Pricing is an essential feature of marketing strategy. 

Customer see price as value for product. 
Influence on pricing

1. Price sensitivity; some customer may respond on price of product rather than quality.
2. Price perception; Psychological factor, customer may perceived that higher price may have good quality between same product.
3. Quality; some customer value quality on product regardless of its price.
4. Competitors; they may have different pricing strategy and different costing system.
5. Suppliers; notify higher price by supplier may cause to rise selling price.
6. Inflation; raise on raw material price or Labour rate may lead to increase production cost and also raises the product. 
7. Incomes; in time of higher income, people may prefer to buy good quality of product and inferior goods may have lower demand.
8. Ethics; in time of shortage in the market, the seller may set their product at higher price.
9. Cost of product or services; 
Pricing Strategy
All forms of cost-plus pricing
Marginal Cost plus pricing

Only Concentrate on contribution. 


Advantages;

· Suitable for short term decision making purpose.

· Simple and easy to calculate.

· Variable-cost data do not obscure the cost behavior pattern by unitizing fixed costs and making them appear variable.
· Variable cost data do not require allocation of common fixed costs to individual product line. E.g. annual salary of CEO.


Disadvantages;

· As variable cost plus does not guarantee that cover fixed cost. It is a floor for the price.

· Manager may tend to set price which are too low to cover fixed cost. 

· Manager must understand to set price with higher margin to ensure all costs are covered.
Absorption cost (full cost plus pricing)

Advantages;

· It is a simple and easy to calculate.

· In the long run, the price may cover all cost including fixed cost.

· It provides a justifiable price that price tend to be perceived.  That is, company takes a price that covers all production overhead cost and takes reasonable margin.  


Disadvantages;

· This costing system obscures the cost behavior pattern of firm. For example over production may tend to reduce fixed cost per unit.
· It does not consider external market demand and profit maximization pricing. Competitive price may not achieve.

· Skimming pricing; a high initial pricing is set for a new product in order to reap shot run profits. Over time the price is reduced gradually.
Market skimming policy may be used when product is new to the market and uncertainty in demand. Therefore, product would create high margin and quick break even.  
· Penetration pricing; a low initial price is set for a product in order to penetrate the market deeply and gain a large and broad market share.
· Penetration policy may be appropriate when,

· The firm wishes to discourage new entrants into market.

· The firms wish to shorten the initial period of product’s life cycle.

· There is an economic of scale in production.

· High elastic of demand.

· Complementary product example cup and plate.
· Product-line ; example setting price on comas tic products.
· Volume discounting example for bulk purchase.
· Premium pricing, example for after sale serviced charge on product.
· Discrimination is quoting different prices for the same product or service to different buyers, when the price differences are not justified by cost differences.
· By market segment

· By place

· By time

· By customer

Price discrimination can only be operated where there is no black market, market can be segment able and there is chance that competitors can undercut the firm’s price in the higher priced. Administration cost should not exceed the benefit of such pricig.
· Relevant cost  
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The following information relates to questions:

In the following price, revenue and cost functions, which have been established by an organisation for one of its products,

Q represents the number of units produced and sold per week:

Price (£ per unit) = 50 – 0·025Q

Marginal revenue (£ per unit) = 50 – 0·05Q

Total weekly cost = 1,000 + 15Q

 What price per unit should be set in order to maximise weekly profit?

A £15·00

B £17·50

C £25·00

D £32·50

 What would the weekly total contribution be if the price of the product was set at £20 per unit?

A £2,000

B £3,000

C £5,000

D £6,000
A company is considering the launch of a new product at a high initial selling price.

Which of the following statements is correct?

A This is an example of strategic planning involving the application of penetration pricing.

B This is an example of operational planning involving the application of penetration pricing.

C This is an example of strategic planning involving the application of price skimming.

D This is an example of operational planning involving the application of price skimming.
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Required:

(i) Calculate the price that TQ should have charged for the phone assuming that it

wished to maximise the contribution from this product.

Note: If price = a - bx

then marginal revenue = a - 2bx












(7 marks)

(ii) Calculate the difference between the contribution that would have been earned at

the optimal price and the actual contribution earned during period 3, assuming the

variable costs per unit were as budgeted.












(3 marks)

(b) TQ is currently developing a third generation mobile phone. It is a “state of the

art” new handheld device that acts as a mobile phone, personal assistant, digital

camera (pictures and video), and music player. The Board of Directors seeks

your advice as to the pricing strategy that it should adopt for such a product.

The company has incurred a significant level of development costs and

recognises that the technology for these products is advancing rapidly and that

the life cycle for the product is relatively short.

Required:

Prepare a report, addressed to the Board of Directors, that discusses the alternative

pricing strategies available to TQ.












(15 marks)











(Total = 25 marks)
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Requirement (b)

REPORT

To: Board of Directors

From: Management Accountant

Subject: Alternative Pricing Strategies

Introduction

Further to our brief meeting, I set out below the alternative pricing strategies that could

be adopted for our new product.

Details
Price Skimming

This method of pricing sets high initial prices in an attempt to exploit those sections of

the market which are relatively insensitive to price changes. As TQ’s product is the first

of its type it could initially set high prices to take advantage of the novelty appeal of a

new product as demand would be inelastic. If this approach is used, TQ could then

subsequently reduce the price to remain competitive in the market.

Penetration Pricing

This method sets very low prices in the initial stages of a product’s life cycle to gain

rapid acceptance of the product and therefore a significant market share. If TQ used

this approach it would discourage entrants into the market.

Demand Based Approach

With this method TQ could utilise some market research information to determine the

selling price and level of demand to maximise company profits. This method, however,

does pose the following drawbacks:

• it is dependent on the quality of the market research information;

• it assumes a competitive market; that is that the actions of competitors will not

impact on actual demand for the software product;

• it is difficult to estimate the demand curve;

• it is difficult to incorporate the effect of competition;

• this method assumes that price is the only factor that influences the quantity

demanded – other factors like quality, packaging, advertising, promotion, credit

terms, after sales service are ignored;

• the marginal cost curve for our product can only be determined after considerable

analysis.

However, this method does benefit from:

• a useful insight that stresses the need for managers to think about price/demand

relationships even if the relationship cannot be measured precisely;

• a consideration of the marketplace;

• considering only incremental costs.

Conclusion

I should be pleased to discuss these alternatives with you at the next board meeting.
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