	Homework Assignment	1


1.	What are the three possible starting points for the process of setting an initial price that are described in this chapter?
2.	Suppose that you have a service business such as house painting. Describe how you would use cost-plus pricing in developing an estimate for a potential customer.
3.	If an item costs $10 and you apply a 60 percent markup, what would be the item’s price? If you used keystone pricing in this case, what then would be this item’s price?
		- An item costs $10 and you apply a 60 percent markup, the item’s price would be:
- If using keystone pricing, the markup would be 100 percent, and the item’s price would be:
4. If management’s profit guidelines mandate gross margins of 25 percent, calculate the markup percentage that would be equivalent to this gross margin.
If management’s profit guidelines mandate gross margins of 25%, the markup percentage that would be equivalent to this gross margin is:
5. Given that there is a serious disadvantage to cost-based pricing, how would your account for its widespread use in retailing and other businesses?
6. Describe some ways that a seller using competition-based pricing could deal with the presence in the marketplace of a variety of prices for an item.
7. Describe the concept of a product’s value to the customer. Why is the monetary estimation of this value important for price setting?
8. Lincoln Manufacturing has just developed more durable commercial carpeting. It has all the advantages of the currently available commercial carpeting and lasts twice as long. Lincoln’s materials and labor costs for producing this new carpeting are $14.50 per square yard. Buyers of commercial carpeting must have it installed by independent contractors whose installation charges for this new carpeting average $10 per square yard.
The price of the currently available commercial carpeting averages $12 per square yard. Independent contractors charge $8 per square yard for installing the currently available commercial carpeting.
[bookmark: _GoBack] (a)	Use VTC analysis to calculate the VTC for commercial buyers of a square yard of Lincoln’s new carpeting.
(b)	Recommend a price for a square yard of Lincoln’s new carpeting, and justify your recommendation. Your justification should make use of your estimate of the VTC of Lincoln’s new carpeting.

