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Marketing Your Health Practice
Price Your Products and Services
Agenda:

· Welcome 
· Pricing Objectives
· Pricing Strategies

· Pricing Options
· Break-Even Analysis

· The Value of Price Adjustments

· Pricing Products and Services

· Summary and Evaluation

· Close
Learning Objectives:  During this workshop, you will:

1. Discuss your current price-setting practices;

2. Identify your pricing objectives;
3. Explain different price-setting strategies;
4. List the number of different ways to price a product or service;

5. Conduct a break-even analysis;

6. Practice setting prices;

7. Define key pricing terms;

8. Analyze how varying prices can benefit a health practice; 

9. Discuss the next step; and

10. State your key takeaway from this session.
Introductions 

	[image: image2.wmf]
	Instructions:
When the ball is tossed to you, please stand up and quickly introduce yourself by:

1.   your name;

2.   your position;

3.   your business; and

4.   how long you have been in business.

Then throw the ball to someone who is facing you and expecting it to come his or her way. 

Once you have introduced yourself and thrown the ball, you can sit down.



	
	


Your Current Pricing Practices
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	Instructions:   Please be prepared to discuss and explain your answers to the questions below:




1.
How do you decide how to price your products or services?

2.
How do you determine if you are charging too much or too little?

3.
Do you change your prices?  If so, how often and why?

4.
How well is your pricing strategy working for you? 

Your Pricing Objectives
	[image: image4.wmf]
	Instructions:   Working independently, please review this list of basic pricing objectives.  Put a checkmark in front of all that apply to you. If you have an objective that is not currently listed, please add it.

Then go back over the objectives you have checked and underline those that you are definitely achieving right now.




___
1.
Cover your costs (break-even)
___
2.
Be profitable so you can reinvest the earnings back into the business

                      (and buy more equipment and improve your facilities)

____  3.  
Be profitable so you can take money out of the business for your

personal use
___
4.
Increase revenue (volume of products and services sold)
___
5.
Gain a larger share of the market by being more competitive
___
6.
Serve the needs of the community

___
7.
Survive as a business (be sustainable)
___
8.
Provide for your family


___
9.
​______________________________________

___    10.
______________________________________

Price-Setting Strategies
There are seven basic price-setting strategies:

	1.
	Market or Competitive Pricing
	Prices that keep your product or service competitive in the market



	2.
	Regulated Pricing
	Prices that are set by the government or insurance companies, indicating how much they are willing to pay



	3.
	Cost-Plus Pricing
	Prices that reflect your cost to run your business, plus a certain percentage above that, in order to make a specific profit



	4.
	Discount and Promotional Pricing
	Lower pricesfor a limited period of time to attract new customers, promote a new product or service, or move inventory off the shelves



	5.
	Differentiated Pricing


	Prices set at different levels for different types of customers, charging more to customers who will pay more and charging less to attract customers who would not otherwise purchase the product or service 



	6.
	Bundled Pricing
	Prices set for several products or services that are packaged together to be sold for a lower price than would be charged if they were sold separately



	7.
	Volume Pricing
	Prices set lower per unit for high quantity purchases




Recognizing Pricing Strategies
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	Instructions:   Working independently, please identify the pricing strategy used in each scenario below. A pricing strategy is only used once: market or competitive pricing; regulated pricing; cost-plus pricing; discount and promotional pricing; differentiated pricing; bundled pricing; and volume pricing.


Scenario #1: A new obstetrician has noticed that many of the doctors in his field charge a pregnant woman: a small fee for each prenatal visit; a separate fee for delivery; a separate fee for a post-partum check-up; and yet another fee for follow-up family planning services. This individual service charging has evolved because many women do not regularly stay with one doctor during a pregnancy.  The new obstetrician wants to promote good, regular, and consistent pre- and post-natal care, and to build a stable patient base. He decides to offer one comprehensive price for: pre-natal care (excluding laboratory fees); delivery (with a surcharge for cesarean section); a six-week post-partum check-up; and family planning services (excluding the cost of prescription drugs).  
Pricing Strategy: _____________________________________________________

***
Scenario #2: A solo dermatology practice is struggling to cover its costs. It has not made a profit since opening three years ago. If patient volumes do not grow soon, the practice will have to close. A decision is made to gamble on a six-month discount pricing campaign to attract new patients. A letter is written and sent to every private primary care provider in the community promoting the new prices and promising that lower prices will not mean less time spent with a patient.  
Pricing Strategy: _____________________________________________________

