
Comprehensive Checklist for
Cost-based Pricing
Cost-based pricing is a pricing strategy where a product's price is determined by adding
a markup to the cost of production. Here's a comprehensive checklist for cost-based
pricing:

#1. Calculate Total Production Cost:

Direct Costs

● Raw Materials:
● Raw materials are the basic components that go into the production of a

product. For example, in manufacturing a smartphone, raw materials
would include the casing, screen, electronic components, etc.

● Calculation Example: If the raw material cost for one smartphone is $50,
and you plan to produce 1,000 smartphones, the total cost would be
$50,000.

● Direct Labor:
● Direct labour costs are associated with the workforce directly involved in

the production process. This includes wages, salaries, and benefits for
workers assembling the product.

● Calculation Example: If the direct labour cost per hour is $15, and it takes
10 hours to assemble one smartphone, the direct labour cost would be
$150.

● Manufacturing Expenses:
● Manufacturing expenses encompass costs directly tied to the production

process, such as machine maintenance, equipment depreciation, and
quality control.

● Calculation Example: If the annual maintenance cost for production
equipment is $10,000 and 10,000 smartphones are produced annually, the
manufacturing expense per smartphone would be $1.



Indirect Costs

● Overheads
○ Overheads are indirect costs that are not directly tied to the production of

a specific unit but contribute to overall production efficiency. This includes
rent, property taxes, and insurance for the production facility.

○ Calculation Example: If the annual overhead cost for the production facility
is $50,000 and 10,000 smartphones are produced in a year, the overhead
cost per smartphone would be $5.

● Utilities
○ Utilities cover the costs of essential services such as electricity, water, and

heating within the production facility.
○ Calculation Example: If the monthly utility costs for the production facility

amount to $2,000 and 10,000 smartphones are produced monthly, the
utility cost per smartphone would be $0.20.

● Maintenance
○ Maintenance costs involve the upkeep of machinery, repairs, and general

maintenance of the production facility.
○ Calculation Example: If the annual maintenance cost for production

machinery is $8,000 and 10,000 smartphones are produced annually, the
maintenance cost would be $0.80.

Calculate Total Production Cost:

● Total Cost per Smartphone
○ Add up all the direct and indirect costs to determine the total production

cost per smartphone.
○ Total Cost = Raw Material Cost + Direct Labor Cost + Manufacturing

Expense + Overhead Cost + Utility Cost + Maintenance Cost
○ Using the examples above, the total production cost per smartphone

would be $50 + $150 + $1 + $5 + $0.20 + $0.80 = $207.

Businesses can comprehensively understand the various expenses associated with
producing each unit by breaking down costs into these categories and providing
specific examples. This detailed analysis is crucial for establishing an accurate pricing
strategy that covers all costs and ensures profitability.



#2. Determine Variable Costs:
Identify Costs that Change with Production Levels

Raw Materials



○ Raw materials are a prime example of variable costs. As production
increases or decreases, the quantity of raw materials required will
correspondingly change.

○ Example: If the production volume is doubled, the raw material cost will
also double.

● Direct Labor
○ The cost of direct labor is directly proportional to production levels. More

units produced mean more hours of labor are required.
○ Example: If the assembly of each unit takes 1 hour of labor, and

production is increased, the direct labor cost will increase accordingly.
● Other Expenses Directly Related to Production

○ Additional variable costs may include expenses directly linked to
production, such as overtime wages, additional shift costs, and variable
components in manufacturing.

○ Example: If overtime is required due to increased production, the
additional wage costs contribute to variable expenses.

#3. Identify Fixed Costs:

Recognise Costs that Remain Constant Regardless of Production Volume:

● Rent
○ Rent for the production facility is a fixed cost because it remains constant,

irrespective of the number of units produced. This includes lease
payments for the space used in manufacturing.

○ Example: If the monthly rent for the production facility is $5,000, it remains
the same whether 1,000 units or 10,000 units are produced.

