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Presentation Notes
Hello and welcome to our Pricing for Profit workshop. My name is Mary Peabody with UVM Extension and the Women’s Agricultural Network. You should be able to complete this module in about 30 minutes. There are supplemental materials and worksheets that will help you apply what you’ve learned to your business situation. So, let’s get started!



Topics
• Identifying costs

• Factors that effect 
pricing

• Pricing survival tips

Presenter
Presentation Notes
In this unit we’ll be talking about the importance of setting prices based on your actual costs. We’ll also address some factors that can effect pricing and some often over-looked considerations. Remember a good pricing strategy is a critical component of a profitable business. Pricing is usually considered both an art and a science.



Cost  vs.  Price  vs.  Worth
• Cost =  The sum of the expenses incurred in 

producing an item for sale

• Price = The charge assessed to the person 
purchasing the product

• Worth = The intrinsic value placed on the 
item either by the buyer or the seller
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Presentation Notes
Most of us want our customers to be happy and we also harbor a great passion for the products we sell. That can lead to some emotional attachments that can get in the way of good pricing decisions. Let’s first take a look at 3 terms that sometimes get used interchangeably but actually have very different meanings. “Cost”  refers to the sum of all the inputs involved in producing the product. “Price”, on the other hand, is what the consumer is asked to pay for the product. In the best case scenario cost and price  may be equal amounts but often they are not. In addition there is also the concept of “worth” which an emotional and intrinsic value placed on the item by either the buyer or seller. It can an emotional experience to have to attach a price to something you have produced with great passion but that is what you will have to do in order to have a profitable business. It is equally difficult to have to hear a potential customer debate whether your product is “worth” the price.



The Pricing Formula
Labor

+Expenses

+Materials

+Overhead

+Profit

Price
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As I said earlier accurate pricing is both an art and a science. On paper it boils down to a simple equation:  labor + expenses + materials + overhead + profit equals the selling price. Looks easy enough doesn’t it?



Factors that effect pricing...
• Production/Harvesting Costs

• Quality & Selection of Product

• Location of Market

• Customer Income/Demographic

• Volume

• Demand & Supply

• Market Price

• Operating Expenses/Overhead
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Depending on the type of product that you produce there are a variety of factors that can effect your pricing. Certainly your production and harvesting costs will play a major role. The quality of the product certainly affects price – lower quality products come with an expectation of lower prices. Likewise the selection of product may impact the price a buyer is willing to pay. If you’d like to see this in action go to a large grocery store and watch shoppers in the breakfast cereal aisle.Location plays an important role in pricing. Goods and services are just more expensive in some areas of the country than in others.  This is often related to the next factor, customer income and demographics. You have experienced this if you have ever been out to dinner in New York City or San Francisco and then had a similar meal in Kansas City or Orlando. Volume refers to the amount of a product that you are able to sell and refers to economies of scale—it just costs less to make 1000 sweaters/month than it does to make 10. This is why large retail chains and buyer’s clubs are able to sell their products below the retail prices that other outlets charge—they trade in volume.Demand and supply are basic economic principles. If you have the first strawberry of the season (or the first ear of corn) you can pretty much charge whatever you like since there will be many more buyers interested than berries (or corn) available. Likewise, at the peak of the season, many fruits and vegetables are so common that it is hard to sustain a premium price.What other sellers are charging will effect your pricing. Customers are normally willing to overlook minor price differences especially if they have a relationship with you, the vendor, but that grace will only extend so far. If your products are priced well beyond your competitors and there is no added value to explain the difference you will eventually lose sales.The single biggest factor in your pricing decisions should always be your operating expenses. Your costs just have to be covered if you have any hope of sustaining your business.



Two people producing the exact same product 
will frequently have very different costs of 
production…

Their prices may have to reflect those 
differences!
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Let me repeat that last thought again because it is really, really important. The single biggest factor in your pricing decisions should always be your operating expenses. 



Expenses
• Fixed costs stay constant regardless of 

production volume
• Variable costs increase as production 

increases (and decrease as production 
decreases)

• Determining which costs belong to which 
category is NOT an exact science

• Consistency over time is critical
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So, since we’ve stated that your costs are the primary driver in setting your prices let’s talk for a minute about how to capture and record expenses. Most of your production expenses will fall neatly into one of two categories – Fixed Expenses or Variable Expenses. Just as their name implies, fixed expenses refer to those costs that remain constant regardless of your production volume. Common fixed expenses include mortgage payments, loan payments for equipment or livestock, utilities, and insurance premiums.Variable expenses are those that will fluctuate as your production fluctuates. Examples of these expenses might include feed, seeds, seasonal labor and packaging supplies.While most of your expenses will be easy to categorize there will almost always be a few gray areas that could go either way. In those situations it is not as critical which category you assign them to as it is that you be consistent over time. The more costs that you place in the variable category the more conservative your pricing strategy will be.