***
Scenario #3: There is a critical shortage of dialysis machines in the country and a rising need for dialysis treatments. The government has become very concerned, because there appears to be extreme price-gouging happening in the private health care market. A law is introduced and passed to set national rates for renal dialysis services.
Pricing Strategy: _____________________________________________________

***
Scenario #4: A private school in your town is looking for a pediatrician to provide pre-screening check-ups for all the students who want to play in a highly competitive school football league.  A new pediatric practice realizes this is an opportunity to gain some good visibility in the community and is eager for the opportunity to work at the school. Rather than charging for their service based on the number of students seen, the doctor offers the school a single fee to cover all pre-screening examinations of eligible athletes.
Pricing Strategy: _____________________________________________________

***
Scenario #5: A new dental practice was established by two new graduates of a dental school. Neither of the dentists had any experience with how to run a business or price a service. Since this was a new business entity, there was no base-line cost data available. They knew that their prices had to be competitive to attract new customers. They decided to pretend to be a patient and call all of their competitors to ask the cost of the three most common services. By telephone shopping, they were able to discover the average cost for a 30-minute routine dental cleaning, a routine filling, and a four-view dental radiology screening.
Pricing Strategy: _____________________________________________________

***
Scenario #6: Your orthopedic private practice has done months of work to determine the average cost of delivering the thirty most common orthopedic medical services. You have carefully determined the average time spent with a patient by each member of the care team for each service. You have studied and quantified the average use of medical supplies for each diagnosis. You have also carefully calculated all of your indirect costs and determined a per-visit indirect cost. You decide that you will price your services based on these actual costs plus 15%, which, if all your calculations are correct, will be your profit margin.

Pricing Strategy: _____________________________________________________

***
Scenario #7:  A medical laboratory provides laboratory testing services for over thirty medical practices. The laboratory decides to accept as payment-in-full the reimbursement rates negotiated by each of the three predominant medical insurance schemes in the country.  These three companies, due to the size differentials of their membership bases, have each negotiated different rates for the same service.  
Pricing Strategy: _____________________________________________________

***
Innovative Pricing Options
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	Instructions:  This is a competitive brainstorming activity. The challenge is to identify as many different ways to price either a product  (condoms) or a service (baby delivery), whichever your group chooses. The groups with the most innovative or the greatest number of pricing options for each category will win a prize.


Different Options for Pricing Our Product or Service
	  1.

	  2.

	  3.

	  4.

	  5.

	  6.

	  7.

	  8.

	  9.

	10.


Break-Even Analysis and Pricing
The purpose of a break-even analysis is to determine the minimum volume of sales that is required to cover all of your costs and therefore avoid a loss at a designated sales price. In this case, you set your price and vary your volume.  In order to calculate your break-even sales price, you need to know your fixed and variable costs per unit sold (for each service or product), assuming a certain volume.
Variable costs(1)are costs that change in proportion to the volume of your practice. (See the Price Ranges table on page 11).
Variable costs:

· in a health practice: contract labor, health care worker supplies, patient care supplies, diagnostic and therapeutic supplies, and medications.

· in a pharmacy: costs of goods sold, containers and labels; delivery service costs, and contract labor.
The minimum affordable price (2) just covers your variable costs.
If your health practice is giving a discount on products or services for promotional purposes, you need to at least cover your variable costs. This would be your minimum affordable price (2). It can only be for a short time, for a specific reason, and for only a few products or services you want to promote. This is because, in the long run, you need to cover your fixed costs, too. 
Fixed costs(3) are business costs that are not dependent on the volume of goods or services sold by the business. These include: fixed salaries, rent, facility maintenance, equipment maintenance, computers, telephones, and other utilities.
Break-even means that you cover all of your costs, both fixed and variable, and generate no net profits or losses. This would mean that you are selling your products or services at a break-even price(4). You make a profit when your income exceeds your costs.
The minimum profit (5) that you want to make after fixed and variable costs are paid sets your price floor(6). This is the minimum price you will charge so that you will be able to compensate yourself. You set this price based on your profit goal, which might be 10%, 15% or higher.

If there is an opportunity to set a higher price, (for example, because of a higher demand, the novelty of the product or service, or attracting wealthier clients who are willing to pay more), you can make an additional profit(7).  
The highest price you can charge while staying competitive within the market is your price ceiling(8).

