
Pricing Strategies
Are your products priced right to maximize profits?

A solid pricing strategy can do more for your business than 
cover costs and generate a profit. It can position you in the 
marketplace and affect your long-term success. 

In manufacturing, a key financial calculation is gross margin: 
What is left after cost of production is subtracted from revenues. 

Gross margin must cover operating overhead and desired 
profit. However, actual gross margin dollars fluctuate according 
to volume as well as price. 

For example, assume each unit sold contributes $1 after  
manufacturing costs are subtracted. If your remaining costs and 
desired profit equal $100,000, you must sell 100,000 units or 
profits erode and you start to lose money. 

If you increase price by $1 per unit, then gross margin dollars 
double and you need to sell only 50,000 to cover all costs and 
profit. Any adjustment in price will affect gross margin and 

therefore your break-even point 
and needed production and sales 
volumes.

Many companies set prices by 
forecasting expected sales, identi-
fying manufacturing costs per 
unit, and then tagging on an 
amount suff icient to cover the 
other costs and profit goals. This is 
called cost-plus pricing.

Although simple, cost-plus pric-
ing has some major limitations. It is 
vital to understand unit costs and 
maximize capacity, i.e., not have 
bloated overhead in comparison to 

output. Your CPA can compare your financial ratios to others in 
your industry to gauge your performance and room for growth.

Focusing solely on costs ignores two major factors in deter-
mining an optimal pricing strategy: customers and competition. 
Responding to both depends on your product and where it fits 
into the marketplace. 

At the high end are 
premium products; at the 
low end, a commodity 
competing solely on price. 

P r e m i u m  p r i c i n g 
focuses on obtaining a 
high price per unit and 
works only if you have a 
signif icant competitive 
adva nt a ge .  E x a mples 
might be a drug patent or 
a new electronic gadget. The next tier is value pricing, for  
products that have limited competition.

In contrast, the next tier, competitive pricing, comes into play 
when a lot of competition keeps the market in balanced status 
quo. Many food and consumer items fall into this category. 

Finally, penetration pricing is used when a company wants to 
gain market share quickly by charging less than competitors. 
Once goals are reached, prices often increase. 

Examining your present and potential market position could 
reveal opportunities for higher profits or a need to become more 
productive and shave costs. 

Related to penetration pricing, small manufacturers often face 

Focusing solely on 
costs ignores two 
major factors in 

determining an optimal 
pricing strategy: customers 
and competition.
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Pricing Strategies continued from page 1
a challenge when taking on huge orders from large  
retailers or wholesalers. The resulting ramp-up of manufac-

turing capacity increases 
economies of scale, but the 
lower price per unit erodes 
margin and profits. Many 
companies have lost money 
on the large order they 
thought would take them to 
the next level. 

Pricing based on cus-
tomer relat ionships i s 

becoming more sophisticated, moving beyond order volume 
as the main determinant of price. Software that segments and 

analyzes customers is used during the order process to weigh 
factors such as location, loyalty, cost to serve and purchase 
history. 

Product analysis software can also help sales reps make 
recommendations that build orders and meet customer 
needs, thereby improving customer service. 

Automated systems also allow a company to continually 
update prices based on cost inputs, field intelligence and  
economic conditions. PROS, SAS, SignalDemand, Vendavo 
and Zilliant are examples of pricing optimization software.

Improving the ability to capture and analyze financial and 
customer information in light of your present competitive 
environment will help you maximize your pricing strategy. – 
Elizabeth Penney, M.B.A. ■

Automated systems 
also allow a company 
to continually update 

prices based on cost  
inputs, field intelligence  
and economic conditions. 

The U.S. Bureau of Labor Statistics defines working 
part-time as working less than 35 hours per week. 
By that definition, more than 25 million Americans 

are part-time employees. 
Part-time employees may be parents wanting to be at 

home with young children, retirees supplementing their 
income, students going to school, workers holding a second 
job to earn extra money, and previously unemployed people 
who figure something is better than nothing.

You might want to take advantage of this pool of labor to 
help you meet staffing needs during peak periods for your 
business, as well as times when many of your staff want 
time off – for example, Thanksgiving through New Year’s 
and summer vacations. 

Some of the advantages of hiring part-time employees 
include:

❖  In the United States, they are not usually entitled to 
benefits, such as health insurance, paid time off and  
retirement pensions.

❖  You are not paying their salaries during slow times, 
when their help is not needed.

❖  It is easier to terminate a part-time employee, so you 
can try them out and decide how many hours you 
want to use them or whether to keep them at all.

❖  Part-time employees are often more f lexible than  
full-ti mers as to what days and times they can work.

❖  Some managers report that part-time workers have 
more energy and are more productive, presumably 
because they don’t work as many hours.

