
Pricing for Predicted 
Profit

How Much Should I 
Charge?



My small business 
path…









1) Your Business Strategy / 
Competitive Edge

2) Work on the other “4-P’s” of  
Marketing
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Pricing Prerequisites:
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Toothpaste Market - 1975



Toothpaste Market - Today
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The “4-P’s” of Marketing

TechnologyEconomics

CompetitionIndustry 
Trends

Promotion includes:
• Advertising
• Sales promotion
• Public relation
• Personal selling



How to think about 
your pricing…..
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My Top 6 List of how 

businesses get into 

trouble….



1) Not putting enough 

value on your goods 

and services.



1) Delivery performance
2) Quality product
3) Lowest price

“I can give you two out of three.
Which two do you want?”
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My former boss once said:
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Myths about Pricing:
“Everyone knows that actual profits and the profits anticipated in my 
planning will be different. That's just a part of small business, right?”

“It's OK to pretty much break even on my core business, because we'll 
make up profits with special orders. Isn't that how everybody does it?”

“As long as I price every deal myself, we stand a chance.  But when 
somebody else puts together the price, we either drive off the 
customer or make the sale and wish we hadn't because we don't make 
money.”

“I made more money when I was just a man and a truck.”



• Receiving a high percentage of 
quoted jobs.

• Selling out of your goods/services.
• Leadtimes stretching out.
• Profit margin deterioriation.
• Haven’t implemented a price 

increase in “a long time”.

17www.LarimerSBDC.org

“Red Flags” for Pricing Issues:



• Knowledge of your competitive 
position

• Understanding the realities of your 
cost structure

• Taking an assertive “always looking 
to improve” attitude on pricing.

• Your strategic direction
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Proper Pricing is a marriage 
of:



1. 12-Months Profit & Loss Statement
2. All Reasonable Variable Costs Shown as 

Cost of Goods Sold, identified as 
“percent of sales”.

3. Unique Selling Proposition practice well 
underway

4. General understanding of your 
competitive position.
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Requirements to Get Started





• Annual Sales - $500K
• Makes 400 pizzas a week, or about  

20,000 pizzas a year.
• Pays rent of $4K per month, or $48K 

per year (fixed cost).
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Case Study - Mike’s Pizza



• Variable Costs  - Cheese, meats, 
veggies, flour, direct labor, etc

• Fixed Costs  - Lease, insurance, 
vehicle, owner/manager pay, etc

• Costs probably increasing about 3% 
per year (whether he knows it or 
not).
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Case Study – Mike’s Pizza



• Needs to make sure lease costs are 
“fully absorbed” in his pricing.

• $48K lease costs / 20,000 pizzas 
equals about $2.40 per pizza.

• Same process applies for owner pay, 
insurance, marketing expenses, etc
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Case Study – Mike’s Pizza



2016 2015

Sales $525 K $500 K

Variable Costs:

Cheese $60 K 11.4% $50 K 10%

Meats $40 K 7.6% $35 K 7%

Direct Labor $82 K 15.6% $75 K 15%

Fixed Costs:

Lease $60 K 11.4% $50 K 10%

Owner Pay $50 K 9.5% $50 K 10%
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A powerful way to analyze 
costs, as a % of Sales: 



This sounds like a job for Excel
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Automate
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Benefit of Over-Absorption
of Overhead (Fixed Cost)
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Curse of Under-Absorption
of Overhead (Fixed Cost)
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But what if someone 
complains ??
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Getting over the emotional 
hump:



The 10-15% who love your business?

The 65-70% who think your business 
is a good value?

The 10-15% who buy on price only?
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Which customer are you 
reacting to?



• Annual Sales  - $500K
• Mike implements at 4% price 

increase  - a large pie increases 
from $15.00  to  $15.60.

• Annual benefit to the business -
$20,000 !!!
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Case Study  - Mike’s Pizza



• Overhead absorption rate will change -

Why?

• Labor costs will change  - Why?

• Competitors will force change.

• Owners expectations will change.
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But What About When 
Things Change?



1) Approach Pricing as an ongoing action-
oriented discipline.

2) Know your cost structure.
3) Manage Fixed Costs at $, Variable      

costs at %.
4) Know your competitive position
5) Get comfortable with the “gray”
6) Gently “push the envelope” on price
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Key Points to Remember:



Tell your business friends to find us at

www.larimersbdc.org

THANK YOU
Tell your business friends to find us at

www.larimersbdc.org

THANK YOU
Tell your business friends to find us at

www.larimersbdc.org

Thank You!
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