The 3-Step Formula
for Pricing Your
Managed Services
By Karl Palachuk

WHY YOU NEED TO CREATE A
HIGH-MARGIN SERVICE PACKAGE NOW
In 2017, ChannelPro magazine ran a survey to thousands of readers
asking how much of their revenue was generated from managed (cloud)
services. Over 50% said less than 10%. Yet, in that same survey, 98% want
more managed (cloud) services in their business now.
So, what are the common mistakes that are holding MSP’s back from selling more
cloud services profitably?
#1. Commodity Pricing. It seems that many managed services providers are selling
commodity cloud services and trying to win on price. Making easily comparable
offerings like Office 365 or Google Apps for Business the foundation of your offer is a
mistake. When you’re talking about $5-7/user items, it’s a race to the bottom.
#2. Non-Recurring Billing. Too many IT consultants today are still relying on the old
“break-fix” model where they charge customers on a project basis with no recurring
monthly revenue. What differentiates an IT consultant from an MSP is MRR (monthly
recurring revenue). That number is so powerful, that it literally determines the value of
your business. Once you’ve got a client on a solid service plan (details below), you’ll
want the entire billing cycle to be monthly, automated, pre-paid billing via credit card.
If someone insists on paying via check, then you bill them in 3-month increments up
front. The biggest mistake any MSP (or any business) makes is cash flow, and nothing
will kill your cash flow faster than having 30-40% of your cash tied up in receivables.
#3. Keeping break-fix customers. The Managed Service model is far superior for you
and your customers. This pricing guide will help you take the next step in migrating
your existing break-fix customers to managed services. At some point, however, if a
customer refuses to migrate to your new managed service model, you’ll need to let
them go, so you can be truly focused on acquiring, servicing, and retaining your ideal
managed service clients.
This pricing guide will introduce you to the Cloud5 Formula, which has been used
by hundreds of MSP’s to design service bundles that generate around 73% margin.
Plus the Cloud5 Formula pricing tiers make it easy for clients to see the value of your
managed service offering.
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WHAT SERVICES SHOULD I INCLUDE?
INTRODUCING: THE CLOUD5 FORMULA

I wrote a blog post almost ten years ago. I speculated about what is the most
basic technology that a small business needs.
This is a list of what you could
sell to every single client,
excluding specialized solutions
sold on an individual basis. They
need email, they need an Office
product, they need a website,
they need a place to store their
data, they need spam filtering,
anti-virus, backup, remote
monitoring and management;,
they may need remote access or
active directory.
Then I thought, “Well, let’s see if
we can put something together
that actually does this.”
Here’s the flyer (pictured at
right) for our Cloud Five-Pack,
and it basically says, “This is
our bundle.” When we put this
together, we literally drew a box
on the whiteboard, and I got all
my staff together, and I said, “All
right. How much does this cost,
and what are we going to sell it
for?”

Should You Be Using A
Hosted Technology Solution?
Some People Need Complicated
Technology ...
And Some People Just Need A
Simple System That Works!
The basic services that you use to run
your business are becoming easier to
manage and deliver.
Are you still buying big, expensive computer equipment
for your office? Let’s be honest, some people need lots of
computers in their office. But MOST small businesses can
get by with file storage, email, and security (virus scanning and spam filtering).

Check Out Our Cloud-Based
Business In a Box:


Up to 5 Exchange Mailboxes

What you need is Rock Solid services.



Up to 250 GB Storage

KPEnterprises offers the best technology services available anywhere—Rock Solid at a very affordable price.



Your web site with domain



Up to 5 users with

Call Jerry before June 30th to receive a FREE Computer
System Checkup ($495 value).
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You may need a big server . . . Or you may be
eligible for one of our cloud solutions. Call
today for your free assessment.

KPEnterprises

Business Consulting, Inc.



