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David Mok manages the worldwide retail pricing team for Seagate’s $1B
branded storage solutions business. At Seagate, he helped turned a barely
profitable situation into a strong and sustainable gross profit business within
a year. During this time, the retail channel business posted the highest profit
in Seagate’s six-year branded solutions history.

Prior to Seagate, David was at Xilinx where he led transformational pricing
efforts, deployed pricing software, architected the company’s global pricing
model, and developed pricing strategies across a broad spectrum of
semiconductor products for a $2B business. He also managed the
communications segment marketing team and led value-based pricing efforts
using solutions. He was a product manager for an advanced platform system-
on-chip semiconductor product family. David teaches a pricing course at the
University of California, Berkeley and has been speaking professionally on the
subject of pricing at various conferences throughout the country. David
began his career as a naval officer aboard an attack submarine where he
conducted missions vital to the national security of the United States.



Retail Business Accomplishments
5 % GM -2 plus years ago
3  #of quarters to improvements

25 % GM - at the height of our financials



The Power of One

McKinsey Study: Across the Fortune 2000, on
average, 1% improvement in price translated to
11% improvement in operating profit

1% Improvement in Increase in Operating Profit

Inventory 2.7%
Units 3.7%
COGS 7.3%

Price 11.0%
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Agenda

* Review some simple pricing rules to help you
manage your business more profitably

* Concept applies whether you are selling
widgets, software, services or whether you are
in B2B or B2C channels

 Most importantly, let’s have fun talking price
tonight



Why are Diamonds More Expensive
than Coal and Water?

. L 2 No Functional 4
w )
* _. Value

Critical to Life

Labor intensive to
mine, like diamonds
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Three Approaches to Price Setting
and Two Theories of Value

* Competition Driven Pricing

— Your Price = Competitor’s Price

* Cost-Plus Pricing
— Labor Theory of Value
Product => Cost = Price = Value = Customers
* Value-Based Pricing

— Subjective Theory of Value
Customers = Value => Price = Cost =>Product



Rule #1
If the value Is not clear, your
price will always be too high
(Value Justifies your Price)
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What is Value?

“Value is defined as the perceived worth in
monetary units of the set of economic,
functional, and psychological benefits received
by the customer in exchange for the price paid
for a product offering taking into consideration
available competitive offerings and price.”

- James Anderson, Dipak Jain, and Pradeep Chintagunta. “Journal of Business-to-Business
Marketing”



Case Study: Wired Communications

* Customer developing flexible communications equipment
— Your competition = another Chip vendor (competitor’s account)
— Customer building a solution in attempt to displace incumbent

« Competing Chip vendor priced at $125 per unit
 What would you do?

<— Downlink .~
Opportunity

64 Block Block

1 Switch
2 ric

Opportunity
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Integration of Surrounding Building Blocks
Reduces System BOM by S5 Million

* Integrate Surrounding Functional Blocks
=» Less Number of Chips
=» Reduced System BOM

Functional Blocks Competltlve
Solution

Ingress Processing

Egress Processing

Control Function

Control Function

Num of Boards / System
Life Cycle System Forecast
Total Life Cycle BOM
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20G Standard Chip
20G Standard Chip
Programmable Chip
Programmable Chip

$250
$250
$125
$125
16
2,000
$24 M

Programmable Chip + IP
Programmable Chip + IP
Programmable Chip

Not Required

$210
$210
$180
$0
16
2,000
$19 M
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Field Upgradeability Reduces
Service Costs by S8 Million
Programmable Chip Online Field Upgradeability

=» Eliminates Replacement of Boards
=>» Eliminates Truck Rollouts and Service Calls

Customer Equipment Revenue

Service Revenue 20% of Revenue $200M $200M
Cost of Services 50% of Service Revenue $100M $100M
::;I,:n Lipg;:c,iii eCsc;sts 33% of Total Services $33M $0
R&D Efforts (Design & Verification) $150K $150K
Probability of Field Upgrades 25%

Cost of Field Upgrades $8,287,500 $37,500

David Mok Slide 12



We Priced it at $210 and Won a S50M Program with
3 Key Benefits that Resonated with the Customer

@,

Right-Sized |:> Lower Lowest Cost
Design Power Per Channel

Customizable

Solution Reduced Total Solution BOM

T

Prog. Fabric + Function Integration
Modular IP +

System Services

Field

Upgradeability I:> Reduced Service Costs (OpEX)
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Other Examples



Economic Impact of EMC Documentum

Summary Financial

Results

Original Risk-
Estimate Adjusted

ROI

Payback period (years)

Total costs (PV)

Total benefits (PV)

