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Extending the Power of the Price Waterfall to Customer Value 
Price waterfalls, by definition, deal with price.  While price and value should be 
intimately related, we know this is not always true.  By explicitly bringing value into the 
price waterfall, we can not only set prices and discounts more effectively, we can improve 
price communication and perception.  We do this with a construct we call the Value-
Price Waterfall. 
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Making Value Part of the Price Waterfall 
Price waterfalls1 provide a powerful way to visualize transaction pricing performance.  
Perhaps better than any other paradigm, they let us quickly grasp the extent of price 
erosion along the pricing calculation, from an initial price, through various quoted 
discounts to an invoice price, and even through off-invoice discounts to the “true price” 
or “pocket price.”   
 In theory, every element of the price waterfall bears a direct relation to an 
increase or decrease in value.  In practice, price and value often become dissociated.  In 
other words, list price may not truly reflect the value delivered, to any particular segment.  
An expedited shipping charge may not capture the value of faster delivery.  A 
discretionary discount, in theory a way to equalize value with a competitive offering, in 
practice represents guesswork at best; a cave-in and profit sink at worst.  By bringing 
value explicitly into the price waterfall, we can address these areas more effectively. 
 What is value?  (n.  an overused business word frequently used when people have 
no idea what they’re talking about.  Ex: We will leverage synergistic value to drive 
customer-centricity.)  Value is essentially “benefit minus cost”.  The measurement of 
costs and benefits has received extensive treatment elsewhere (see the Mimiran Toolbox, 
particularly the “Pricing Books” and “Other Resources” sections ).  Here, we address the 
presentation of that value in a way that employees, partners, and buyers can easily 
understand.  In most situations, we are not simply justifying price based on benefit, but 
also price relative to other alternatives.  This differential value is (Our Benefit – Our 
Cost) – (Competitor’s Benefit – Competitor’s Cost).   

Here is the associated Value-Price Waterfall.  Note that our price is a negative on 
this chart, while our competitor’s price is a positive.  Positive blue bars (such as for 
Hardware Savings and Offsite Backup) indicate value we add to the customer.  Negative 
orange bars, such as for Installation Ease and Our Final Price (cost to a customer) 
indicate were we subtract value from the customer.  The last bar represents the 
differential value.  In this case, the bar is green, indicating positive value.  Red would 
signify negative value—a very real possibility as we will see later.   

In this case, we look at a software company providing a hosted solution, 
competing with traditional onsite solutions. 

                                                 
1 See Managing Price, Gaining Profit, Harvard Business Review, Marn and Rosiello, 1992. 
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Of course, this is a simplistic view of differential value.  In the real world, different 
customers may perceive different amounts of value in various offerings.  We must 
categorize the components of value, measure them, and communicate them. 
 
Value Categorization 
Value categorization defines the buckets of cost and benefit that your customers use to 
evaluate their choices.  Make sure your customers are aware of these buckets—no matter 
how good it looks in an internal presentation, your benefit might be useless if customers 
are not aware of it.  The better you know your customers, the better you will be able to 
define the relevant elements of economic value (buckets) and their values.   
  
Adding another Hosted Competitor 
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The differential value is now lower, since the competitor offers many of the same 
advantages.  This competitor had some slightly more advanced features for importing and 
managing data, giving them an edge in value elements that had previously been a strong 
selling point.  Other elements bring the edge back, but point to the need for stronger 
differentiation.   

Large companies, with the largest potential cost savings, were not buying.  When 
we examined the value waterfall, the reason became apparent.  They already had 
solutions to some of many these problems.  They already did automatic offsite backups, 
had the hardware on-hand, and had established processes.  In addition, the seat-based 
licensing approach would cost them a lot more money, even with volume discounts, 
compared to their current solutions.   To get achieve the right differential value, we 
would have to cut prices to the point that sales costs (higher in these firms) would negate 
the value of sales.   

(Note the red bar at the end of the Value-Price Waterfall below, indicating a 
negative value.) 
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Feedback to Product and Price Development 

Looking at the design of the next round of products, and the consideration of 
certain features.  There were two key features requests (we’ll call them Feature 1 and 
Feature 2) that came up most frequently.  Feature 1 would be extremely expensive to 
implement.  Feature 2 was much easier.  From a product development perspective, there 
was little choice, but how would this impact sales and profits?   
 Feature 1 was a deal-breaker for a certain segment (with a lot of similarities to the 
large companies who were not an ideal target).  This segment also placed no value on 
Feature 2.   
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Another segment did not care about Feature 1, but found great benefit in Feature 2.   
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Rather than trying to be all things to all people, the company decided to implement 
Feature 2, and to target it at the appropriate segment.  This allows them to price for full 
value in this segment, and prevents a losing battle in Segment A from dragging down 
prices across the board.   
 
Practical Aspects 
Collected value information is not trivial even for a single offering.  A range of offerings 
sold to a handful of customer segments against a handful of competitors can quickly 
create a multidimensional problem with too many moving parts, especially if any of these 
elements change frequently.  With the value-price waterfall, however, you can focus on 
key competitive match-ups that have the most impact, and expand over time.   

Honesty is critical.  What matters is how customers perceive value.  If your 
competitors have an edge in a certain category, give them that edge.  If they have an edge 
in a whole product category, that will tell you something important about your product.   
It’s also important to look at different customer segments, since as we’ve seen above, 
customers are not homogeneous.  If we try to pursue the average, we give away most of 
our competitive (and pricing) advantage. 
  
Communication 
We must design not just our pricing structure, but our offering structure and our method 
of communicating value, to reflect these segment-based value perceptions.  Creating a 
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value-price waterfall is only the first step.  Next, we have to share this data with our sales 
force, channel partners, and customers.  Customers are, of course, the ultimate arbiters of 
value.  A fair, accurate value waterfall can keep the customer focused on value, instead of 
price.  If the value waterfall is not accurate, customer feedback is a good thing.   
 
What and Why 
The traditional Price Waterfall is a powerful tool that shows us what is happening with 
our pricing.  The Value-Price Waterfall offers insight into why.  In addition, it can 
provide guidance for employees, partners and customers in communicating value.  Taken 
together, the two ways of using the waterfall paradigm are a powerful combination for 
making pricing more effective.   
 
  
 