Price Ranges

	Additional Profit

(7)


	PRICE CEILING

[Maximum Price that the Market Can Bear]

(8)

	Minimum Profit

(5)
	PRICE FLOOR

[Minimum Price that Includes Your Profit]

(6)



	Fixed Cost

(3)
	BREAK- EVEN PRICE

[Covers Costs, Without Any Profit]

(4)



	Variable Cost

(1)


	MINIMUM AFFORDABLE PRICE

[Covers Only Variable Costs]

(2)


A Graphic Explanation of Pricing

	Additional Profit 

(7)


	PRICE CEILING

[Maximum Price that the Market Can Bear]

(8)

	Minimum Profit 

(5)
	PRICE FLOOR

[Minimum Price that Includes Your Profit]

(6)



	Fixed Cost 

(3)
	BREAK- EVEN PRICE

[Covers Costs, Without Any Profit]

(4)



	Variable Cost 

(1)


	MINIMUM AFFORDABLE PRICE

[Covers Only Variable Costs]

(2)


	Additional Profit

(7)


	PRICE CEILING

[Maximum Price that the Market Can Bear]

(8)

	Minimum Profit

(5)
	PRICE FLOOR

[Minimum Price that Includes Your Profit]

(6)



	Fixed Cost

(3)
	BREAK- EVEN PRICE

[Covers Costs, Without Any Profit]

(4)



	Variable Cost

(1)


	MINIMUM AFFORDABLE PRICE

[Covers Only Variable Costs]

(2)


[image: image15.wmf]
	Additional Profit

(7)


	PRICE CEILING

[Maximum Price that the Market Can Bear]

(8)

	Minimum Profit

(5)
	PRICE FLOOR

[Minimum Price that Includes Your Profit]

(6)



	Fixed Cost

(3)
	BREAK- EVEN PRICE

[Covers Costs, Without Any Profit]

(4)



	Variable Cost

(1)


	MINIMUM AFFORDABLE PRICE

[Covers Only Variable Costs]

(2)


	Additional Profit

(7)


	PRICE CEILING

[Maximum Price that the Market Can Bear]

(8)

	Minimum Profit

(5)
	PRICE FLOOR

[Minimum Price that Includes Your Profit]

(6)



	Fixed Cost

(3)
	BREAK- EVEN PRICE

[Covers Costs, Without Any Profit]

(4)



	Variable Cost

(1)


	MINIMUM AFFORDABLE PRICE

[Covers Only Variable Costs]

(2)



	Additional Profit

(7)


	PRICE CEILING

[Maximum Price that the Market Can Bear]

(8)

	Minimum Profit

(5)
	PRICE FLOOR

[Minimum Price that Includes Your Profit]

(6)



	Fixed Cost

(3)
	BREAK- EVEN PRICE

[Covers Costs, Without Any Profit]

(4)



	Variable Cost

(1)


	MINIMUM AFFORDABLE PRICE

[Covers Only Variable Costs]

(2)


	Additional Profit

(7)


	PRICE CEILING

[Maximum Price that the Market Can Bear]

(8)

	Minimum Profit

(5)
	PRICE FLOOR

[Minimum Price that Includes Your Profit]

(6)



	Fixed Cost

(3)
	BREAK- EVEN PRICE

[Covers Costs, Without Any Profit]

(4)



	Variable Cost

(1)


	MINIMUM AFFORDABLE PRICE

[Covers Only Variable Costs]

(2)




	Additional Profit

(7)


	PRICE CEILING

[Maximum Price that the Market Can Bear]

(8)

	Minimum Profit

(5)
	PRICE FLOOR

[Minimum Price that Includes Your Profit]

(6)



	Fixed Cost

(3)
	BREAK-EVEN PRICE

[Covers Costs, Without Any Profit]

(4)



	Variable Cost

(1)


	MINIMUM AFFORDABLE PRICE

[Covers Only Variable Costs]

(2)


	Additional Profit

(7)


	PRICE CEILING

[Maximum Price that the Market Can Bear]

(8)

	Minimum Profit

(5)
	PRICE FLOOR

[Minimum Price that Includes Your Profit]

(6)



	Fixed Cost

(3)
	BREAK- EVEN PRICE

[Covers Costs, Without Any Profit]

(4)



	Variable Cost

(1)


	MINIMUM AFFORDABLE PRICE

[Covers Only Variable Costs]

(2)



Calculating Prices

	[image: image7.wmf]
	Instructions:   Working with a partner, please identify what the prices will be for each scenario. (The Price Range table is provided for your reference). Then answer the questions that follow the scenarios. 




