan-
sion are adding complexity. New markets may not
only require different price levels but also different

pricing approaches due to local competition or the
strategic decision to first grow market share. This
often differs from the conventional pricing approach
taken in more mature markets, which is more fo-
cused on monetization.

The fourth complicating factor is consolidation.
Non-organic growth has caused local pricing ap-
proaches to diversify. Centralization requires a har-
monized and structured pricing approach that
works for all local organizations.

Finally, increasing market transparency and rising
online competition are forcing companies to im-
prove their responsiveness, which is often only pos-
sible using digital pricing systems.

Due to these commercial challenges, digital pricing
transformations are only effective when driven from
a commercial perspective. In the current digital eco-
system, the amount of technical options can be
daunting. By assessing their pricing maturity and
needs first, companies can select the right type of
technical solution prior to initiating their transforma-
tion. Companies will only be able to sustainably cap-
ture profit potential by taking a structured approach
that plays right into these needs.

The path to becoming a

Pricing Star is all about
getting the commercial and
digital agendas in sync.



2. Understanding the digital
pricing positioning

Wanting to achieve pricing excellence is the first step toward success. If
companies do not understand their positioning, their chance of success
remains limited, and the ideal destination will remain far out of sight.

Most companies don'’t fully grasp the extent of the digital pricing playing field. They are often limited by their
own view and industry, which prevents them from learning from other industries that are farther along on their
digital journeys. However, before they can apply best practices from other sectors, it's important for companies
to have a clear understanding of their current digital pricing capabilities. These can be broken down into two
factors: pricing maturity and digital maturity.



2.1 Pricing maturity

Pricing maturity represents an organization’s capabilities to achieve the prices it deserves. These include the
pricing strategy, pricing logic, and value capture.

Pricing strategy:

Most companies’ pricing strategies are oversimplified versions of their commercial
strategies. Firms generally attempt to define their market position holistically, for in-
stance defining themselves as a premium, niche, or low-cost player. This leads to
oversimplified pricing targets with limited ability to steer and pinpoint performance.
Companies with a well-defined pricing strategy have a good understanding of which
product-market combinations can help them achieve growth, defend their position,
and pinpoint where they can capitalize on their market position, both now and in the
next one to three years.
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Pricing structure:

Most firms tend to accept prices as they are without clearly understanding why. Many
companies apply general rules of thumb, such as offering a discount to higher vol-
ume buyers and lowering prices for tougher negotiations. However, rules of thumb

°
TN
T>l<f are often too ambiguous and can differ within the same organization depending on
°\l/° who applies them. Mature companies have a clear pricing rationale that leads to

harmonized pricing, including a strong understanding of delivered value. The pric-
ing logic is translated into a structure, which guides pricing decisions and creates
explainable price differences across regions, segments, and product groups. Ideally,
deal-specific price differences are highly traceable and internally transparent.

Price levels:

Particular in B2B environments, companies struggle to reduce the gap between the
value they create and the value they capture. The main culprits are the lack of market
transparency, where many companies fail to obtain quantitative insights into willing-
ness to pay, and the tendency to accept legacy as a futureproof basis for pricing.
Some companies manage to avoid these typical traps by combining three instru-
mental pricing perspectives: cost, competition, and value. The first ensures prices
contain a cost-covering buffer. The second relates to competitive pricing insights. By
understanding the differences in value and price level compared to peers, mature
companies know what premium they can charge with respect to their competitors.
The third signals the (quantified) value of the product to the customer, which is the
most accurate depiction of willingness to pay. Companies can only bring a coherent
value story to the market and successfully maximize value capture if they set consis-
tent, value-based price levels across their entire portfolio.
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2.2 Digital maturity

Digital maturity encompasses an organization’s capabilities to capture all relevant data, combine the data, and
visualize the right data to make impactful decisions.

Data collection

The least mature companies collect data unsystematically. Data is either not stored,
or it's highly inaccessible (e.g., contracts in PDF form not saved in a database, data

NS structures that are different across entities, regions, or product groups). The most
mature companies have highly sophisticated data collection systems and storage
that capture all important pricing and transactional elements (e.g., discount levels,
negotiation information, deal-driver scoring).