○
● Permanent Staff Salaries

○ Salaries of permanent staff, including management and administrative
personnel, are fixed costs. These salaries are typically unaffected by
fluctuations in production volume.

○ Example: If the total monthly salary expense for permanent staff is
$20,000, it remains constant regardless of the number of units produced.

● Utilities
○ Certain utility costs may be considered fixed, such as the basic

operational costs of maintaining essential services like electricity, water,
and heating.



○ Example: If the monthly utility bill for basic services is $2,000, it remains
constant even if production levels vary.

● Other Overhead Expenses
○ Overhead costs like insurance, property taxes, and administrative

expenses are fixed and do not change with production volume.
○ Example: If annual insurance costs for the production facility are $10,000,

this cost remains constant whether production is high or low.

Understanding the Dynamic Between Variable and Fixed Costs:

● High Production Volume
○ Variable costs will increase proportionally with higher production, but fixed

costs remain constant. This may result in a lower per-unit fixed cost as
production levels rise.

● Low Production Volume
○ Variable costs decrease with lower production, but fixed costs remain

constant. This may lead to a higher per-unit fixed cost in scenarios with
limited production.

By recognising and understanding the nature of variable and fixed costs, businesses
can make informed decisions about pricing, production planning, and overall financial
management. This analysis is critical for optimising production efficiency and
maintaining profitability across varying output levels.

#4. Calculate Total Cost per Unit:

Add Up All Variable and Fixed Costs

● Sum the total variable costs (raw materials, direct labor, other production-related
expenses) and fixed costs (rent, salaries, utilities) incurred in the production
process.

● Example: If the total variable cost per unit is $100, and the fixed cost per unit is
$50, the total cost per unit would be $150.

Divide the Sum by the Units Produced:



● Divide the total cost by the number of units produced to determine the cost
incurred to produce each unit.

● Example: If the total cost for producing 1,000 units is $150,000, the total cost per
unit is $150 ($150,000 / 1,000 units).

#5. Determine Desired Profit Margin:

Decide on the Profit Margin:

● Consider business goals, industry standards, and financial objectives to establish
the desired profit margin. This is typically expressed as a percentage of the total
cost.

● Example: If the desired profit margin is 20%, and the total cost per unit is $150,
the profit per unit would be $30 ($150 * 0.20).

#6. Calculate Markup Percentage:

Compute the Markup Percentage:

● Calculate the markup percentage by dividing the desired profit by the total cost,
then multiplying by 100. This percentage represents the additional amount added
to the production cost.

● Example: If the desired profit is $30, and the total cost per unit is $150, the
markup percentage would be 20% (($30 / $150) * 100).

#7. Set Selling Price:

Add the Markup to the Total Cost per Unit:

● Combine the total cost per unit with the calculated markup to determine the
selling price.

● Example: If the total cost per unit is $150 and the markup is 20%, the selling price
per unit would be $180 ($150 + ($150 * 0.20)).

Consider Competitive Factors:

● Evaluate the calculated selling price in relation to market conditions and
competitor pricing to ensure competitiveness.



Review Overall Pricing Strategy:

● Ensure that the selling price aligns with the overall pricing strategy, balancing
profitability and market positioning.

Consider Market Conditions:

Analyze Current Market Conditions:

● Demand Trends:
● Assess the current demand for your product in the market. Consider

whether demand is increasing, decreasing, or remaining stable.
● Example: If the market is experiencing high demand for smartphones due

to a new technological trend, this may impact pricing considerations.
● Competitor Pricing:

● Examine the pricing strategies adopted by competitors. Understand how
your prices compare to those of key competitors to determine your
product's positioning in the market.

● Example: If competitors are offering similar products at lower prices, it
may be necessary to adjust your pricing strategy to remain competitive.

● Market Dynamics:
● Consider broader economic factors, such as inflation rates, economic

downturns, or upswings. These factors can influence consumer
purchasing power and impact the overall pricing environment.

