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About This Book

 


This book contains ideas and techniques for
reaching and possibly exceeding your pricing objectives. Pricing
Tactics explains product and service pricing from a profit
perspective. Read how owners survive and thrive during both good
and bad economic times. In this book you’ll learn:

 


- How to price it right the first time.

- When to raise price. How to know it’s
time.

- How to handle a price increase.

- How some sellers hide a price increase.

- How much you can raise price without
resistance.

- How to handle objections to your new
price.

- When to know it’s time to reduce your
price.

- Best ways to actually cut your price.

- Coupons, checks, rebates, discounts, and
allowances.

- Calculating the additional sales needed to
make a price cut work.

- How to handle a price cut.

- Suggested response when buyers ask for a
price break.

- Bottom feeders - price fishing in
action.

- When to turn down that sale.

- Retainer pricing and cancellation fees.

- How to price the same job for a new
client.

 


These techniques make earning the most profit
from every sale both possible and probable.

 


Make your pricing strategy successful by
applying these good pricing tactics.
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Introduction


The information that you’re holding is a
treasure chest of tips, tricks, and techniques for maximizing
profit. It explains tactical actions to help you reach or exceed
your strategic pricing objectives.

Having been in the business for years and
participated in numerous forums, workshops, and seminars, I’ve
collected and organized information that addresses situations
encountered by small business owners. This book discusses pricing
issues common to business professionals in any industry. Here’s how
we’ve survived and thrived by applying smart pricing policies
during both good and bad economic times.

 


 


Tactical Pricing
Actions

 Price is where the “rubber meets the
road.” It is the principal factor determining whether you’ll still
be in business next year.

After collecting information on your market,
and finding break-even and margin, you can use tactical actions to
reach or exceed your strategic pricing goals.

When you act to achieve your strategic
objectives, you’ll find that price is usually the driving force in
attracting and retaining customers.

If you want a 20% return on your investment,
you can apply tactical actions to set a price that yields this
desired return.

If your strategic objective is to survive an
economic downturn, your tactics could be to set prices to continue
generating sales while allowing your company to scrape by with
enough income to cover costs.

Avoiding aggressive competition could include
setting prices below the radar horizon of competitors to give you
time to exploit a niche market before drawing competitor interest.
(Back to
Contents)

 


 


Overcoming Pricing
Problems

 There are three primary problems
with the way typical small business owners price service.

First, they underrate the real value of their
work. Many don’t realize how much they give away. They often leave
dollars on the table when negotiating a project price. Some small
business owners greatly underprice competitors and set prices too
low, affecting everyone’s income (including their own).

Second many don’t understand how prospective
clients perceive each job and the work involved. Some sellers don’t
know how to increase value in the eyes of buyers. A perception of
high quality should command a higher price. A perception of lower,
but acceptable value should be reflected in lower price. The trick
is to find a niche where your services are desired and yet
perceived as more valuable than the work of competitors.

A third problem occurs when buyers assume
that all services are alike. This “commodity price” mentality
causes buyers to think that they can buy the same service from any
seller. These prospective clients need to learn that there is a
level of quality associated with each price You must help them
understand the difference between low quality, standard quality,
and high quality. Once they do, they can easily decide their own
level of acceptance among the price options.

If you have a unique product or service, you
should price it to what the market will bear—especially if you’ve
invested time and money into its development. But you must find the
key that moves buyers beyond their personal threshold of price
resistance. (Back to Contents)

 


 


Pricing It Right the First
Time

 To do this, you need to evaluate
demand, determine costs, and then decide what profit is acceptable
before you set price. These are not trivial issues. Actions by your
competitors, the government, and technology all affect how you
operate. But, if you can price your work right the first time,
you’ll spend less time adjusting your price so clients are
motivated to buy, and then return to buy again.

The success of your pricing policy depends on
perception by the customer. It is based on what other options are
available to them and the benefit they perceive in purchasing from
you rather than a competitor.

Most clients have a feeling for what a price
should be. This becomes their basis for acceptance. They also have
a threshold above which they simply won’t buy. Price above this
threshold, and they will accept lower quality at a lower price, or
they’ll choose another option.

Your business earns a reputation through its
interaction with buyers. This image has much to do with what a
customer expects to pay. If your business is perceived as one
consistently providing good, high quality service, your prices can
be higher. If your company is perceived as a discount job shop,
your prices should reflect this too. Both approaches can work. You
must decide the image that you want to create. Then you must work
hard to develop and maintain this image.