Tracking Your Costs
• Make your list of associated expenses as 

complete as possible

• Average out your expenses across all profit 
centers

• Recheck your expenses frequently 

• Know where you’re most vulnerable (which 
expenses are so significant that even a small 
fluctuation will make a difference)
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Good recordkeeping is the essential element in good pricing. You have to understand which expenses, both fixed and variable, are associated with your product. The best way to do that is to have a list of the expenses associated with your product and keep the list as complete and accurate as possible. If you have a business that produces multiple products then many of your expenses will have to be averaged out across all products. We’ll come back to this in just a minute.By keeping careful and accurate records you will be able to see clearly where you are most vulnerable. In this way you will be better prepared for any pricing fluctuations that have the potential to impact your business. For example, if you have a livestock operation the cost of feed will almost certainly be a major expense category for you. If the price of that feed should increase 10-15% that would impact your costs of production. If you have a flower shop and you deliver flowers then a sudden increase in the price of fuel might cause you some problems. The more aware you are of your key expense categories the more prepared you will be to adjust your prices if necessary.



Tracking Labor
• Likely to be one of your biggest categories

• Develop the habit of maintaining an activity 
log

• 80% is better than nothing (realize your log 
will never be 100% accurate)

• Make the log serve multiple purposes
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It is common for small business owners and farmers to ask if they should include their labor. Well the short answer is, “absolutely yes.” The reality is that you very well may have to compromise on how much of your labor you get to cover, at least in the early years of your business. But you should track it and record it so that you will have an honest understanding of what your products cost.  A useful tool that you can use for this purpose is a labor log.  If you get into the habit of jotting down what you’ve done every couple hours you will find that most of your time can be accounted for. It doesn’t have to be perfect – a partial log is better than no log.  When you are working at a task that benefits several products, average your time across all of the products. For example, if you spend 4 hours working on a marketing brochure for your farmstand there are multiple products that will benefit so you can divide that 4 hours across all your products. While you are tracking your labor be sure to use the log for other purposes as well. A labor log can be a useful way to track your equipment usage which will be a great help in assessing how many equipment hours to charge to a product and will help you be more efficient in maintenance and repairs of that equipment. 



Pricing Strategies
• “Skimming the Cream” - offering a unique 

product for which there is a strong demand 
allowing for higher prices

• Penetration - Setting prices low to enter the 
market as quickly as possible and gain a high-
volume position

• Neither of these is optimal as a long-range 
pricing strategy
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These pricing strategies are used in large industry sectors and while they don’t often apply to small farms and home-based businesses it is useful to mention them so that you’ll have a broader understanding of what customers have been trained to expect.“Skimming the cream” is related to the concept of supply and demand that we discussed earlier. The more unique or rare a product or service is the more value it has in the eyes of the consumer.Market penetration only works when the seller has access to a large volume of product. 



Honest…
Fair…
Ethical...

Dishonest…
Cheap…
Desperate...

What Your Pricing Says

Is your pricing strategy consistent, 
accurate and understandable?
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There is an element of psychology to product pricing and you must be aware of what messages your pricing strategies will be sending to your customers.Always strive to be honest, fair and ethical in your dealings with your customers. If you are able to explain the factors that go into your pricing decisions your business reputation will be enhanced. 



Profit

Fixed 
Costs

Variable 
Costs

Fixed Costs

Mortgage
Insurance
Taxes
Equipment loan 
payment…

Variable

Replacement 
plants
Labor
Packaging
Pest control
Mulch…
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So let’s summarize the elements of pricing that we have covered so far. By the time you get your product to market you have absorbed some costs, both variable and fixed. And hopefully you have included some profit into your calculations. By dividing that cost into the number of units that you have produced you will arrive at a per unit price. Now comes the art of pricing. We have to assess that price in light of the reality of the marketplace. This means comparing our price to what our competitors are charging. And it means that we have to assess whether the profit/unit is reasonable given the volume that we will be able to produce. In other words we have a price but we have to determine whether that price can stand up in the marketplace.



Questions for you to consider
• Where are your prices in relation to the 

competition?

• Is the profit/unit reasonable? 

