FINANCE PRICING

OR IS IT?

Learning to price your products and services properly is the
difference between profit and peril.
STORY BY TIFFANY HUTTON

orking out the best price to charge for your

products or services can be one of the

biggest challenges you face, particularly
when starting out. Price too low, and you'll be out
of business before you know it; price too high, and
you're out of the market. Get your pricing just right,
however, and you'll maximise your profits.

There's no magic formula that can help you to
price perfectly, but there are several basic principles,
and if you take the time to apply them, you can hit the
sweet spot.

Selling yourself short

Underpricing is rife in small businesses, particularly
service businesses with low overheads. The logic
goes that if you can afford to charge less, you should.

Stephen Craft, who runs a specialist financial
copywriting business, learnt this the hard way. Despite
writing about finance for a living, he made the same
pricing mistake as many other small businesses:

“When | first ran my own business, | set my rates
by looking at similar small businesses," he says. “I had
lower overheads, so | figured that | could undercut
them and still come out ahead. Later, | went to workin-
house for one of my largest clients. Then | discovered
what they were really willing to pay for what | did —
and it was a lot more than I'd been charging.

“It turned out that my competitors were not who
| thought they were [other small businesses]. My
client had been comparing me to big companies with
high overheads and heavy workloads. For my client,
the big attraction of my business was speed and
responsiveness. Not price.”

Apples vs oranges

The key point here is to know what you're really
selling. Is it your preduct or service? Or is it something
else, like convenience, speed or reliability? In other
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words, what is your unique selling proposition (USP)?

Quite simply, price is not always the mostimportant
factor for a customer. Once you understand your
USP and your customer, you can charge accordingly.
Value might mean improving your service, rather than
charging lower prices.

You need to know how sensitive your market is
generally to changes in price. Can you increase prices
without losing business? Or can you drive extra sales
with a small reduction in prices? Are you in a niche
market where your customers are not particularly
price-sensitive?

You also need to determine whether you're running
a low-margin, high-turnover business or a high-
margin, lower-turnover business. The former will be
priced for sales, the latter for profit.

The numbers game

Once you've got a handle on your USP, and your
market, it's time to look at the numbers.

First you need to know your costs. Your pricing may
ultimately be determined by other factors discussed
above, but your costs are a crucial benchmark. Your
variable costs are the cost price of a product (or an
hour’s wages, for a service business). Your fixed costs
include things like rent, wages, interest payments
and all the other bills you have to pay. Don't forget to
include the real costs of labour, such as leave, Super,
and so on. And don't discount your own time.

Your break-even point Is when revenues (the
income from your sales) exactly cover your expenses
(You can find details and equations in the November
2010 issue of My Business and more on page 63 of
this issue). Everything over that is profit.

Profit margins
In the end, what you're after is profit. Depending
on the type of business you're in, you should know

what's a realistic profit margin. So wt
your products or services, you add mar
total cost (that's both fixed and variable
you the profit margin that you want. (No
what you add to the cost; margin is a |
the selling price).

Table 1 (below) shows the mark-up
apply (as a percentage of cost price) to
desired margin,

Of course, you can't just decide tl
a 50 percent profit margin. Whatever
you're aiming for, you need to know th
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Table 1: The mark-up you need to &
(as a percentage of cost price) to ac
your desired margin.
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a competitor — no matter how similar they may appear,
your business is unique, with its own cost structures and
customer base, so it deserves its own pricing strategy. mil Table 2: Price discounts: Percent increase in sales to break even after a price cut

Are Late Payments Affectmgf‘i;':_,our Busmess Ability to Grow?

Let Ezidebit optimise your payment process to REEL IN DELAYED PAYMENTS and GROW YOUR CASH FLOW.

Cash flow 1s crucial to the success of every business. Delayed customer pay
can tighten your company’s access to working capital, thereby restrictin
capacity for growth. Ezidebit’s payment solutions can minimise these cas
concerns and enable your business to grow and prosper into the future,

*  Customers authorise your business to automatically collect
payments from their bank accounts or credit cards.

Proactively contrel when your business receives payment.

®  Fund your business with a reliable revenue stream.

- ezidebit,

ﬁmlﬁiwlm“ /

.qfﬂ*’“‘”“%

6| info@ezidebit.com.au