Remote monitoring and patching



Virus Scanning



Spam Filtering

Only $249 / Month

916-555-1212

www.kpenterprises.com
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We started putting things in there, and we went through that list:

We looked at all of these things, and finally we came up with a price. Originally it was
$249 a month for five licenses of email, five licenses of spam filters, five licenses of antivirus, 250 gigs of storage, and so forth.
So, put a similar list together for your client. Once you put this together, you say,
“Okay, this is a bundle that I know I can sell again, and again, and again,” and then you
need to tweak it a little bit. Include a little something here, a little something there.
As the prices go down for these things, as they become easier to buy and to resell,
you’ll become more profitable and you’ll be able to include more things in the bundle.
For example, you might add email encryption, because it doesn’t cost you very
much. Out of, say a client has 30 users, maybe two or three actually need the email
encryption. You only turn it on for the two or three, but you have it available to
everybody. If they added a fourth, you don’t charge the client any more. You’ve just
flipped a switch. Again, they’ve flattened out what they pay. This was one of our early
calculations of what this cost us.
Email, which is available in many, many places ... You can get hosted Microsoft
Exchange Mailbox from Intermedia, Rackspace, and other providers. You could do
it direct from Microsoft if you choose to. Then you calculate what’s the cost of five of
those.
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Then web hosting is negligible, so what’s the cost of that? You only need one of those.
Storage, again, storage keeps going down in price. There are a few different ways that
you calculate this depending on what you’re selling. I like JungleDisk because I get
a mapped drive, and it’s easier for people who’ve had a J Drive their entire life, that
you don’t have to have them connect up to some UNC- related cloud storage. Then
whatever your remote monitoring tool is, most of them start in the neighborhood
of $1.50 per user with low volume. That goes down as you sell it to more and more
clients. Once you’ve got a thousand of the endpoints installed, the prices is going to
go lower.
Anti-virus is frequently sold with the RMM, but you may not want their brand. You
want something else, figure about a dollar a piece.
Spam filtering is going to be included in that email service. If you want to sell them
something else like Reflection or some other spam filtering, then that’s $2-4 per
mailbox.
Then Microsoft Office, depending again on whether you go with AppRiver or
whoever, about $5 per user per month. Your cost is going to be, in this example, about
$101 for 5-users and you’re going to be charging $249. That’s just what we did. There’s
a good profit margin on that.
If you add managed services to the mix, then you’re going to charge another $249 for
the flat fee maintenance for all of this. It really is hugely profitable. Let’s say this is off by
20% and it costs you $120 a month to get $500, that’s actually a pretty good return on
your investment.
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THE MAGIC OF 3-TIERED PRICING
Let’s talk about the three-tiered price list. Recently, I was engaged in an
online discussion about this because somebody said, “You should only
have one offering, and you either take it or you leave it. If they don’t
want to do business do, then you shouldn’t do it. “Blah, blah, blah.”
I have to say there are people, including some very successful people, who have
given that advice, but there is a great deal of research about the three-tiered price
list. There’s actually kind of magic to it, and your price list should be designed so that
people choose for themselves your highest level offering.
I’ll tell you the story that I tell in one of my books about when I first decided to try to
offer a flat fee service. I put together this beautiful bundle, and it was just the thing. I
only offered one thing, and I went to all my clients and I said, “I need you to sign this
and prepay me on the first of the month, and we’ll just take care of all your stuff and it’ll
be amazing.” Every single one of them said, “I’m extremely happy with what I already
have. Why would I make a change?” I’m like, “Oh, okay. Let me rethink this.”
I came up with a three-tiered offering. If you look at the chart on the next page, I
actually have four tiers because I went with the Silver, Gold, Platinum, but I added
Pyrite, which is fool’s gold.
} Pyrite is if you don’t sign a contract, here’s what you get. The options are no contract
and then one of these three offerings.
} Silver: covers only servers.
} Gold: covers servers and workstations.
} Platinum covers servers, workstations, network, management, printers, routers,
switches, vendor management; absolutely everything. It’s designed specifically so
people would choose platinum.
No one ever signed Gold, because the price difference between Gold and Platinum
was so small that it would only take a few more dollars, less than an hour’s labor for
most clients, and they would have paid the price of Platinum anyway.
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Service

Pyrite

Silver

Not Available

$150 / Hr
1 hr min.