Total (NPV)

Internal Rate of Return
(IRR)

Forrester Consulting

Prepared for EMC Corporation
January 2007

The Total Economic Impact™ Of
EMC Documentum

Project Director: Jeffrey Morth, Senior Consultant, Fomester Consulting



What Customers Buy

Don’t sell me things. Sell me ideals, feelings, self-respect, home

life, and happiness.
- Michale LeBoeuf, PhD, Author

Don’t sell me clothes Sell me a sharp appearance, style,
and attractiveness

Don’t sell me toys Sell my children happy moments

Don’t sell me computers Sell me the pleasure and profits of
the miracles of modern technology
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Raise Your Hand if Willing to Pay $99.99

Re Plica Other Seagate
N backup drives
| comer o available at:
$69.99
&

DTS 85000
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The Other Backup Drives

$69.99

AR

AUTO BACKUP&SYNC

SOFTWARE

PORTABLE DRIVE 250 %8;%9

$59.99

eTaey

s | USB2.0
e 250 GB/GO

=l
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Let’s Take Another Poll

. FreeAgent Replica
$99.99 u - One dlick
- Backs up everything continuously
FreeAgent Go
$69.99 - Schedule with software
$59 99 Expansion

- Manual backup
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Packaging and Merchandising
Communicate your Value

FreeAgent
Goflex  sesme(©

AVC Corporation R
Environmental Packaging Solutions  ewisoesad)

www.aveccorp.com /7
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Front Box Messaging — Proof Point Testing

No technical jargon, testing proof points/icons for highest response rates

Multi-PC Home Storage
— Continuous File Protection/Access
— PC/Mac, Notebooks, Netbooks
— Mobility, Smart Phones

Five Minute Set-Up

Wireless Attached Storage
— Easiest Set-Up / User Interface

Media Sharing/Streaming

— Music, Video, photos through out
the home

Easy Expansion/Archive
— Easily Grow Storage Needs

Wireless messaging, icons,
images will be prominent
(being tested)

David Mok

®

Seagate @

Wirelessly access files from
any PC or Mac® computer

in the home
when connected to a WiFi router

Wirelessly access files from
any PC or Mac® computer
in the home

when connected to a WiFi router

Buibexoed 1deouo)

FreeAgent

GoFlex Home

NETWORK STORAGE SYSTEM
NETWORK STORAGE SYSTEM

Gigabit Ethernet

Wireless Read
Wireless Storage for Every PC f%
in the Home ?



Back/Side Box Messaging — Proof Point Testing

Highlight ease of use, wireless storage benefits and use cases

FreeAgent

*  Print Server
e ‘Setit & Forget it’

* Hassle Free Set-Up Seagate@

&

Continuous Backup EBSEF;*EEX Home E
Protection for all PCs TR ;6

* Remote Access fim":'f'?f:""im §_
* Time Machine %ﬁﬁ% s

Compatible
* Expandablestorage — e EEm

= Sirpia cresda s 580 U minuios
= Accaciar s lon chivos smacenadon an o
[T T —————

* Easy storage T st e
archiving T

& 4¢=EH



Software — Are you Buying Bits & Bytes?

In 1999 Sage’s accounting software is
ugly, slow, and hard to use.

Yet 40,000 people call Sage help line
everyday and is the dominant
accounting software in the U K.
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When you buy Sage, you are not just
buying Software, you are buying . ..

* Reassurance: when the tax laws change, the software will get
updated too

* Familiarity: if you buy Sage, odds are that your accountant
will already be able to use it

e Support: if you don’t understand some of the accounting
codes or procedures you need, then you can phone
somebody for help

The reason Sage is so dominant in the UK is
because Sage understands exactly what their
product is - You need to do the same



Once you’ve Determined what your Product is,
vou need to Consider its Value to your Customers

* Traditional value metric: Per processor, Per Seat, or Per
Something Else

* With this approach, firms are ensuring their solutions will be
viewed as a commodity

— Ask yourself this: Can anyone tell the difference between
kilowatts of power provided from two different utilities?

— IBM: “Don’t worry so much about the underlying
technology, let’s come to an agreement on results, and
we’ll charge you a fair price”

* Insoftware, customers are no longer buying “applications”;

they are buying process capabilities that can quickly produce
bottom-line results



Why is Movie Popcorn so Expensive?
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It’s Why You Price Segment: Different Customers Have
Different Uses (Value) for Your Products

b
Value . |
Received Enjoy &= You can price YOU Can price
Theater tickets high and tickets low and
Experience popcorn low popcorn high to
maximize profit

—

Customer Segment
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What is your Enterprise Pricing Metric?