On the other hand, there are some potential drawbacks 
you should weigh when considering hiring part-time  
workers. These include:

❖  Part-time employees usually require a greater invest-
ment in training per hour of output since they work 
fewer hours. This is mainly an issue for positions that 
have a steep learning curve and require a large invest-
ment in onboarding and training.

❖  Part-time workers typically do not get as immersed in 

the work culture as full-time personnel, so they may 
not identify with the company as much or feel as much 
a part of the team. Of course, this can be a plus in a  
culture that includes a lot of backbiting and low morale!

❖  Just as it is easier for employers to let part-time 
employees go, these employees often find it easier to 
move on to greener pastures.

Think broadly when considering hiring part-time workers. 
Your staffing gaps can be filled by temps, contract workers, 
on-call employees, regular employees who job-share, or  
p e r m a n e n t 
p a r t - t i m e 
p o s i t i o n s 
(somet i mes 
with benefits 
pro-rated to 
the number 
o f  h o u r s 
worked per 
week). 

A source 
for finding extra help quickly is a temporary staffing  
agency. 

When you hire temps from such an agency, they are not 
employees of your company.They are employees of the  
staffing agency, which means you can end the relationship 
at any time. You typically pay the agency a fee of around 15 
to 30 percent on top of what you are paying the employee. 

Finally, there are some legal considerations to keep in 
mind when hiring part-time help. Under the federal Fair 
Labor Standards Act, which governs overtime pay,  
minimum wages, child labor and recordkeeping, part-time 
employees are treated the same as full-time employees. 

Part-time employees are fully covered by OSHA’s  
policies on safety, health, work-related injuries and fatalities. 
And part-time employees who work more than 1,000 hours 
per year may be eligible for retirement benefits under ERISA 
– Jeff Van Pelt, Ed.D., SPHR ■ 

Part-time workers can fill gaps during peak periods
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When you’re looking to add or replace vehicles and  
equipment, the decision to lease or buy is more than 
a financial one. It can affect your operations, taxes 

and future company decisions. 
If you want to build your asset base, plan long-term  

ownership, and are not in an overly leveraged debt position, 
purchasing may be for you.

Purchasing is pretty straightforward. You provide a down 
payment, get a loan and make payments. The asset is 
capitalized – listed on your balance sheet – as is your debt. 

The interest portion of your payments and depreciation 
are allowable deductions from revenue. You are responsible 
for maintenance and disposal of the asset when the useful life 
ends. 

In contrast, leasing can be complex with many options 
regarding structure, terms and add-on services. Leasing is 

poised to become even 
more complicated because 
the Financial Accounting 
Standards Board (FASB)  
i s  re v iew i ng a  k e y  
provision of operating 
leases: off-balance sheet 
accounting. 

At this time, leases 
ca n be d iv ided into  

capital and operating leases. Capital leases are treated like 
purchases in financial reporting. You list the asset and the 
liability, take depreciation and, in effect, are the owner. 

The following FASB rules determine whether a lease is 
capital: 

◆  The lease automatically transfers ownership of the prop-
erty by the end of the lease.

◆ It contains a bargain purchase option.
◆  Lease term equals 75 percent or more of the estimated 

economic life of the property.
◆  Present value of the minimum lease payments at the 

beginning of the lease term equals or exceeds 90 percent 
of the fair market value of the property. 

An example would be a lease that transfers ownership to 
you for $1 at the end of the lease. Since capital leases don’t 
require down payments like purchases and are often offered 
by the equipment or vehicle manufacturer, these can be an 
easy way to add new assets. 

However, when you look at your lease payments, you may 
find that your effective interest rate is much higher than if 
you purchased. That is something to weigh out if you are in a 
position to borrow.

Operating leases – essentially a long-term rental contract – 
offer business owners f lexibility in f leet management. One 

main benefit, besides low-cost entry, is financial treatment of 
operating leases. The full lease payments are deducted from 
revenue, which may be beneficial tax-wise. 

Debt ratios are not affected, freeing up the business’s  
ability to borrow for 
ot her needs .  Some 
leases include a set fee 
f o r  m a i n t e n a n c e , 
which creates predict-
ability in budgeting 
and cash flow. 

A relationship with 
a leasing company can 
make vehicles available 
for short-term needs, 
too. Fill-in vehicles or 
e qu ipment  ne e de d 
because of seasonality, 
s p e c i a l  c ont r a c t s , 
events or downtime 
due to repairs, can be 
added and returned as 
needed. 

A fair market value lease offers an option to purchase at 
the end of the lease for a to-be-determined fair market value. 
The lessee can also turn in the asset or renew the contract.  
Because of the firm option purchase price, fair market value 
leases are often less expensive than other types. 

Terminal rental adjustment clause (TRAC) leases allow 
lessees to purchase for an agreed-upon amount at the end of 
the lease. If the purchase is declined, then value is assessed or 
the asset sold, and the lessee either makes up the difference or 
receives a refund. 

