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Understanding Cost of Goods 
& Best Pricing Practices
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Our purpose.
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We help Michigan small businesses launch, grow, 
transition and innovate. Our statewide network of 
experts provides 1:1 consulting and training to 
small business owners at no cost.
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How it works.
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Federal 
Support

State
Support

Regional
Support

Local
Support
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Where we are.
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● Cost of Goods Sold

● Markups

● The Pricing Chain

● Pricing Strategies

● Best Practices

Training Takeaways
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The cost to manufacture, 
purchase, package, ship, and get 
to the consumer.

● Material costs                       
● Direct time and labor 
● Shipping and freight
● Taxes and duties
● Labels
● Packaging
● Sales commissions
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Cost of Goods Sold
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Cost of Goods Sold vs. Pricing
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Pricing according to Cost of Goods Example

3x

2x



Michigan Small Business Devlopment Center July 2021Michigan Small Business Development Center                                                                                                                                                                                                                     michigansbdc.org

Markups

Markup percentage = 100 x gross profit/cost
○ Retailer example: 100 x $25/$25 = 100%
○ Restaurant example: 100 x $50/$25  = 200%

Selling price = Cost x (1 + desired markup percentage/100) 
○ Retailer example = $25 x (1 + 100/100) = $50
○ Restaurant example = $25 x (1 + 200/100) = $75

$25 cost + 100% of cost = 
$50 price

$25 cost + 200% of cost =
$75 price



Michigan Small Business Devlopment Center July 2021

The Pricing Chain

Producer

Wholesaler/
Distributor

Retailer

Consumer
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Pricing according to Labor Costs

● What do you need/want to be paid to survive?
● What are typical wages for the industry and job type?
● What is the competition charging?
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Pricing Strategies

Keystone 
Pricing

Manufacturer 
Suggested 
Retail Pricing
MSRP

Psychological 
Pricing

Value-Based 
Pricing

Discount 
Pricing

Loss-Leader

Anchor 
Pricing

Competitive 
Pricing

Penetration 
Pricing

Project Based 
Pricing

Premium 
Pricing

Skimming 
Pricing

High-Low 
Pricing

Freemium 
Pricing

Dynamic 
Pricing

Cost-Plus 
Pricing

Bundle 
Pricing

Hourly 
Pricing
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Best Practices

Review
● Monitor profit & loss monthly
● Competition
● Trends and news
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Adjust
● Raise your prices
● Lower your costs
● Modify products/services
● Experiment with strategies

Best Practices
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Free Business Consulting
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Contact Us
michigansbdc.org
833.522.0025

Thank You!

Follow Us
@michigansbdc

Funded in part through a Cooperative Agreement with the U.S. 
Small Business Administration. All opinions, conclusions, and/or 
recommendations expressed herein are those of the author(s) and 
do not necessarily reflect the views of the SBA.