* Key is not to price what the technology does, but to
price what the customers do with the technology

— Flexible on-demand provisioning: Very appealing to cyclical
business. Consider catalogers during Christmas season —
want flexibility of adding database, logistics, and billing
application capacity in sync with their cash cycles to better
control margins and capital investment

* Firms need to break out of the narrow “computing as a
utility” mindset and bundle basic services with more
advanced services and deliver complete solutions



Winning Formula: Provide solutions to customers'
problems with the right technology and delivery methods

e Customers want required functionality and access by
individuals who need it (Product Dimension)
— Deliver needed functions; minimize unwanted overhead
— Provide the right access

e Customers want straightforward charges and
payments (Contract Dimension)
— Charges tied to usage

— Payments tied to need

 When this happens the business transaction gets less
costly and more profitable for both sides



Rule #2
Offer Trade-Off Scenarios
(“Give-Get”), Not Concessions
(Trade Value for Price)




Does This Sound Familiar?
(Positional Bargaining)

You can't expect customers

Seller: $500 I> to pay for value unless You
have a price structure that

Seller: $450 I> aligns with value

Seller: $400 D
Agreement? D
Buyer: $350 l>

Buyer: $300 D
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Case Study: Mobile Backhaul

e Customer’s in-production equipment is facing
component end of life and needed to replace it
— Our competition = another chip vendor
— Customer willing to pay for proof of concept before
deciding
* Proof of concept
— Our Price: S100K
— Customize turnkey IP
— Customer defined tester
— Customer defined interface

— Implemented on customer C frari m
board passing through ustomer o ering to

scarce telecom board pay $25K or we won't
move on to next step
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Positional Bargaining gives away what Differentiates your
Product and Drives the Discussion to Solely on Price

Value
$500 $500

%or’s
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Instead, Offer the Customer Alternatives and Force the
Discussion to Value by Trading Off Value for Price

$1¢00

\4

$500  $500

Mor’s

David Mok Slide 35



Proof of Concept - Enhanced Option

(1) To check data path

Ether

Tester

Customer

Customer Equipment

Ether

Bk #3 Bk #2 Bk #1

(FE)

Specified

(2) To check Shaping Function

Utopial2

Customer Equipment

ATM

Target Function

Bk #2 Bk #1

Ether

Ether
Tester

| (GbE)

ATM
Analyzer

David Mok

ATM

Utopial.2

Customer Equipment

Telecom Board

Target Function

Bk #3 Bk #1

Ether
(GbE)

Telecom Board

Customer
Specified

Ether Tester
(Customer
Specified)
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Proof of Concept - Basic Option
(1) To check data path

Ether
(GbE) Ether
Tester
. ‘ (Generic)
Gigabit Ethernet ML505 Board
(2) To check Shaping Function
Ether
(GbE) Ether
Tester
A ‘ (Generic)

™~

/

Gigabit Ethernet ML505 Board
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The Customer Selected the Basic Option and We
Protected our Higher Value Offer

* Customer wanted an extensive proof of concept, but was
not willing to pay S100K and offered paying $25K

e Sales asked that we drop our price and with past behavior
we would have (or even gave it away)

* Instead we stripped down our offering and countered with
a proof of concept that was good enough for $S25K
— We forced trading off value for price

— We protected our higher value offer
— We reduced our effort and costs

* We proceeded to the next round of discussions



* Account was bleeding profit 3 years ago

 What would you do?
— You sell electronic widgets or software
— Frys is saying your prices are not competitive
— Holding out on placing orders
— Your phone is ringing off the hook
— Sales wants lower prices or they are escalating
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FELGCTROHICS
rys

Before

MSRP

Cost to
Frys

Net of
Allowances

David Mok

=)

Now a Profitable Business

After

MSRP

Cost to
Frys

Net of
Allowances

Slide 40



Rule #3
Knowing When to Fold Is as
Important as Knowing When to Hold
(Know when to be Desperate)
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What Happens If You . ..