Onsite Maintenance Support (at your office)

$225 / Hr
4 hr min.

$150 / Hr
1 hr min.

$150 / Hr
1 hr min.

Free

Remote Project Labor

$225 / Hr
4 hr min.

$150 / Hr
1 hr min.

$150 / Hr
1 hr min.

$150 / Hr
1 hr min.

Onsite Project Labor

$225 / Hr
4 hr min.

$150 / Hr
1 hr min.

$150 / Hr
1 hr min.

$150 / Hr
1 hr min.

Remote After Hours Support

$450 / Hr
4 hr min.

$300 / Hr
1 hr min.

$300 / Hr
1 hr min.

$300 / Hr
1 hr min.

Onsite After Hours Support

Not Available

Not Available

$300 / Hr
1 hr min.

$300 / Hr
1 hr min.

Short-Notice Emergency Service
(onsite or remote, any time of day)

Not Available

$300 / Hr
1 hr min.

$300 / Hr
1 hr min.

$300 / Hr
1 hr min.

$2,495

$1,495

$995

Free

●

●

●

●

●

●

●
2 Hours/mo.
●

●
Unlimited
●

●
Unlimited
●

●

●

●

●

Remote Maintenance Support

Technology Roadmap Process
Business Plan and Process Management for Technology
• Free Remote Monitoring of Server critical functions
(Value: $150 / Server / mo).
• Free Off-Site Remote Server Monthly Maintenance
(Value: $300 / Server / mo).
• Free remote server phone support per calendar month
(Value: $300 / mo). Hrs expire at end of calendar month.
• Continuous and Preventative Maintenance of Servers
(updates, patches, fixes, etc.)
(Value: $350 / Server / mo).
• Continuous and Preventative Maintenance of
Workstations (updates, patches, fixes, etc.)
(Value: $75 /workstation / mo).
• Free First 3 hours of labor for each new workstation
added to network
(Value: $450 / workstation)
• Free Anti-Virus and Anti-Spam filtering on all E-Mail
(Value: $4 / mailbox / mo.)
• Free Virus Scanning on all covered machines
(Value: $4 / machine / mo.)
• Two Hours Free in-house training per Quarter
- May not be rolled over –
(Value: $1,800 / year)
• Access to our Emergency Help line service,
monitored 24/7
(Value: $250 / mo.).
• Free maintenance of network equipment and
maintenance of relationship with ISP
(Value: $400 / mo.).
• Free maintenance of network printers and other networkattached equipment
(Value: $300 / mo.).
Monthly Investment
W.S. = Workstation, Laptop, or Virtual Machine
Term = Terminal Services Client (no desktop PC)
Srver = Server
Volume Discount: 50 or more desktops
Or
Non-Profit with 30 or more desktops

(no agreement)

Gold

(Server)

Platinum

(Server and
Desktop)

(Everything’s
Managed)

Free

Free

●
●
NEW
●
NEW
●
●
●
$500
per Server

$50 per W.S.
$25 per Term
$500 per Srver

$65 per W.S.
$25 per Term
$500 per Srver
$50 /
Workstation;
$400 / Server

Terms: Prepaid by quarter or credit card prepaid monthly. Hourly minimums higher outside Sacramento Area