Data integration

The least mature companies don't have a centralized data lake and might run multiple

3 data storage and information systems that aren’t compatible. This ultimately creates
».« challenges when combining useful pieces of data up and across the chain. The most
> mature companies combine their data and store it in a centralized data lake that rep-

resents the single source of truth. The data in the lake is clean and immediately ready
to use for analyses, and the data sources outside of the lake are well connected and
integrated — and easy to link to enrich analyses.

Data analytics

The least mature companies don’t have any business intelligence (Bl) tools, or they
have Bl software that doesn’t provide any analytical insight (e.g., shows no conclu-
sive insights). This can result from investing in advanced software without having the
necessary data components in place to support it. The most mature companies
have advanced dashboard systems and sophisticated Bl tools with clear ownership
and actionable outcomes. The tools’ output is advanced but easily interpretable.



When combining these two capabilities, digital pricing companies can typically be sorted into four types:
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Pricing Star

High

L[]

Old School

These companies have a good
understanding of their pricing but
have low technical advancements.
These firms typically have a clear,
defendable pricing structure. Their

value markups across products,

product groups, and geographies are
well defined, and their discounts are
logically structured and harmonized
across the commercial organization.
However, they lack digital systems
and data.

Pricing maturity

Pricing Stars are the best of breed,
as they combine high commercial
excellence with high technical
maturity to drive analytical pricing
decisions. The few companies that
achieve this status can quickly
accelerate pricing performance
through digital and commercial
synergies and are able to translate
data opportunities into concrete
commercial response strategies.

#

Leapfrogger

These are the companies that have
built extensive IT infrastructures
around commercial topics, such as
pricing, but have not steered these
activities from a commercial perspec-
tive. This typically happens with firms
that drive large digital transformations
to fix their outdated IT systems across
the organizational infrastructure. In
these cases, the pricing structure is
not in place, but data systems and
software are installed to embed
pricing and commercial data.

Low Technical maturity High



The profile of a Pricing Star will depend on the
sub-industry’s commercial characteristics, e.g.,
whether deals are standardized or tailored, whether
product bundling is simple or complex, whether
transactions are low or high frequency. Commercial

THE PATH TO BECOMING A PRICING STAR

and digital maturity will also be different in practice.
Therefore, it's vital for companies to set a goal that
fits with their particular industry prior to kicking off a
transformation project.

3. The path to becoming a Pricing Star

Understandably, decision makers who realize they
aren’t in the top-right quadrant will want to become
Pricing Stars as quickly as possible. However, it's
critical to understand that the road to success in dig-
ital pricing is almost never linear. The greatest risk to
the transition is to push for digital maturity before
having pricing maturity in place. This often leads to
designing costly and complicated technical solu-
tions that, from a commercial perspective, never tru-
ly take off. As a result, these digital solutions have to

be adapted or, in the worst-case scenario, be com-
pletely rebuilt and replaced. Therefore, the path to
success strongly depends on a company’s current
position and requires continuous adaption based
on the maturity trajectory.

Pricing Amateur: Commercial and technical maturi-
ty ideally go hand in hand, but achieving them usual-
ly requires a step-by-step approach. The commercial
strategy and pricing logic need to be set before the

The greatest risk to

the transition is to
push for digital maturity
before having pricing
maturity in place. This often
“sleads to designing costly
ind-complicated technical

— solutions that, from a
Q‘if'"commercial perspective,
\ = never truly-take off.
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technical environment can be built to maintain, mea-
sure, and leverage further improvements. Usually,
companies need to develop their pricing maturity be-
fore they can apply technical expertise and leverage
commercial developments.

Old School: Having established some degree of
pricing maturity (strategy, pricing logic), it's usually
enough to revise it and start building technical pric-
ing capabilities on top of it. The challenge for com-
panies in this situation is to not overcomplicate their
technical solutions and risk burdening the commer-
cial organization. Instead, they need to improve in
the areas that create economic value.