Some retail department stores are considered
expensive price leaders. Others are perceived as low-cost,
low-price outlets. (Recall the expression, “K-Mart Blue Light
Special.”) Yet, in reality, the low-price store doesn’t always have
a lower price than a high-price store. It’s the perception that
draws a certain type of customer to each store.

Sometimes, a higher price stimulates demand
because a customer perceives added value. On other occasions, the
same product sold at a lower price can also stimulate demand.
Pricing is both an art and a science, but it’s primarily an art.
Many variables prevent it from being a “cookie cutter” function.
Yet we apply as much science as possible to make the art of pricing
easier to comprehend and apply.

Some retailers incorporate flexibility in
their list prices so they can hold occasional sales. They add
15–25% to their “standard” prices, and then lower the “retail”
price by some percent while shouting “SALE” in their ads. For
example, real estate professionals often recommend adding 10% to
the desired selling price of a house so the seller can negotiate
down and arrive at a final price that seems a win for both buyer
and seller. The seller gets the price they initially wanted, and
the buyer gets a discount.

Urgency also affects your pricing formula. If
you have a product or service that enjoys strong demand, you can
apply the “Wow” formula and increase your prices to meet what the
market will bear. Be careful not to set prices so high that you
entice competitors to move in and challenge your sales success.
Pricing takes skill, patience, and luck.

In the end, you should price for profit. This
means consistently evaluating the success of your strategy and
readjusting your pricing as necessary. By taking the time to price
right, you create the opportunity to profit more. (Back to
Contents)

 


 


Pricing Is a
Policy

 Often pricing is done by the “seat of the
pants.” As a business owner recently confessed, “I’m swamped with
work, but I just can’t seem to make any money at it.” This person
didn’t do a suitable cost analysis and integrate the value of her
own time and experience into her price. Intuitive and reactionary
pricing decisions are dinosaurs in today’s dynamic, fast-paced
world.

The same factors you consider in setting a
price for products—cost, perceived value, market segment, and
marketing objectives—also apply to pricing services. By
systematically addressing each issue, you can clarify your own
business goals and strategic objectives and select prices that best
fit your situation. Only through logical, sound, and consistent
business decisions can you establish profitable prices.

The top factors that determine the price you
can charge are the competition you face and the price customers are
willing to pay. Price is therefore strongly influenced by external
forces, not just your own expenses. Your customers don’t care what
it cost you to provide service. They care only what you charge
them, the quality of your work, and how soon you can deliver.

You’ll have a tough time raising prices
unless you develop a perceived difference in the mind of your
customers. If you can’t, or you’re the new kid on the block, you
will typically adopt a “community standard” pricing policy. This is
essentially a “going rate” pricing format. It pays less attention
to your costs or to marketplace demand and more to the prices that
your competitors are charging. This is risky if you don’t have a
good understanding of what it costs you to do the work. Your
competitors may have found a way to provide goods or services at
substantially less cost, so copying their prices when you have
higher cost could be a big mistake. (Back to Contents)

 


 


How to Charge
Work

 Service providers often struggle with the
basis for billing out work. You’d like to charge by the hour, but
your clients really like the per-item, per-task rate or a flat rate
quote for the whole project. So, what should you do? Should you
charge by the item or task, by the job, by the hour, by the
content, or should you base your price on some other reference?

It turns out that, for many sellers, some
jobs are charged by the unit of work, some are charged by the hour,
and other jobs are charged by the project. Certain projects are
more suited for one charging basis than another, depending on the
characteristics of the work. If you sell lawn aerating services, do
you charge by the square foot of grass or by the total job? The
question is, which tasks favor what type of billing?

On small, simple projects, most service
providers price by the unit or job. They establish a “standard” job
or unit price and then set a different price for succeeding units
involving the same tasks.

For example, suppose you operate a Web design
and development studio. You could price a single Web home page at
$280, including a masthead graphic, up to two photos or graphic
images, up to 200 words of text, an e-mail link, three links to
other sites, and an hour of free updates. The second page could be
priced at $140. And you could offer other features for additional
charges. For example, you could charge $35 for site publicity to
get the site recognized by Internet search engines (termed
search-engine optimization, or SEO). You can build a price sheet
that reflects prices and services for single-page sites up to major
sites with 20 or more Web pages.

Just don’t fall into the trap of giving a
client a flat page price without limiting the number of characters,
words, images, and links on the page. One disappointed Web designer
quoted a home page price and then got the “world’s longest
document” to place on the page.

For large projects, it’s usually better to
quote a
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