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Introduction

One of the most important techniques for managers to understand is how to price 
a product to attract customers – and also to achieve a profit (or at least cover all 
the costs). If you can be aware of all the different factors that influence a price (and 
not just what the customer is prepared to pay) then you will be able to generate 
both revenue and profit from your products and services. 

Another helpful technique is to know how many you need to sell of a product or 
service at a given price to cover all the costs – this is called the ‘break-even point’.

By the end of this chapter you will be able to:

Describe the factors that influence pricing decisions

Identify the most appropriate pricing method for a product or service

Calculate a price to achieve a profit

Calculate how many products or services you need to sell to reach the   
break-even point.

Different types of pricing
-

Cost-plus pricing
-
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5: Pricing to achieve profit 3

Pricing for profit

(£) (%)
Cost of beer 0.85 35.0
Margin (GP) 1.58 65.0
Selling price 2.43 100.0

Tip To add VAT at 20% on to a selling price to reach the ‘menu price’ or ‘price 
charged to the customer’, take the selling price and multiply it by 1.2 – 
that gives you the final number you need. The amount of VAT is the differ-
ence between the first and the second figures.

-

Gross profit method
-

= selling price

Margin

Cost base

Profit

All other costs

Raw materials

Figure 5.1: Gross profit pricing
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