Leapfrogger: This position is the trickiest for com-
panies to be in. While they might have all the right
technical expertise and design in place to leverage
pricing, without a clear pricing logic, commercial

strategy, and price levels, they might lack the techni-
cal maturity required to match their pricing ambition.
Companies in this option space first need to design
their pricing maturity and then do a gap-fit before
increasing their digital pricing capabilities.

Pricing Star: The goals of a Pricing Star are to reap
the benefits from digital pricing excellence and stay
on top of the market. At this stage, companies are
fine-tuning their commercial and technical maturity,
but commercial ambition should take the lead. Pric-
ing Stars will have a challenging task of pinpointing
which elements of their pricing structure can be op-
timized and which insights can be added. For exam-
ple, a Pricing Star should ask itself whether its addi-
tional services are fully monetized and if they follow
a coherent and value-based pricing strategy, em-
bedded in digital solutions.

The preferred path from Pricing Amateur to Pricing Star

High

Old Schiool

Pricing maturity

Low

Low

Pricing Star

Leapfrogger

High

Technical maturity



Digital pricing prac ibe - How
Staples became a Pricing Star

The transformation of Staples

Situation: In 2013, Staples Solutions, a multi-billion-euro international seller of office sup-
plies, started its transition to digital pricing experts. At the time, the company had a product
catalogue of over 10,000 products, with separate price lists in over 17 countries and a
time-consuming manual process for running price updates. Moreover, its market and com-
petitive data was of poor quality and not systematically captured. “We saw a dire need to not
only leverage commercial opportunities but also streamline and automate our internal pric-
ing process,” says Bart Ceelie, former Director, Head of Pricing and Margin Improvement.

Approach: Staples Solutions started its transformation through the commercial lens. As
the number of online competitors grew, the company realized it needed to quickly in-
crease the exposure of its portfolio. First, it created a standardized pricing structure across
the organization, with the flexibility of tailoring price rules and levels across BUs. Second,
by assessing the competitive position of each product group per market, it determined the
new commercial position of each product-market combination.

Based on the new commercial model, Bart Ceelie’s pricing team determined its IT needs
to set up a centralized pricing solution: “With over 15 different ERP systems in the organi-
zation, we required a customized solution. This allowed us to be pragmatic and retain all
the knowledge of our pricing in house.” By creating a centralized data lake, Staples Solu-
tions managed to deploy its customized pricing solution and continue tailoring it over time.
“As we built a modular solution, we can now simply add functionality based on business
needs,” says Bart Ceelie.

Outcome: Staples Solutions enhanced its commercial maturity priorto upgrading its digital
maturity. After the first year, the company saw a 10-to-20-million-euro margin improvement.
By first establishing commercial maturity through organizational change, deploying the
digital solution, and then refining the solution based on business needs, Staples managed
to fast-track itself to becoming a Pricing Star.
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PUTTING THE DIGITAL TRANSFORMATION INTO PRACTICE

4. Putting the digital transformation

INto practice

Even after companies have gained a good understanding of their
end point and have fixed the basics, the digital transition can be
challenging. Defining the pricing needs are key for a successful journey.

There is a vast range of system solutions that can
be used to enhance pricing, from holistic ERP
transformations to detailed target pricing software.
The range of solutions can be overwhelming, so it is
key to clearly define which part of the business pro-
cess needs to change.

Pricing performance can be simplified and
broken down into three stages:

1. Price setting: Price setting is needed to improve
pricing maturity. These projects include the
design principles for pricing as well tailoring the
pricing structure. Part of this process is to define
list prices, discounts, approval levels, and margin
thresholds and integrate these into a harmonized
price waterfall.

2. Price guidance: Once the pricing strategy and
structure are in place, it's key to enable sales in
their quest for better prices. Here, setting up a
digital price engine that includes a user interface
and standardized output is critical for success.
Configure, Price, Quote (CPQ) software can be
useful to enrich CRM environments and take
price guidance to the next level.

3. Price governance: Once pricing is fully in place,
measuring price performance is increasingly
relevant to tweak and improve the system and
the sales organization. Peer pricing solutions
and analytics dashboards allow meaningful
comparisons to be made at granular levels.