Scenario 1:  Your fixed cost is 1, your variable cost is 2, the minimum profit you want is 1, your typical sales price is 5, and your maximum price is 7.

1.
What is your minimal affordable price?

2.
What is your break-even price?

3.
What is your price floor?

4.
When you sell at your typical sales price, how much profit do you make?
5.
If you decide to discount your product or service and charge only the minimal affordable price instead of your typical sales price, how much less profit will you make?
6.
If you decide to sell your product or service at the maximum price, how much 


profit will you make?

	Additional Profit


	PRICE CEILING

[Maximum Price that the Market Can Bear]



	Minimum Profit


	PRICE FLOOR

[Minimum Price that Includes Your Profit]



	Fixed Cost


	BREAK- EVEN PRICE

[Covers Costs, Without Any Profit]



	Variable Cost


	MINIMUM AFFORDABLE PRICE

[Covers Only Variable Costs]




Scenario 2:  Your fixed cost is 2, your variable cost is 4, the minimum profit you want is 2, your typical sales price is 10, and your maximum price is 12.

1.
What is your minimal affordable price?

2.
What is your break-even price?

3.
What is your price floor?

4.
When you sell at your typical sales price, how much profit do you make?
5.
If you decide to discount your product or service and charge only the minimal 

affordable price instead of your typical sales price, how much less profit 

would you make??
6.
If you decide to sell your product or service at the maximum price, how much 


profit will you make?

	Additional Profit


	PRICE CEILING

[Maximum Price that the Market Can Bear]



	Minimum Profit


	PRICE FLOOR

[Minimum Price that Includes Your Expected Profit]



	Fixed Cost


	BREAK-EVEN PRICE

[Covers Costs, Without Any Profit]



	Variable Cost


	MINIMUM AFFORDABLEPRICE

[Covers Only Variable Costs]




Question:  How do you determine your break-even point if your  


practice offers many different products and/or services?

Important Definitions
Two key determinants of the market price are supply and demand:
Supply
The capacity to provide products or services for purchase.

Demand
A buyer's desire, willingness and ability to pay a price for a specific quantity of a good or service.
Assuming that there is sufficient demand and you have sufficient supply:

Profitability
The ability to earn a profit because income will exceed expenditures. 

Profit Margin
The percentage of revenue that remains as profit after paying all expenses. 

Example #1:
A physical therapist, only the second to set up a practice in town, has carefully studied the demographics of the area. The population is solidly middle class and rapidly aging. Many people have health insurance and are traveling out-of-town for major surgeries, but they want to return home for lengthy post-surgical rehabilitation [demand].
Careful planning and negotiation of the financing for the major equipment purchases needed for a physical therapy office have kept the capitalization costs, often a risk for new physical therapy practices, relatively low. Prices for services have been competitively set, yielding at least 15% surplus over the cost of providing the services [profit margin].

Within just a few months of opening, the practice has broken even and the therapist has recovered all of her initial start-up expenses [profitability], has extended office hours to six days per week, and is looking for an assistant to help enable more patients to move through their therapy sessions simultaneously [supply].  
Making Price Adjustments- An Example

	[image: image8.wmf]
	Instructions:   Working with the large group, please review the case below and volunteer your answers to the questions.




Promotional Prices
Health Star Pharmacy decided to boost its sales and offer to sell multivitamins at a discount for all patients who come to buy prescription drugs. Multi-vitamins are sold at 30% off one bottle and 40% off if two bottles are purchased. The profit margin is 50%.

How is the price change likely to affect: 

1. 
Demand for products? 

2. 
Profitability of the pharmacy?

Making Price Adjustments- Price Bundling
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	Instructions:   Working with your small group, please review the case below and answer the questions.




Price Bundling
Maternity Home “Hope” in rural Ghana recently introduced a new service called “Mother & Child.” Mary, the practice owner and senior midwife, had noticed that women were willing to bring their children to the practice and pay for the services. However, they were not willing to spend time and money to take care of their own health issues.  

Under the “Mother & Child” program, whenever a woman brings a child to the practice, she also receives a health consultation and counselling on family planning without having to pay an additional price.  
If there is a need for additional medical tests,  analyses, or family planning products, these must be paid separately. 

