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How to Cost a Product Using Mark-Up and Selling
Price & How to Establish Profit Margins
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1. Introduction
Why is Product Costing Important?

Costing your product correctly is crucial for running a profitable business. If your price is
too low, you might not cover your costs. If it’s too high, you might lose customers to
competitors. Accurate costing helps you:

¢ Set competitive prices
e Ensure profitability.
o Make informed business decisions
Key Terms You Need to Know
e Cost Price: The total cost of producing or purchasing the product.
e Mark-Up: The percentage added to the cost price to determine the selling price.
o Selling Price: The price at which you sell the product to customers.

o Profit Margin: The percentage of profit made on a product after covering costs.
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2. Understanding Costs

Before you can calculate prices, you need to know your costs. Costs are usually divided
into two categories:

Direct Costs

These are costs directly linked to producing your product or service. Examples include:
¢ Raw materials.
e Labour costs for production.
¢ Packaging materials.

Indirect Costs

These are overhead costs that are not directly tied to production but are necessary for
running your business. Examples include:

¢ Rent for your workspace.

e Electricity and water bills.

¢ Marketing expenses.
Total Cost Calculation

To find the total cost of a product: Total Cost = Direct Costs
Indirect Costs Allocated to the Product

3. What is Mark-Up?
Defining Mark-Up

Mark-up is the percentage added to the cost price of a product to determine its selling
price. It ensures you cover your costs and make a profit.
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Formula for Mark-Up

Selling Price = Cost Price + (Cost Price x Mark—U1p Percentage)
Examples of Mark-Up Calculation

If the cost price of a product is R50 and you want a mark-up of 50%:

Selling Price = 50 + (50 x 0.50) = R75

4. Determining the Selling Price

The selling price is the final price customers pay for your product. Use the mark-up
percentage to calculate it.

Selling Price Formula

Selling Price = Cost Price x (1 + Mark-Up Percentage)
Practical Example

If your cost price is R100 and your mark-up percentage is 40%:

Selling Price = 100 x (1 + 0.40) = R140

5. Understanding Profit Margins

What is Profit Margin?

Profit margin is the percentage of the selling price that is profit. It helps you understand
how much of your selling price is profit after covering costs.




Formula for Profit Margin

Profit
Profit Margin (%) = (78 T ro; - ) x 100
elling Price

Where:
Profit = Selling Price — Cost Price

Practical Example

If your selling price is R200 and your cost price is R120:

Profit = 200 — 120 = R80

. (80 e
Profit Margin — (200) x 100 = 40%

6. Step-by-Step Guide to Costing Your Product

1. Calculate Total Costs: Add direct and indirect costs.

14

SA BIZ ONLINE
LEARNING ACADEMY

o Example: Direct Costs = R70, Indirect Costs = R30 ~» Total Cost = R100.

2. Decide on a Mark-Up Percentage: Choose a percentage that covers costs and

generates profit.

o Example: Mark-Up =50%.

3. Calculate the Selling Price:

Selling Price = 100 + (100 x 0.50) = R150

4. Check Your Profit Margin:

Profit = 150 — 100 = R50

=

Profit Margin , ( lor 0
5

7. Common Mistakes to Avoid

0
) x 100 = 33.3%

¢ Underestimating Costs: Forgetting indirect costs can result in underpricing.

e Setting Prices Too High: Customers may look for cheaper alternatives.

o Ignoring Market Trends: Be aware of what competitors charge.
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8. Practical Examples for South African Businesses

Example 1: Retail Product

A small business owner sells T-shirts. The cost price (including printing and packaging) is R80 per T-

shirt. They want a 60% mark-up.

Selling Price = 80 x (1 + 0.60) = R128

Profit Margin:

Profit = 128 — 80 = R48

Profit Margin = (14788) x 100 = 37.5%

Example 2: Service-Based Business

A hairdresser calculates that the cost of providing a haircut (including rent, products, and labour) is

R120. They want a 50% mark-up.

Selling Price = 120 x (1 + 0.50) = R180

9. Adjusting Your Pricing Strategy
When to Increase Prices
o Rising costs of materials or services.
¢ Increased demand for your product.
Offering Discounts Without Hurting Profits
If you offer a 10% discount, ensure the selling price still covers costs. For example:
e Original Selling Price: R200
e Discounted Price: R200 - (R200 x 0.10) = R180

¢ Profit Check: R180 - Cost Price (R120) = R60 - Still profitable.
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10. Conclusion
Key Takeaways
e Calculate all costs accurately before setting prices.
¢ Use mark-up to determine selling prices and ensure profitability.
e« Regularly review your pricing strategy to stay competitive.
Tools to Help with Product Costing
e Spreadsheets: Use Excel or Google Sheets for calculations.

e Online Calculators: Many free mark-up and profit margin calculators are
available online.

By following this guide, business owners in South Africa can confidently price their
products, ensuring profitability and sustainability.

Disclaimer: This training module provides general information only and does not
constitute professional advice.