An important reminder is to start by defining which
parts of the pricing processes need to be optimized.
If a company is doing highly tailored business, the
best approach might be to just have a light version of
price management without extensive quoting, since
every quote will be different. However, a company
doing more standardized high-volume business
might benefit from highly integrated quoting that is
directly linked with order processing and invoicing.

The more holistic the need to change business pro-
cesses across the entire commercial organization,
the more likely an off-the-shelf solution will encom-
pass the full process effectively. Due to the increased
maturity of these off-the-shelf software solutions,
there is currently a slight trend toward standardiza-
tion in the market. This trend is also sparked by the
increasing number of diverse solutions that are avail-
able, which results in a broader choice of solutions
that fit specific needs. In addition, customization is
now more and more feasible within standardized
solutions, especially driven by the introduction of
low-code.

However, the more granular the need for digital pric-
ing tooling, the more likely companies are to consid-
er choosing a customized solution, which can also
be built from scratch. If companies choose to devel-
op their own solution, they need to be sure they have
the necessary technical and pricing expertise within
the organization. Confidence in the ability to drive
that process and maintain the solution afterward
should be a key criterion in deciding whether to cre-
ate a solution or buy one.



Digital pricing In practice — The
transformation of a technical wholesaler

The transformation of a technical wholesaler

Situation: A large technical wholesaler was feeling the burden of its legacy IT systems.
Limited data capture and monitoring halted the company from professionalizing the orga-
= nization and improving business results. Furthermore, the company was decentralized,

. resulting in a high degree of autonomy within the commercial organization to set prices
locally and a limited structure to support pricing decisions. This resulted in over 700 diffe-
rent price lists and groups across a national organization.

Approach: Initially, this wholesaler kicked off the transformation as an IT project, where
legacy systems across the entire IT landscape had to be replaced due to critical infrastruc-
ture needs. During the transformation, the management team recognized that the commer-
cial team should be involved to drive business requirements for the software. Gradually, the
transformation evolved into a commercial project.
@ Instead of purchasing pricing software based on what seemed logical from an IT point of

’ view, the company decided to pause its process and first revise the commercial strategy
and pricing structure. It quickly determined there was a clear need for more centralized
pricing and that the commercial approach needed to be tailored to customers to ensure it
could leverage data later on and implement pricing quick wins.
For this reason, the wholesaler took a few months to design its new pricing approach be-
fore selecting a suitable software solution.

Outcome: If this wholesaler had gone ahead with its original plan, it would have followed

the Leapfrogger approach and would have very likely been stuck with brand new pricing
@ software while trying to optimize suboptimal legacy pricing.

However, by prioritizing pricing maturity, the company managed to leverage a new pricing

structure with a consistent software solution.
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ENSURING THE TRANSFORMATION LANDS

5. Ensuring the transformation lands

Digital pricing transformations will only land when companies start with
a commercial strategic perspective to bolster organizational change.

Based on our experience, there are four key take-
aways from companies that have experienced
success in their digital transformation journeys.

1. Strategy precedes software. Companies that
do not understand and define their commercial
strategy will face great difficulty in determining
what elements should be included in their pricing
structure. Without a well thought-out structure,
creating the set of requirements needed for
selecting the appropriate pricing tools and
software is impossible.

2. Lead withcommercial perspective. Companies
that start the project from an IT perspective often
do not succeed. Although enthusiasm toward
IT capabilities can be the catalyst for digitizing
the pricing process, IT departments are usually
not in the position to grasp the business’s
needs. This results in IT solutions that lack
important commercial functionalities or are
overcomplicated and therefore not successfully
implemented. For this reason, companies that
sync their commercial and digital blueprints are
more likely to succeed.

3. It is a people business. While a digital pricing

transformation done well can automate a large
share of the pricing, it will never be able to capture
the commercial nuance the sales team can see.
The pricing solution should enable sales teams to
be more data driven. However, companies need
to make sure that sales don’t consider a pricing
engine to be the single source of truth, and man-
agement needs to embrace the role of sales in the
new commercial way of working.

