shift o a better

Strategic Pricing
Strategy For
Software Businesses

An approach paper prepared for the
software industry to understand the
various options for pricing software
services.

© 2023 Futureshift Consulting




Pricing Strategy for Software

Introduction:

Futureshift Consulting excels in providing
strategic consulting and fractional CxO services to
organizations operating at the intersection of
revenue, profitability, and impact. With extensive
industry experience and a proven track record, our
team of experts understands the importance of a
well-crafted pricing strategy to achieve profitable
market share. Pricing is both an art and a science,
requiring a deep understanding of customer
behaviour, market dynamics, and product value.
At Futureshift, we help organizations navigate this
complex landscape to ensure they don't leave
money on the table and maximize profitability.
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The Importance of Pricing in
Achieving Profitable Market Share:

Pricing is a crucial area of focus for organizations
seeking to achieve a profitable market share. It
influences the customers' perception of value and
the organization's bottom line. A well-thought-
out pricing strategy helps companies strike the
right balance between profitability and
competitiveness, ensuring they can capture and
retain customers without sacrificing profit
margins. By combining the art of understanding
customer preferences and the science of data-
driven decision-making, Futureshift brings the
necessary expertise to create winning pricing
strategies for our clients.
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The Core of Software Pricing:

Software pricing can be broadly divided into two

categories: service-based software and product-
based software. Each category has unique pricing
models, strengths, and trade-offs.

Service-Based Software Pricing:

Hourly or Time & Material (T&M) Model: Charges
are based on actual hours spent on the project.

— Strengths: Flexibility, transparency, easier-to-
adjust scope

— Trade-offs: Can be more expensive, requires
constant monitoring

Fixed Price Model: A pre-determined price for
the entire project is agreed upon.

— Strengths: Clear budget expectations,
promotes efficiency

— Trade-offs: Limited flexibility, potential
disputes over scope changes
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Product-Based Software Pricing:
Value-based Pricing:

Pricing is based on the perceived value of the
software to the customer.

— Strengths: Higher profit margins, customer-
centric

— Trade-offs: Requires deep understanding of
customer needs, harder to implement

Competitive Pricing:

Pricing is based on the pricing of similar products
in the market.

— Strengths: Attractive pricing compared to
competitors, easier to implement

— Trade-offs: May not reflect the true value of
the product, potential price wars

Freemium Pricing:

A basic software version is free, with advanced
features or services at a cost.

— Strengths: Large user base, the potential for
conversions
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— Trade-offs: Limited revenue from free users
requires an effective conversion strategy

Tiered Pricing:

Different pricing plans are offered, each with
unique features or services.

— Strengths: Appeals to a wider range of
customers, customizable

— Trade-offs: Complexity in managing different
plans, the potential for feature bloat.

Perpetual Licensing:

Customers pay a one-time fee to use the software
indefinitely, often with the option to purchase
future updates or support services separately.

— Strengths: Higher upfront revenue, reduced
dependency on recurring payments, a simple
and easy-to-understand model for customers

— Trade-offs: No guaranteed recurring revenue,
potential loss of revenue from customers using
outdated versions, and the higher initial cost
may deter some customers
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Software Pricing - when to use what?

Pricing software is a critical aspect of any software
business and can significantly impact its success.
You can consider several alternative pricing
strategies apart from the cost-plus method. Each
has its advantages and challenges, so choosing the
one that aligns with your business goals and target
market is important. Here are a few alternatives:

1. Value-based pricing: This strategy focuses
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on the perceived value your software offers
customers rather than the actual cost of
production. By understanding your
software's benefits to customers and how it
solves their problems, you can set a price
that reflects that value. This approach can
lead to higher profit margins, as it focuses
on the customers' willingness to pay.

Competitive pricing: In this strategy, you
price your software based on the pricing of
similar products. Competitive pricing
requires thorough market research and an
understanding your competitors' offerings.
Still, it helps to ensure that your software is
priced attractively compared to alternatives
in the market.
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3. Freemium pricing: This model offers a free
basic version of your software, while
advanced features or additional services
come at a cost. This approach can attract a
large user base and potentially convert a
portion of them into paying customers. It
can be especially effective for software
products with low marginal costs, such as
SaaS (Software as a Service) products.