● Example: During a period of economic uncertainty, consumers may be
more price-sensitive, requiring adjustments to pricing strategies.

Adjust Your Pricing Strategy Accordingly:

● Based on the analysis of market conditions, be prepared to make adjustments to
your pricing strategy. This may involve tweaking prices, offering discounts, or
implementing promotional strategies to align with market dynamics.

● Dynamic Pricing:
● Implement dynamic pricing strategies that allow for real-time adjustments

based on changes in demand, competitor actions, or other market
variables.



● Example: Dynamic pricing can be employed in e-commerce, where prices
are adjusted in response to changes in demand, competitor prices, or even
time of day.

#9. Evaluate Price Elasticity:

Understand How Price Changes Impact Demand:

● Price Elasticity
● Price elasticity measures how sensitive the quantity demanded is to

changes in price. If a small change in price leads to a significant change in
quantity demanded, the product is considered elastic.

● Example: If a 10% reduction in the price of a luxury item results in a 20%
increase in sales, the product is price elastic.

● Inelastic Products
● Some products may have inelastic demand, meaning changes in price

have a limited impact on quantity demanded. These are often essential
goods or products with few substitutes.

● Example: Prescription medications or certain types of specialized
equipment may be price inelastic due to limited alternatives.

Adjust Pricing Strategies Accordingly:

Elastic Products

● If your product is elastic, consider adjusting prices strategically to
maximize revenue. This might involve implementing discounts to
stimulate demand or increasing prices during peak demand periods.

● Example: During a seasonal high demand for a product, a temporary price
increase may lead to higher revenue if the product is price elastic.

Inelastic Products

● For inelastic products, focus on maintaining profitability without causing
significant decreases in demand. Pricing strategies may involve gradual
adjustments to minimize negative impacts on sales.

● Example: Essential goods like basic food items might see minimal
changes in demand even if prices increase slightly.



Regularly Monitor and Adjust

● Continuously monitor price elasticity, especially when introducing new products,
entering new markets, or experiencing shifts in consumer behavior. Regular
adjustments to pricing strategies ensure alignment with market dynamics and
customer preferences.

#10. Incorporate External Factors:

Be Aware of Economic Conditions

● Monitor economic indicators such as GDP growth, unemployment rates, and
consumer spending. Economic fluctuations can impact production costs and
consumer purchasing power.

● Example: During a recession, consumers may be more price-sensitive, requiring
businesses to adjust pricing strategies to maintain sales volumes.

Consider Inflation Rates

● Inflation affects the purchasing power of currency over time. Adjust pricing to
account for increased costs associated with inflation.

● Example: If inflation increases the cost of raw materials, businesses may need to
adjust prices to maintain profit margins.

Stay Informed About Regulatory Changes

● Changes in regulations, taxes, or trade policies can impact production costs and
pricing strategies. Stay informed and adapt to regulatory changes.

● Example: An increase in import tariffs may lead to higher production costs,
necessitating adjustments to pricing strategies.

#11. Review Pricing Strategy:

Align with Broader Business Strategies

● Regularly assess whether the chosen cost-based pricing strategy aligns with
overall business strategies and goals.



● Example: If the company shifts its focus to capturing a larger market share,
pricing strategies may need to be adjusted to reflect this new objective.

Adapt to Changes in Market Conditions

● Be flexible in adapting pricing strategies based on changes in market conditions,
customer preferences, or competitive landscape.

● Example: If a new competitor enters the market with a disruptive pricing model,
businesses may need to review and adjust their own pricing strategy to remain
competitive.

#12. Account for Seasonality:

Recognize Patterns in Demand

● Identify seasonal patterns in demand for your products and adjust pricing or
inventory levels accordingly.

● Example: Retailers may offer discounts on winter clothing at the end of the
season to clear inventory before spring arrives.