. Ensure continuity. Front runners often embed

digital pricing in the organization through clear
processes and responsibilities. Digital pricing
transformations are not a one-time exercise; as
market dynamics evolve, so should the pricing
solution. Clearly defining responsibilities in line with
the operating model helps ensurethe digital pricing
transformation is successful and sustainable.
Monitoring pricing performance is a key part of
understanding the improvement potential and
the success of your digital transformation. To
increase the chance of success, companies need
to set up a dedicated pricing team to support the
organization along this journey.

In conclusion, digital pricing transformations are crucial drivers
for profit improvement. However, without a clear commercial focus,
these projects fail. To become a Pricing Star, companies need to

clearly define their commercial strategy, pricing structure, and digital
needs. Only once their commercial and digital roadmaps are in sync
can firms start reaping the benefits of digital pricing.
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Simon-Kucher & Partners, Strategy & Marketing Consultants

Simon-Kucher & Partners is a global consulting firm with more than 1,400 professionals in 41 offices world-
wide focusing on TopLine Power®. Founded in 1985, the company has more than 35 years of experience
providing strategy, marketing, and sales consulting and is regarded as the world’s leading pricing advisor.
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Q Global locations Average annual growth rate since 1990

4 1 offices in 26 countries +1 70/0

Clients’ average increased return on
sales thanks to our projects

€362 m +2 to 40/0 points ROS

Revenue in 2020

D

{

Africa // Egypt Cairo Americas // Brazil Sao Paulo, Canada Toronto, Chile Santiago, Mexico Mexico City,
US Atlanta, Boston, Chicago, Houston, New York, San Francisco, Silicon Valley Asia-Pacific/Middle East //
Australia Sydney, China Beijing, Hong Kong, Shanghai, Japan Tokyo, Singapore Singapore, UAE Dubai
Europe // Austria Vienna, Belgium Brussels, Denmark Copenhagen, France Paris, Germany Berlin, Bonn, Cologne,
Frankfurt, Hamburg, Munich, Italy Milan, Luxembourg Luxembourg, Netherlands Amsterdam, Norway Oslo, Poland
Warsaw, Spain Barcelona, Madrid, Sweden Stockholm, Switzerland Geneva, Zurich, Turkey Istanbul, UK London
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SIMON-KUCHER & PARTNERS AT A GLANCE

Globally renowned consultancy for top-line improvement

el L

Financial Times B

#1 Marketing, Brand, Pricing

on par with two other consultancies
Financial Times, list of the UK’s Leading Management Consultants, 2018

Capital [} |
#1 Marketing, Sales, Pricing

on par with two other consultancies
Capital, survey of the best consultancies in France, 2016, 2018
(conducted every two years)

MT Magazine/Erasmus University

#1 Strategy Consulting

MT Magazine/Erasmus University: MT1000 2018, survey of the best
strategy consultancies in the Netherlands, 2018

What others say about us

Simon-Kucher & Partners was a great partner
during our research phase. We appreciated
their support, expertise, and partnership
throughout the process of developing Uber
Rewards

Barney Harford, former COO, Uber

World leader in giving advice to companies
on how to price their products
BusinessWeek

In pricing, you offer something
nobody else does

Professor Peter Drucker, management thinker

brand eins/Statista

#1 Marketing, Sales, Pricing

brand eins Thema special edition: Consulting - industry report from brand
eins Wissen and Statista, online survey, seven years in a row: 2014 - 2020

Forbes

»** Marketing, Brand, Pricing, Sales

Forbes, survey of the best management consulting firms in the US,
October 2016, 2018
(conducted every two years)

+

Bilanz

#1 Marketing, Sales

Bilanz Magazine ranking, survey of the best consulting firms
in Switzerland, 2019

Simon-Kucher & Partners did some excellent
work to help us break one of the great myths

in our organization. They radically changed how
we understood our core audience

Chris Stibbs, CEO, The Economist Group

Pricing strategy specialists
The Wall Street Journal

No one knows more about pricing
than Simon-Kucher
Philip Kotler, marketing guru
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