I’ve had a handful of people sign Silver, and I’ve had dozens and dozens of clients
that signed Platinum.
The lesson is you have to strategically design your price list so that people choose
for themselves the highest level offering.
That doesn’t mean your middle offering is junk. It needs to be almost Platinum but not
quite. There needs to be some key thing or things missing. For me, the magic was the
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management of the network. The management of all of that little stuff that seems small
but, hey, when the switch goes out, a switch goes out.
The price list defines what you sell. If you go down through the whole list, I think it’s
pretty clear to clients what they’re buying. It’s not just that we’re going to monitor
your systems but that we’re going to do some other things. It’s also a great sales tool
because this is something that you can put in front of a client and, when the time is
right, have this discussion.
Just tell them, “You can buy whatever makes the most sense for your company. I’m
giving you options here;, I’m giving you choices.” It also allows you to send out
invoices so that you can say literally, “If you had managed services, this would have
been covered. If you had the Platinum plan, this would have been covered.”
When people say that they want servers-only, that’s fine, but servers-only means that
when they have any issues with anything other than a server, it’s billable. They spend a
few hours a month and you say, “This is $450 bucks, but it would have been zero if you
had Platinum plan,” then suddenly they’re more open to having the Platinum plan.

TRANSITIONING EXISTING CLIENTS TO MANAGED SERVICES
This is super useful for doing the transition to managed services, because you can go to
clients and say, “Okay, here’s what you
spent last year. Here are all the dollars that
you spent with us, and here’s how much
was labor that would have been covered
by managed services. Here’s how much
would have been covered by Silver, Gold,
and Platinum.”
This requires you to keep really good
records of your service labor. It really
helps if you’ve already got a PSA, a
professional services automation tool,
and if you keep records in QuickBooks.
For some of you, you may have to
reconstruct this or just look at the big
picture and say, “You bought $10,000 worth of labor last year. It would have probably
been in a ballpark of maybe $2,000 if you had a managed services plan,” something
like that. You have to give them good enough information that they recognize it.
Remember, if you run your reports on what you charge them and they run their reports
on what they paid you, those two numbers should be, theoretically, identical.
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Now, they might put things into different categories than you, and so the
numbers won’t match precisely. Or you might have sent them a bill in December
that they paid in January, little things like that. Within a couple of percentage,
you should be in the same ballpark. If you say, “You spent $10,000 last year,” they
should say, “Yeah. It was about $10,000.” Okay? What is it going to look like?
Remember, one of the great rules of success, it is not your job to save the client
money.
Don’t assume that because you’re going to have this conversation that you have
to lower the price or be less than last year. Nobody expects it to be less than
last year. When my landlord comes and says, “You’re not paying enough for your
office,” I’m not surprised at all. I never expect him to come and say, “All right, I
want to have a sit-down meeting because we’re going to lower the price of your
rent.” That’s just not a conversation that’s going to happen.
When you have a sit-down with your client, one goal, if you choose to put it on
the table, is to keep it as even as possible. That is not something the client is
expecting, and certainly saving them money is not something they’re expecting.
If they ask you to save them money, great, have that conversation, but don’t
assume that it’s part of your job to save them money. That is not, by default, part
of what you’re here for.
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PER USER OR PER DEVICE PRICING?
According to ConnectWise, one of the leading professional services
automation (PSA) vendors, about 50% of IT Solution Providers use perdevice pricing and 50% use per-user pricing. Clearly, this debate is far from
over. And with the increase of the Internet of Things (IoT), the number of
devices you will have the opportunity to manage will only increase.
With per-device pricing, I’m charging a customer based on how many terminals they
have, how many workstations they have, or how many servers they have. Today, if you
wanted to add something for tablets, and phones, or whatever, you could do that.
Per-user pricing assumes a different
view of the world. With per-user
pricing, you take those same 25
people with one server and say,
“What would I charge this customer
on a per-user basis?” The key thing
here is you have to remember you
were charging a bunch of money for
that server. If you take that, in our
case $500, out of the picture, then
you’ve got to come up with a way to
spread that across the 25 users. Then
what do you charge when obviously
the overhead of a server is going to
have more effect on a 10-user client
than it will on a 50-user client? How
do you deal with all that?
What I came up with is something where, basically, I turn Silver into monitoring only.
“I will monitor all your devices at $30 a user. Okay? You’re going to get a few things
for that, but basically we’re going to put our virus scanning on there, we’re going to
monitor it, we’re going to automatically install all the patches, but there’s no labor. It is
monitoring only, monitoring and patch management. You get access, obviously, to our
system so you can create tickets, but that’s it.”
Now, there are people who sell monitoring only, for the ridiculous low, low price of $5
or $10. I would never, ever, ever go that low. That is essentially breaking even, and I
10 The 3-Step Formula for Pricing Your Managed Services