• Is the volume required reasonable?

Presenter
Presentation Notes
When you are comparing your prices to those of competitors keep in mind that you want to make your comparisons with similar types of markets. So if you have a PYO operation you’ll want to compare to other PYO businesses in your area. Also remember that small fluctuations in prices are to be expected. So, if you have done your calculations and find that your prices are in the ballpark of the competitions that’s great news. If that’s not the case we’ll discuss some things to consider in a couple minutes.The next thing you’ll have to examine is whether there is enough profit/unit in the price to make the work worth the effort. Business owners need to understand the concept of ROI (return on investment). Ideally, you will want the resources that you invest into your product to repay at least what that same amount of money would have returned to you if you had invested it in some other opportunity – like a CD for example. There are a number of factors that will effect how you choose to factor this investment in but you owe it to yourself to at least consider what using that money is costing you.Finally, you will need to consider whether you can produce enough units to a)satisfy your customers and b) provide a reasonable profit.  This concept is discussed in more detail in our unit on break-even calculations.



If you’re charging a fair price and you 
aren’t making enough money...
• Possible solutions…

– Increase volume 

– Focus on the products that are generating the 
most profit

– Decrease expenses

– Redefine your niche, customer, marketing

– Rethink your product
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It is frequently the case, particularly for new business owners, that you’ll discover that once you have balanced the need to recover your costs with the need to fit into the marketplace the amount of profit is just not adequate. Here are a few possible solutions that you can consider…Can you produce more? If you are covering your costs and making a little profit on each unit then increasing your volume might work for you.If you have a number of products you might consider focusing more of your time on the products that are generating the most profit and decreasing or eliminating those that are dragging your profits down.All business owners should review expenses on a regular basis with an eye toward avoiding expense creep over time and to ensure that your prices are still appropriate.Another option is to rethink your market niche. Can your product be repackaged for a different target customer? Can you resize your product in way that will appeal to a larger audience? Check your marketing plan to see if there are other marketing options that will increase your products visibility.Finally, if you have explored all the other options you may have to rethink your commitment to your product. While there are times when it makes sense to sell a product that is not earning the most profit it is never a good idea to sell a product that can not even cover it’s costs. No matter how much you love your product you may have pull it if it proves a drain on your business.



Final Tips...
• Keep accurate records 

• Recalculate costs on a regular basis

• Barter goods & services to conserve cash

• Make time for research

• Know your customer profile

• Match your units to your price & your 
customer
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So to sum up some practical tips on pricing:Pay close attention to your record-keeping and remember that costs change over time so keep tabs on those changes.Keep up to date on changing market trends as that can affect what consumers are willing to pay.If you short on cash you might want to consider some barter arrangements to help your cash go further.Knowing who your target customer is can help you figure out the best way to ‘package’ your product for quick sales. Keep in mind that you always have a choice of whether to sell your product by weight or by unit. If you want to differentiate your product in the market and avoid direct price comparison with similar products then a good idea is to package your product in uncommon sizes. For example, consumers are used to seeing eggs priced by the dozen but you can sell 4 eggs, 6 eggs, or even single eggs. If you have a lot of customers that are single then sell smaller packages. A single person is unlikely to want a whole chicken but might be interested in a quarter or half chicken. Likewise if your customers seem to be larger families then offer bulk packages. Be creative in your approach and it can pay off for your business.



Final thoughts… 
• Never undercut prices to gain customers

• Charge as though your livelihood depends on 
the results, even if it doesn’t

• Be sensitive when asking competitors for 
advice

• Never bad-mouth a competitor

• Never, never apologize for your price or your 
product
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So to conclude here are a couple final thoughts about pricing in general.Never undercut prices to gain customers…it will alienate you from your peers and will be unsustainable in the long run.If your business is a sideline or supplemental to the primary family income you should still price your products as if your business depended on the income. It’s only fair to those out there who really do depend on the income. It’s fine to ask competitors for advice but be sensitive about it and respect their decision on what they choose to share.Never, ever gossip or criticize your fellow business owners. It will do more damage to your business than theirs.Finally, never, ever apologize for your prices or your product. Your product should be the highest quality that you are capable of producing – if it is less than that it should not be in the marketplace. Your prices should be determined based on actual costs and research in which case you are being a fair and honest business owner.



Thanks!
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This concludes our module on pricing your product. There is of course much more to learn and experience will also teach you what works for you and your business. Other modules that you might find interesting include Calculating Break-Even Points and Pricing for the Service Business. I hope we see you again soon!
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