TRAC leases are 
l imited to motor 
vehicles and trailers. 
The lessee can also 
trade in the vehicle 
or extend the lease. 
Split-TR AC leases 
limit lessee liability 
for shortfall to a set percentage of the actual residual value. 

For tax purposes, if absent the TRAC provision the lease 
qualifies, it may be treated as an operating lease. 

Many commercial leases are open-ended, which means 
your final financial responsibility is not determined until 
residual value is established at lease end. Open-ended leases 
can be beneficial if you want to be unrestricted by mileage, 
signage or body condition limitations. – Elizabeth Penney, 
M.B.A. ■

Vehicles and Equipment
The pros and cons of buying or leasing 

Leasing is poised to become 
even more complicated 
because FASB is reviewing a 

key provision of operating leases: 
off-balance sheet accounting. 

Some leases include a  
set fee for maintenance,  
which creates predictability 

in budgeting and cash flow. 
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Assembly-line workers who perform highly repetitive 
tasks, work continuously in awkward postures, or 
frequently perform heavy physical labor may be at 

risk for developing musculoskeletal disorders. 
Musculoskeletal disorders are not usually noticeable 

at first. They are not caused by a single event, such as a 
fall. They result from gradual, progressive tissue damage 
– called microtraumas – to muscles, tendons, ligaments, 
nerves, cartilage, joints, blood vessels and/or the spine. 

Symptoms include pain from movement, numbness 
or tingling in the extremities, decreased grip strength, 
fatigue and swelling in the extremities or joints.

Why is it so important for managers of assembly-line 
workers to know about these disorders? Because the dis-
orders not only impact the health of your employees. 
They are also unhealthy for your company's bottom line: 

❖ Higher workers compensation premiums
❖  Higher health care costs, which eventually results 

in higher employee health insurance premiums
❖�� Absenteeism and “presenteeism” – Being absent or 

on the job but not able to perform up to expectations
❖ Costs for vocational rehabilitation 
❖ Time required to investigate and settle claims
❖ Recruiting and training replacement employees
❖ Damage to employee morale
The best way to prevent such injuries is by applying 

ergonomics – fitting worksites to people. Ergonomics is 
concerned with designing workstations, tasks and tools 
that maximize safety, efficiency and comfort. 

But ergonomic design is not one-size-fits-all. You 
can’t find the best solutions for your worksite in a text-
book or manual. People’s mental and physical abilities, 
strengths and weaknesses vary widely as a result of age, 
physical condition, gender, strength, stature, intellect 
and other individual factors. 

The best solution in many cases is to get a professional 
ergonomic consultation. The cost of a consultation will 
likely be offset many times over in prevention of injuries, 
not to mention improvements in productivity and 
employee satisfaction. – Jeff Van Pelt, Ed.D, SPHR ■

Financial impact of health disorders in assembly-line workers
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About Wall, Einhorn & Chernitzer, P.C.

Wall, Einhorn & Chernitzer, P.C. (WEC) offers a local touch with regional scope and national resources. Serving clients since 1989, 
we are today the largest public accounting firm headquartered in Norfolk, Virginia and the second largest in the Hampton Roads 
region.  Our team is comprised of professionals who are committed to a common vision as a high performance firm and a  
common goal to provide our clients with exceptional service.

WEC is an independently owned and operated member firm of CPAmerica International, one of the largest associations of CPA 
firms in the United States. Through our affiliation, we have instant access to the expertise and resources of more than 2,500  
professionals across America. WEC clients benefit from the resources, experience and professional knowledge base of a national 
firm while still receiving the personalized service and attention that only a locally-owned, independent accounting firm can offer.

In addition to our Assurance and Tax services, WEC provides a range of Business Advisory services and solutions strategically 
customized to fit our clients’ unique and individual needs.  These services include Estate Planning, Entrepreneurial Services, 
Restructuring and Turnaround, Wealth Management, Business Valuation, Litigation and Dispute Consulting, Virtual Office 
Services, and Exit Planning.  

The expertise of our CPAs and Advisors spans a range of business sectors. Our specialized industry niches include: Real Estate, 
Retail, Franchise, Construction, Government Contracting, Manufacturing & Wholesale Distribution, Technology and  
Not-for-Profit.

We are honored that WEC has been named as one of the “Best Places to Work in Virginia” in 2012 and 2013 by Virginia Business 
magazine, one of the “Top 25 Best Places to Work in Hampton Roads” by Inside Business, named to their “Hall of Fame” in 2010, 
and listed among the “Best Firms to Work For” by Accounting Today.  

For more information, please visit us online at www.wec-cpa.com. 

http://www.wec-cpa.com/media/news-releases/2011/1129-wec-named-best-places-to-work.aspx