How is the price change likely to affect: 

1. 
Demand for services? 

2. 
Profitability of the health practice?

Making Price Adjustments- Pay What You Can
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	Instructions:   Working with your small group, please review the case below and answer the questions.




Pay What You Can

Dr. Sheila Jones noticed that, like all health centers in the area, she was getting patients who had difficulty paying the established fees for services. She also observed that, for no apparent reason, there were fewer patients on Thursday afternoons. She had to keep the practice open and pay staff their fixed salaries, so she decided to allocate two hours of her time in the practice on Thursday to those patients who had less money.

Instead of developing a payment scheme and chasing patients for small amounts, she is asking them to pay whatever they can. There are a few simple rules: 

· No matter how little you can afford, you have to pay something to be served at the practice. 

· If you have insurance, you cannot get services during the two hours (unless it is an emergency).
To make people comfortable, money is not collected at the counter. Patients drop their contributions into a special box so that they can deposit their funds without anyone else knowing the amount.  

How is the price change likely to affect: 

1. 
Demand for services? 

2. 
Profitability of the health facility?

3.  
How will you advise the community of this option without encouraging those
who can pay the established rates to come for this special “pay-what-you-can”?
Assessing Current and Potential Price Adjustments
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	Instructions:   Please complete the two tables below, and then discuss your conclusions with a partner.


	Price Adjustment I’ve Tried
	Why I Tried it
	How Well It Worked

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	


	Price Adjustment I Could Try
	When
	Desired Results

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	


The Next Step
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	Instructions:   Please price your products and/or services:


1.
Estimate your fixed and variable costs for the two products and/or services 
that contribute the most to your total revenue.
2.
Determine a fair profit margin.

3.
Select a pricing strategy.

4.
Set your prices for these two products or services

5.
Experiment using two different price adjustments.

6.
Conduct a break-even analysis on these different products or services that 

you might potentially discount- either to promote them or to attract new 

customers.
My Key Takeaway
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	Instructions:   Please stand up when you have completed this sentence: 
My key takeaway from this session is:


Evaluation Sheet
	[image: image14.wmf]
	Instructions:  Please answer the questions below as completely and constructively as possible. Thank you! 





Strongly
   Neither
Strongly




  Agree
Agree nor
Disagree

This training:



   Disagree
covered the content as advertised
5        
4        
3         
 2       
1

was logical and effective  
5        
4        
3         
 2       
1

provided information I can apply in my work
5        
4        
3         
 2       
1 included useful handouts for future reference
5        
4        
3         
 2       
1

The facilitator:

was knowledgeable
5        
4        
3         
 2       
1

was effective
5        
4        
3         
 2       
1

stayed on topic and on time
5        
4        
3         
 2       
1

As a result of this workshop, I am better able to:

discuss my current price-setting practices;
5        
4        
3         
 2       
1
identify my pricing objectives;
5        
4        
3         
 2       
1
explain different price-setting strategies;  
5        
4        
3         
 2       
1

list a number of different ways to price a product or

service; 
5        
4        
3         
 2       
1

conduct a break-even analysis;
5        
4        
3         
 2       
1
practice setting prices;
5        
4        
3         
 2       
1
define key pricing terms;
5        
4        
3         
 2       
1
explain how varying prices can benefit my practice.
5        
4
3         
 2       
1

Excellent
Average

Poor
Overall, I would rate this training:
5        
4        
3         
 2       
1

I would recommend this training to a colleague:
___
Yes          ___  No

Personal Significance of Workshop:

Of the ideas or techniques covered, I think that these will be of most use to me:


Recommendations for Improving the Training:

Additional Comments:

DISCLAIMER

The author’s views expressed in this publication do not necessarily reflect the views of the United States Agency for International Development or the United States government.
Your variable costs are the only costs that are covered if you charge your minimum affordable price. 





VVVVV     If you want to cover all of your costs, both variable and fixed, you would 


charge a break-even price. You will break even because your income will be 


able to pay for your expenses.





If you want to make a profit, you need to charge a price that will cover your          variable and fixed costs plus provide a margin of profit. Your price floor is the            least you can charge in order to make some profit.





If you want to make more of a profit, you need to charge a price that will cover your variable and fixed costs plus an additional margin of profit. You can charge the highest price that your market will pay. Because you can’t set a price higher than what the market will pay (if you want to be competitive), that is your price ceiling.
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