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Why is Pricing Strategy Important?

A service station normally sells 10,000 gallons of gasoline each day.  The selling price is $1.00 per gallon.  The wholesale cost is $.90 per gallon.   The company spends $600 per day on wages and other costs of operating the gasoline segment of the business.

The company is considering an aggressive price-cutting strategy to increase sales and improve profits.  Here are the plans:

1.  Retail prices will be reduced by 5%.

2.  Advertising and other costs will not change.

3.  Wholesale cost of the product will not change.

Multiple Choice Question:  
How much increase in units sold will be needed to increase profits.

Case 1.  As much as 10%  
(For example sales increasing to 11,000 gallons)

Case 2.  As much as 100%  
(For example sales increasing to 20,000 gallons)

Case 3.  More than 100%   
(For example sales increasing to 21,000 gallons)

Before completing the income statements below, please answer the multiple-choice question above based on logic and common sense.

Now use the worksheet below to complete your analysis.

Note: The first column is the current situation, before cutting the retail price.

	
	     Current
 10,000 Gal. 
	    Case 1
11,000 Gal.
	    Case 2
20,000 Gal.
	    Case 3
21,000 Gal. 

	Sales Revenue
	$10,000
	
	
	

	Cost of Sales
	9,000
	
	
	

	Gross Margin
	1,000
	
	
	

	Expenses
	600
	600
	600
	600

	Net Income
	$400
	
	
	


