Advertising and
Pricing for Profit
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Developing an Adveitising Plan

m Step 1. Create specific,
measurable obj ectives.

m Step 2: | dentify and analyze

’ -
the target audience. “,/
\

‘

m Step 3: Design an
advertising message and
choose the media for
transmitting It.




Build Ads Around a Unigue
Selling Prepoesition (USP)

USP — A key customer benefit of a product or
service that answersthe critical guestion that
every customer asks. “What'sin it fior me?”

Identify your product or service's USP by
describing the primary benefit it offers
customer s and then list other secondary
benefits it provides.

Briefly list a few factsthat support this USP.

Then, focus your adsto stressthese top
benefits and the facts supporting them!
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A Six-Sentence Advertising
Strategy

m What Isthe purpose of thisad?

m \What USP can you offer custemers?

m \What other key benefits support your USP?
m At whom areyou aiming the ad?

m \What response do you want from your target
audience?

= \What image do you want to convey in our ads?
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Five Fundamentals of a Successful Advertisement

It should attract attention.

|t should communicate

the company’s Unique
Selling Proposition (USP),

It should provethe USP
and benefitsto the customer
with facts, statistics, or
testimonials.

It should motivate customers
to take action immediately.

Source: Adapted from Jerry Fisher, “Fine Print,” Entrepreneur, November 1994, pp. 145-
/]



Can Your Ad Pass These 7 Tests?

m Scan test

m Comprehension test

m Differentiation test

m Puffery test

m Believability test

m | mmediate clarity test
m USP test

Copyright 2002 Prentice Hall Publishing Com|




Promotion | ncludes...

m Publicity —any commercial news cover ed by
the media that boosts sales but for which the
small business doees not pay.

m Personal saling — the personal contact between
sales personnel and potential customers
resulting from sales efforts.

m Advertising — any sales presentation that is
nonpersonal in natureand Ispaid for by an
Identified sponsor.
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Tips for Stimulating Publicity:

Write an article of interest Sponsor aseminar.

Lo customers, Write news releases and fax
Sponsor an off-beat event or e-mail them te the media.

Involve celebrities “on the Serve on community and
cheap.” Industry boards and

Offer to beinterviewed on committees.
TV and radio stations. Sponsor a community.

Publish a newsletter. project or support a
Speak to local nonprofit organization.

or ganizations. Promote a cause.
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Top Salespeople...
(continued)
m \Work from the customer’s per spective.
m Use past success stories.
m | eave sales material with clients.

m Seethemselves as problem solvers, not just
vendors.

m Measurether success not just by sales volume
but by customer satisfaction.
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Suceessful. Per sonal Selling
Reguiresa Salling System

Approach - Establiish rapport with prospect.
|nterview - L et the prospect talk.

Demonstrate, explain, and show — Make clear the
benefits of your product or service.

\alidate - Prove the claims about your product or
Ser vice.

Negotiate - Listen for objectionsand try to
overcome them. /
&

Close - Stop talking and ask for the order.
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Selecting Advertising M edia:
Key Questions

m How largeis my firmrstrading
area?

m \Who are my customers and what
aretheir characteristics? ?

m \Which media are my: tar get ®
customers most likely to watceh,
listen to, or read?
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Selecting Advertising M edia:
Key Questions

(continued)

= \What budget limitationsdo | face?
m \Which media domy competitors

use?
m How Important arerepetition and

continuity of my advertising o
message?

m \What does the advertising medium
Cost?
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Advertising M edia Options

= \Word-of-M outh
m Newspapers

m Radio

m [elevision

m Magazines

m Direct mail

m World Wide Web

m Outdoor ads

m [ransit advertising
m Directories

m [rade snows

B Sponsor snips and
special events

m Point-of-pur chase ads




Snappy’ Radio Copy Sheuld....

m Stress benefitsto the m Berehearsed before
listener. presentation.

= Use attention-grabbers. ™ Usepositive action

m Zeroin on a particular worids, = |
audience. m Put thelistener in the

o ad picture.
m E(?if\ltmp eandtothe m Mention the advertiser

often.

= Sell early and often. = Focus on getting a
m Bewritten for the ear. I esponse.
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Creating Direct Mail Ads TFhat
Really Work

B Promise benéfits in the headline.

m Use short “action” words.

m | eave lots of white space.

m Use eye-catching words.

m Forget grammatical rules.

m Repeat the offer at least threetimes.

m Offer proof of claims and endor sements.
m Ask for theorder.
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Creating Direct Mail Ads TFhat
Really Work

(continued)

m Ask thereader guestionsin the copy.
m Use high-quality paper and enve opes.
m People usually open envelopesthat resemble

bills.
m Address envelopesto a particular person.
m Use stampsif possible.

m Usea“P.S” becauserecipients almost always
read them.

m Maketheorder form easy tofill out.
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Preparing An Advertising Budget

m \What s affordable

m M atching competitor’ sadvertising
expenditures

m Percentage of Sales
¢ Past Sales
¢ [Forecasted Sales

m Objective-and-Task
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How! Te Advertise“ Big’
On A Small Budget

