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How To Budget for Your 2024 Price Increase

An approach for estimating the budget impact of your likely
2024 pricing changes

By Brian Bailard

Summary

We are about to complete another year of high The 2024 price increase should be the sum
inflation during which most companies increased of two components:

prices far more than prior years. But with inflation . ) )

] ) ) o 1. Base increase —which will generally be a smaller
cooling a bit and 2024 planning now in high gear how increase than the past three years but larger
should companies forecast revenue and margin than pre-COVID norms
incr from their likely 2024 pricin ions?In

? eas_es omt e € y_ 0 ] pricing aCF © S_ 2. Priceincrease potential that remains
this article we provide a price increase estimation uncaptured from recent inflationary years —
approach based on our experience helping clients For most companies, there is additional price

increase potential by incorporating what was left

set and get their price increases over the past few ~Orporating wi
uncaptured from the prior high-inflation years

years as well as multiple pricing research efforts
conducted during this same period.

The 2024 Price Increase Forecast Equation

Average annual price increase _'_ 50% of remaining uncaptured price

BB = from pre-COVID and 2021-2023 increase from inflationary years

Cost increases Price/margin increases

FORMULA AVG (Pz:;-;:(;:)/lg) & Inﬂ(;ig:r;a;)(l)gi?rs not captured® =+ not captured? X 50%?
; ) (2021-2023) (2021-2023)
EXAMPLE [3% & 7%] Average = 5% + [4% + 2%] X 50%=3% = 8%

1 Includes all cost inputincreases (e.g., raw materials, labor, transportation, others)

2 The actual percentage used should be based on the rigor and aggressiveness of the of price setting and price getting from 2021-2023 relative to what pricing
best practices could achieve. The rigor is a function of actions such as using fresh pricing surveys, applying value-based pricing and updating product bundles.
The aggressiveness relates to price setting above/below competitor actions and holding firm in price negotiations with customers

3 We suggest targeting to capture at least 50% of the remaining uncaptured price increase from prior inflactionary years. This percentage might be larger if the
2024 budget includes (a) executing a new pricing survey to determine current value-based price levels or (b) executing a new pricing best-practices review to
holistically improve pricing (e.g., bundles, long-tail pricing, over-discounting)
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Base price increases in 2024 will generally be lower than 2021-23
but higher than pre-COVID norms

It appears that inflation and other market factors will not be as impactful on pricing in 2024 as
they were during the last three years. However, we expect them to remain a bigger impact on
prices than before COVID. Therefore, expect a higher 2024 base price increase than historic
norms but not as high as the past three years. For industries with high labor cost exposure, it is
important to budget for planned labor cost increases as part of price/margin setting.

Plan to capture additional pricing upside in 2024 that was not
capturedin 2021-2023

Although most companies increased prices during the inflation-fueled recent years, the

reality is that most did not capture as much as they could have. Our research found that many
companies stopped short of capturing their full pricing potential, but companies who pushed
harder did not experience any greater negative pushback from customers. The chart below*
shows that in early 2022, companies that implemented high price increases —as much as 15%
or more —faced almost no greater customer pushback than companies with smaller increases.

Perceived Success of Price Increase by Increase Level
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*Q:  How successful was the price change on a scale of 1-5?
5: Very Successful, little-to-no market/customer negative reaction and a very positive financial result

4: Moderately Successful, a smallamount of market/customer negative reaction and a positive financial result

As one example of the potential price impact that was achieved in 2021-2023, we analyzed
software companies with less than $300M of revenue who had completed a comprehensive
price improvement program. We found that the average net revenue increase was 24%.

Their price improvement program included higher standard pricing aligned to buyer's current
perception of value, higher pricing in some segments versus others, new higher-value bundles
with higher prices, reduced discounting and other factors beyond just a price increase.

4 Blue Ridge Partners Saa$ pricing leaders survey conducted in February 2022 withn=112
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Unfortunately, many other companies stopped short of this complete set of actions and
therefore left money on the table which can still be capturedin 2024.

Also, in our recent work with industrial, distribution and manufacturing firms, we found that while
many firms did a good job of passing through raw material cost increases, most did not capture
all costincreases, such as labor and transportation cost increases. As a result, these companies
fell behind inflation.

The actual "uncaptured 2021-2023 pricing upside" will differ for each company based on the rigor
and aggressiveness of their 2021, 2022 and 2023 price increases. A reasonable estimate of the
uncaptured upside is shown below, although this will vary by industry subsector and company®.

Typical uncaptured pricing upside (above the actual price increases executed)

COMPANY REVENUE SIZE

<$300M $0.3-$1B $1B+
Software & Technology 5-15% 4-8% 2—-4%
Business Services 8-12% 5-10% 3-5%
Industrials, Manufacturing & Distribution 10-20% 6—10% 3-6%

Other Industries

To determine about how much potential pricing impact went uncaptured during the
past few years, you should consider these questions:

A. Was your 2021-2023 price increase % equal to or higher than competitors? Was your
annual price increase roughly double the historic increase rate?

B. Didyou protect or expand margins relative to pre-COVID (e.g., factoring in variable
input costs and fixed costs)?

C. Didyouraise prices even higher in some segments or for some products/services
more than others? Across the board pricing increases are likely suboptimal.

D. Did you close pricing leakages like underpricing the long-tail or too much discounting?
E. Didyou get fresh market data to set prices to current market value?
F. Did you measure how much of your planned price increases were actually captured?

The more ‘no’ answers to these questions suggest that a greater upside remains to be
capturedin 2024.

5 These estimates are based on survey data and company interviews of 2021-2023 actual price increases compared to the
price increases achieved by clients implementing a holistic approach to pricing best practices
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Immediate Action Items

1. Confirmand analyze the actual price increase % for each year back to 2018, as suggested
in this article

2. Meetwith the pricing team to discuss the following:
a. Review the pricing actions taken over the past three inflationary years
b. Discuss questions A-F above
c. Estimate the remaining uncaptured potential price impact from the past 2-3 years
d. Discuss potential pricing actions for 2024

e. Determine if fresh pricing survey data and/or a holistic price improvement effort should
be under-taken during 2024

3. Develop budgets for both the projected 2024 pricing impact (how much of a price increase
and how much of that will be captured) and research expenses required to develop 2024
pricing
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Executive Briefing

About Blue Ridge Partners

Blue Ridge Partners is recognized as the most experienced, impactful and respected firm that is exclusively
focused on helping companies accelerate profitable revenue growth. We have worked with over 1,000
companies worldwide on commercial model transitions. We are known for rolling up our sleeves, being
pragmatic in our analyses and delivering tangible results that focus on the "how" of execution. Based

on our significant experience, we have amassed extensive knowledge of the issues that affect revenue
performance. For more information visit www.blueridgepartners.com.

Our Locations

Head Office United Kingdom
1350 Beverly Road, Suite 115 118 Pall Mall
MclLean, VA 22101 London

USA SW1Y 5EA
+1-703-448-1881 United Kingdom

Germany Australia

Ander Welle 4 Level 3

60322 Frankfurt am Main 480 Collins Street

Germany Melbourne VIC 3000
Australia
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