Cut Prices By . .. 5% 25%
% Volume Change 5% 33%
(Breakeven Revenue)

% Volume Change 20% 500%

(Breakeven Gross Profit)

Note: Assume 30% GM and no distributor margin
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Let’s Start with Which Costs Matter

Software Development Costs X
Product Costs |
List Price
Cost of Sales
Sales Commissions
95% |
Discount Support Costs
Only
. Incremental Channel Costs
— — — — Invoice Costs
Price Other Variable Costs ¢/

Matter
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Two Products, Equal Net Profit

Product 1 Product 2
Net Profit Net Profit
VC = 80% VC = 20%
FC=10% FC =70%




VC

Two Products, Diff Contribution Margin

Product 1

Contribution
Margin

VC =80%

VC

Product 2

Contribution
Margin

VC =20%




Drop Price 10%: Higher Volume Demand Needed
for Lower CM Product to Breakeven

Product 1 Product 2
P1 P1
A A
P2 P2
B C
VCF-=-=-=---- - ——- B C
|7/ 0 i -

Q1 Q2 Q1 Q2

David Mok Slide 46



Raise Price 10%: Higher Volume Loss Needed for
Lower CM Product to Breakeven

Product 1 Product 2
P2 P2
A A
P1 P1
B C
B C
VCF----- - -
|7/ 0 i -

Q2 Q1 Q2 Q1
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You Have to Decide on Priority of
Revenue, Profit, and Units

$100,000 - If you find yourself desperate to win _ 1 5o
every deal, you are the problem
$80,000 - , | 200
$60,000 -
- 600
$40,000 -
- 400
$20,000 -
- - 200
I I I I \
S50 S75 $100 $125 $150 $175 $200
$(20,000) - "0

Price
—Revenue Profit —Units
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Rule #4
Get Control of Your Discounting
with Rules of Engagement



Do Your Discounts Make Sense?

Profit
Index

Who are these Guys?

Annual Customer Spend
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Ask Yourself the Following . ..

Are discount dollars being invested in customer
segments and product categories that provide the
greatest strategic value to the company?

Do discount levels vary widely, beyond what can be
attributed to differences in deal size?

Are discounts fairly consistent over time or do they
rise sharply at quarter end?

|s excessive discounting a widespread, relatively
uniform problem in the company?



Eliminating Unnecessary Discounts will
Improve Profit Significantly

If you want to stop any habit (unnecessary discounting),
you’ve got to replace it with something

First, recognize how bad the discounting is

Once you realize how much money you’re leaving on the table
in your negotiations, develop some rules for when you will
and won’t discount

Start with something like your smallest highest-value accounts
and write those rules in stone

Notice the results. See, you didn’t lose as many customers as
you thought you would



Key to Rules of Engagement
is Start with Something Easy

 Something that everyone can understand and will
agree that it’s the next step and you can put some
teeth into it

No Discounts Low Price Sensitivity / Low Total Spend

Good Discounts =  Competitive / Increases Footprint

Bad Discounts = Red Business / Low Strategic Value



Rule #5
New Products need a Context
Without it, Customers cannot
Evaluate a Price



Where’s the Value?

HERE COMES

A NEW CHALLENGER

BRACE YOURSELF.
THE ALL-NEW XPS 630 IS BUILT FOR THE FIGHT.

What are they Selling?



Typical Approach to Pricing Innovation

* Most of these products were developed by
technicians

— Scientists, Engineers, and Geeks

* They have typically been priced in one of two ways
— Cost Plus
— Based on the price of something similar

* These approaches lead to pricing disasters

— Setting too low or high a price



Pricing Unique New Products

Pricing a unique new product requires thinking about
value in unique new ways

Pricing a unique new product with no direct
comparators is a challenging task

Unlike pricing new products in developed markets, a
unigue new product has no direct points of reference

Understanding the critical issues, and processes,
required to link the price with the value of the
product is essential if you are to avoid pricing
mistakes
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A price needs a context —this is call a
ValueFrame

Without it, a customer can’t evaluate a
price, and you will have trouble getting it

Identifying and using the
proper ValueFrame is the
marketer’s primary job




That’s the Value!

» Do | have COPD?
» Should my COPD be treated?
» Is SPIRIVA right for me?

» How can | get the
best results from SPIRIVA?

PD resources.
To get expert information on managing COPD,

SPIRIVA is an inhaled maintenance prescription treatment for breathing
problems associated with COPD (chronic obstructive pulmonary disease).

COPD is a lung condition that includes chronic bronchitis, emphysema, or both.

Taking SPIRIVA once a day can help you breathe better all day, every day.
And it's not a steroid.

David Mok

BREATHING BETTER MAY i
- LEAD TO THE BACK NINE
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Consider Where in the Market Lifecycle

Pricing EsLUit Skim Skim Skim
SIcIC M  Neutral Neutral Neutral Neutral

Penetrate
Maturity \\

Decline

Growth

Demand

. The Danger Zone
Emerging
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Summary

Rule 1: Value justifies the price

Rule 2: Trade value for price

Rule 3: Know when to be desperate

Rule 4: Get control of your discounting with
rules of engagement

Rule 5: New products need a context, without
it, customers cannot evaluate a price