Hire“freelance” copywriters and artists.
Use cooper ative advertising.
Participate in shared advertising.

m Maximize publicity with technigues such
as cause mar keting.
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Introducing A New Product

3 Goals;
m Getting the product accepted

m Maintaining market share as competition
grows

m Earning a profit

3 Basic Strateqgies:
m Penetration
m Skimming
m Sliding-down-the-demand-curve
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Pricing for Retailers:
Miarkup

Doellar Markup = Retail Price - Cost of M erchandise

| | Dollar Marku
Percentage (of Retaill Price) Markup = Retail Price i

Dollar Markup

Percentage (of Cost) Markup = Cod of Unit

Example:
Dollar Markup = $25 - $15 = $10

$10
Percentage (of Retail Price) Markup= g5 = 40%

10 6794

Percentage (of Cost) Markup = %15
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PRICING YOUR GOODSAND SERVICES

m General guidelines

+ 1. Priceshould be sufficient to cover your
cost of goods and expenses and provide

reasonable profit.

* 2. Prices should be competitive with those of
similar competing businesses.

+ 3. Pricessnould bein arangethat a
majority of your target market iswilling to
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PRICING YOUR GOODSAND SERVICES

m Cost-based pricing
¢ Considersfixed costs
¢ Considersvariable costs

¢ Considers number of units produced

¢ Considers number of hours of service
charged

¢ Buildsin profit
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COST-BASED PRICING

m Fixed costs

Payments or rent on building
Paymentsor rent on eguipment & tools
nsurance

¢ Basic phone

* \Wages & salaries of key people

+ Contracted services
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COST-BASED PRICING

m Variable costs
s Supplies
s Utilities
* Supplemental labor
* Repairs and maintenance
+ Outsourcing
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COST-BASED PRICING
EXAMPLE

m 100 unit storage facility
¢ 100'sg. fit. per unit
¢ 10,000 sg. ft. building
» $20 per sg. ft. building costs = $200,000
+ 20 year finance @ 10% = $20,000 per year
+» Utilities = $10,000 per year
¢ Maintenance = $20,000 per year
¢+ Insurance & taxes = $10,000 per year
* I\/I iscellaneous = $1O 000 per year
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COST-BASED PRICING
EXAMPLE

m 100 unit storage facility
* $20,000 payments
* $10,000 utilities
+ $20,000 maintenance
+ $10,000 taxes and insurance
+ $10,000 miscellaneous
» $30,000 pr ofit
+ $100,000 TOTAL COSTS+ PROFIT
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COST-BASED PRICING
EXAMPLE

m 100 unit storage facility
» $100,000 per year
+ =$1,000 per unit per year
* =$83.33 per month per unit
» | Sthis comparable to competition?

» Do you need to cut costs or profits?

» Can you charge even more because of no
competition?
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COST-BASED PRICING
SERVICE EXAMPLE

m Ken's Repair Shop
» $30,000 rent
» $15,000 Equip. & tool amortization
» $10,000 utilities
+ $10,000 taxes & insurance
* $5,000 supplies
* $60,000 wages
+ $20,000 maintenance & repair
* $50,000 profit
+ $200,000 TOTAL COSTS + PROFIT
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COST-BASED PRICING
SERVICE EXAMPLE

m Ken’s Repair Shop
+ $200,000 total costs + profit
+ 4,000 estimated chargeable hours

» $200,000 divided by 4,000 hours = $50 per
hr.

» | Sthis competitive?
» | f not can you reduce costs?

» Can you charge mor e because of unigue or superior
service?
» May be more palatable to charge flat rate per job.
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COST-BASED PRICING
MANUFACTURING EXAMPLE

m Stone' s Widget Company
+ $200,000 = total costs + profit
* 2,500 units per year to be produced
* $250,000 raw materia ($100 per unit)
+ $450,000 = total costs + raw material
* $450,000 divided by 2,500 units = $180 per unit selling price

» s this competitive?
»|f not, can you reduce costs?

»|f In hot demand, how much more can you
charge?
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VARIABLE PRICING

B [ mportant to influence customer
perceptions of price

¢ Customer s generally know going price of
about 1% of itemsthey buy. Theseare price
sensitive
» Price sensitive items
= Thingswe buy regularly
= Thingswe see advertised regularly

x Commodity items
m [temsthat “irk” usto buy
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VARIABLE PRICING

m Examples of price-sensitive items

s Grocery

» Bananas, milk, beer, pop, bread, paper products,
elC.

¢+ Discount department store
» Light bulbs, paper products, motor oil, film, etc.

¢ Farm supply store

» Carr-Hart, animal feed, 25 ft. Stanley Power L ock
tape
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Breakeven Analysis

1000 |- Revenue
$13/Unit

900 - :
Profit Total Costs

800 -
700° _BEPIin $ BEPg

600 |-

500 |- Variable

Costs
400 -

300
200
100 -

BEP in units

| 40 60
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Consumer Credit

m Credit cards BT
¢ National 5024 395 YU

. I
¢ Private

m | nstallment credit
m [radecredit
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