Optimize Pricing for Peak Seasons

● During peak seasons, consider adjusting pricing to capture increased demand
and maximize revenue.

● Example: Airlines often increase ticket prices during holidays when demand for
travel is high.

#13. Factor in Discounts and Rebates:

Strategically Offer Discounts

● Decide on discounts or rebates that align with marketing strategies. Consider
how these incentives impact overall profitability.

● Example: Offering a limited-time discount during a product launch can stimulate
initial sales and generate buzz.

Transparent Communication



● Clearly communicate discount terms and rebate programs to customers.
Transparency fosters trust and ensures customers understand the value they are
receiving.

● Example: Clearly state the terms of a "buy one, get one free" promotion to avoid
confusion and dissatisfaction.

#14. Consider Perceived Value:

Align Price with Perceived Quality

● Assess how customers perceive the value of your product in relation to its price.
Ensure that pricing reflects the quality and benefits offered.

● Example: Luxury brands often price their products higher to convey exclusivity
and superior quality.

#15. Assess Customer Price Sensitivity:

Understand Customer Behavior

● Analyze customer behavior and preferences to gauge how sensitive they are to
price changes.

● Example: If a target market is highly price-sensitive, businesses may need to
focus on competitive pricing and value-oriented promotions.

Segment Customers

● Consider segmenting customers based on their price sensitivity to tailor pricing
strategies to different consumer groups.

● Example: Offering loyalty programs with exclusive discounts for repeat
customers to attract and retain price-sensitive segments.

#16. Regularly Review and Adjust Pricing:

Systematic Review Process

● Establish a systematic review process to monitor costs, market conditions, and
profitability. Regularly analyze the effectiveness of the pricing strategy.

● Example: Conduct quarterly reviews to ensure that pricing remains aligned with
business objectives and market dynamics.



Dynamic Adjustments

● Be prepared to make dynamic adjustments to pricing based on real-time changes
in market conditions, competition, or customer behavior.

● Example: E-commerce platforms may use dynamic pricing algorithms to adjust
prices in response to changes in demand and competitor pricing.

#17. Legal and Ethical Considerations:

Compliance with Regulations

● Ensure pricing practices comply with legal regulations and ethical standards to
avoid legal repercussions and maintain a positive reputation.

● Example: abiding by antitrust laws to prevent collusion or price-fixing with
competitors.

Avoid Deceptive Practices

● Steer clear of deceptive or unfair pricing practices that could harm customer
trust and brand reputation.

● Example: Clearly state any additional fees or charges to avoid misleading
customers about the true cost of a product.

#18. Communicate Pricing Strategy Internally:

Internal Alignment

● Ensure that internal teams understand and support the chosen pricing strategy,
especially those in sales and marketing. Clear communication fosters alignment
and consistent implementation.

● Example: Sales teams should understand the reasoning behind pricing decisions
to communicate value to customers effectively.

#19. Test the Pricing Strategy:

Pilot Programs and Experiments

● Consider conducting pricing experiments or pilot programs to assess customer
response before implementing changes on a larger scale.



● Example: Testing different pricing tiers for a subscription service with a small
group of customers to gauge their willingness to pay.

#20. Monitor Competitor Pricing:

Stay Informed About Competitors

● Regularly monitor changes in competitor pricing strategies to remain informed
about market trends and maintain competitiveness.

● Example: Utilizing market intelligence tools to track competitor pricing and
adjusting your own pricing strategy to stay competitive.

Benchmarking

● Benchmark your prices against those of key competitors to ensure that your
offerings are competitively priced in the market.

● Example: If a competitor lowers prices for a similar product, assess whether a
price adjustment is necessary to remain competitive.

By following these steps, businesses can develop and implement a solid cost-based pricing
strategy that aligns with their financial objectives and market dynamics. Regularly reviewing and
adjusting the strategy ensures continued relevance and competitiveness in the marketplace.