mspkickstart.com

hope you’re not in the business to break even. I want to retire on a bunch of money,
not a couple of pennies here and there, so I’m all about charging something that’s
worth an actual high value.
If the clients are not willing to spend that kind of money, they’ve got two options. They
can find somebody else, or they can move up to Gold or Platinum.
Think about what this means though. The difference between Gold and Platinum
is $25, so if they have 10 users that’s a $250 is the difference over the course of a
month. If they buy two hours of labor, they will have paid enough money to go on to
Platinum. The minute anything goes wrong, somebody who signed Gold would say,
“Oh my gosh, I should just be on Platinum.” Plus, the Gold doesn’t cover the network
stuff. It doesn’t give you free hours of training, and it doesn’t give you mobile device
management. Pretty much all of the remote monitoring systems have a mobile device
management option.
Here’s the beauty of per-user pricing. In any organization, it’s the people at the top,
literally a handful of people at the top, who have all the devices that need to be
managed. That means the decision makers are going to be the partner who had a
desktop, a laptop, a Kindle or an iPad, a cellphone, and a workstation at home. They
need all that to be covered as one user, which is fine because the other 30 people in
the office have exactly one device, the desktop on their desk. It’s the partners, like
three or four partners, that are going to have five devices each, and virtually everybody
else in the company has exactly one device. It’s a workstation, it’s on the domain,
it’s easy to control, it’s easy to get remote access to. It costs you almost nothing to
maintain that workstation versus the heavy users.
Also consider who makes the decision of what you’re going to buy. If it’s one of the
partners with five devices, and they say, “Well, I don’t want to pay per device if I can
pay user.” They end up paying an extra $25 a person for the 30 people who have only
one device, but it means that they’ve got all of their stuff covered, no questions asked.

SELLING IN 5-PACKS

I only sell in packages of 5-users, period. If someone has only seven users, I would
round it up to two 5-packs. I’ve never had a client NOT sign an agreement because
of this. So, in 80% of the cases, I’m rounding up, which is another reason this Cloud5
Formula is very profitable for me.
My personal favorite is when we’ve got bigger clients. For example, 22 users there’s
going to be five 5-packs. That’s a good $3,000 a month, and our cost of this is very low.
Again, it’s hugely profitable and one of the reasons for that is nothing ever breaks. The
storage is in the cloud, the email’s in the cloud, spam filtering is managed in the cloud,
and on and on. Basically, there’s no component in here that can break except the onsite service or if they do something to their own machines. There’s tons and tons more
information on this, and we don’t have time for all of it here.
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WANT MORE INFO ON THE CLOUD5 FORMULA?
We created a free online workshop that you can sign up for by clicking on this link. The
online workshop is called:
“The 8-Hour MSP: How I Built a Profitable 7-Figure Business Using the Cloud5
Formula”
In this 1-hour webinar, taught by Karl Palachuk, Karl will show how you how he built his
7-figure MSP business using the Cloud5 formula. You’ll discover:
Secret #1: Cloud5 Packaging. You’ll discover what services go into the Cloud5
Package that makes it easy for your client to buy and generates 73% profit for you.
Secret #2: Cloud5 Pricing. You’ll learn why packaging in “5’s” generates more profit
without any pushback from your MSP client.
Secret #3: Cloud5 Delivery. You’ll learn how to set up your Cloud5 services so that
your clients can be supported by an entry- level admin, freeing you up your time to
build your business, rather than trading time for money.
So if you’re serious about wanting to mastering recurring profits from your MSP
business without working endless hours, register now for this special webinar that will
show you exactly how to package and price managed services profitably.
Click the button below to register now.

REGISTER NOW FOR FREE WORKSHOP
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