— Tiered pricing: In this model, multiple pricing
plans or tiers are offered, each containing a
distinct set of features, functionality, or
resources. By providing different options,
businesses can accommodate a diverse range of
customer needs and budgets, allowing them to
capture a larger share of the market. This
approach also encourages customers to
upgrade to higher tiers as their requirements
grow, leading to increased revenue over time.
However, managing multiple plans can
introduce complexity, and there is a risk of
overloading tiers with features that may not be
valuable to customers.

4. Pay-as-you-go Pricing: This model charges

customers based on their actual usage (or
number of users) of the software or the
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resources they consume, offering greater
flexibility and cost control. With pay-as-
you-go pricing, customers only pay for
what they use, making it an attractive
option for those with variable or
unpredictable software needs. This model
can also encourage customers to use the
software more, as they are aware of the
direct link between usage and cost. On the
flip side, it may introduce challenges for
businesses in forecasting revenue, and
customers with high usage patterns might
find this model less cost-effective
compared to fixed-price alternatives.

5. Perpetual licensing: In this model,
customers pay a one-time fee to use the
software indefinitely, often with the option
to purchase future updates or support
services separately. This approach can lead
to higher upfront revenue but may not
provide the same recurring revenue as
subscription-based models.
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Cost-plus pricing is not always the

best choice:

1. It doesn't account for the perceived value:
Cost-plus pricing is based on the costs of
production but doesn't take into account
the value your software provides to
customers. This can result in prices that are
either too high or too low compared to the
value perceived by the customer.

2. It may not be competitive: If your costs are
higher than your competitors', cost-plus
pricing can lead to uncompetitive prices in
the market, making it harder to attract
customers.

3. Itdiscourages innovation: Cost-plus
pricing can create a focus on reducing costs
to increase profit margins rather than
improving the product, which can
ultimately limit innovation and product
development.

4. Ttlacks flexibility: In the dynamic software
market, it is important to have a flexible
pricing strategy that can adapt to changing
market conditions. Cost-plus pricing can
make responding to shifts in customer
preferences or the competitive landscape
difficult.
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Summary Table:
Pricing
Model Category  Strengths Trade-offs
Hourly/T&M Service- Flexibility, More
Based transparency expensive,
constant
monitoring
Fixed Price Service- Clear Limited
Based budget, flexibility,
promotes disputes
efficiency
Value- Product- Higher profit, Deep
based Based customer- customer
centric understanding
needed
Competitive Product- Attractive May not
Based pricing, easy reflect true
value
Freemium Product- Large user Limited
Based base, revenue,
conversions conversion
strategy
Tiered Product- Wide Complexity,
Based customer potential
appeal, feature b V¥
customizable
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Conclusion:

Futureshift Consulting is committed to helping
organizations craft the ideal pricing strategy for
their software products or services. Our team of
experts combines industry knowledge, data-
driven analysis, and an understanding of customer
preferences to ensure our clients achieve a
profitable market share without leaving money on
the table.
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Chart your Pricing Strategy Today:

If you're interested in exploring how Futureshift
Consulting can assist your organization in
optimizing your pricing strategy, we invite you to
contact us at info@futureshift.com.sg for a no-
obligation, $1000 worth, 2-hour consulting
session.

Let our experienced professionals help you
navigate the complex world of software pricing,
and together, we can unlock the full potential of
your business.

For further assistance and guidance, feel free to
contact us at info@futureshift.com.sg
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Contact Details

For more information on Fractional CxOs and how
they can benefit your organization, please contact:

Futureshift Consulting

Email: info@futureshift.com.sg

Phone: +91 89710 55383

Offices: Bangalore, Hyderabad, Singapore
Website: www.futureshift.in

Twitter: @futureshift ai

LinkedIn: Futureshift Consulting
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