Atlantic case study
TO: Oliver Smith
FROM: Ricardo Rodriguez
DATE: April 6, 2021
RE: BEST PRICING STRATEGY FOR JOWERS 
This memo recommends the use of the value in strategy as the best pricing strategy Jowers should charge Day Trade Journal.com for the Atlantic Journal. This is after comparison with the other strategies using break-even analysis whereby the contribution margin analysis of value-in strategy is the highest (2662). 
Background
There are four major options available for pricing strategy that Jowers can charge DayTradeJournal.com for the Atlantic journal. The first strategy is the status quo. In this strategy, the PESA will be provided free of cost with the Tron server as followed traditionally. In this case the cost of Atlantic bundle will be $2000. The second strategy is the competition based pricing strategy whereby a single Atlantic bundle can provide service of 4 basic servers. The cost of one Atlantic server will be $3400. Cost-plus pricing is the third strategy whose cost is $2245 (see calculations in exhibit). The last strategy is the value-in pricing strategy whose cost is $4200 (exhibit).  From the break even analysis, the contribution margin will easily be attained through this strategy, thus it is the best to be used. 
Recommendation
The best pricing strategy for Jowers is value-in.  This strategy is the one that will bring maximum profit to Jowers.  
The contribution margin analysis (see exhibit) shows that break even will be more easily attained in value in use package.  This means that the value-in strategy is the best to use. 
Assumptions
One of the assumptions is that the best pricing strategy is the one that with the highest cost of Atlantic bundle. The other assumption is that the all other factors that affect the price will remain constant. 
Next step
Basically, the only step is by implementing the proposed strategy (value-in). 
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Exhibit
The status quo
In this strategy, PESA will be provided free of cost with the Tron server as followed traditionally. Cost of Atlantic bundle = $2000	
Competition based pricing
In this case, 1 Atlantic bundle can provide service of 4 basic servers.
But since Matzer and colleagues were conservative we are comparing performance of 2 Tron server with 4 Zink server
Price of 1 Zink server = $1700
Price of 4 Zinc server= $1700*4=$6800. Therefore, two Atlantic bundles will also cost same. Cost of one Atlantic server = $6800/2= $3400
Cost-plus pricing
Let’s assume that Atlantic’s share of basic server segment will be $4 in 2001, 9% in 2002, and 14% in 2003. Again assuming that 50% attach rate of PESA that is only 50% installation will have PESA.
R&D = $2000000
	Details/particulars
	
	value

	Sales after 3 years 
	21180
	21180

	Effective number of units
	10590
	10590

	R&D cost per unit
	2000000/10590= 189
	189

	Cost of Atlantic bundle
	1727
	1727

	Mark up of 30%
	518.1 (0.3*1727)
	518

	Total cost 
	2245.1 (1727+518.1)
	2245

	
	
	





Value-in Pricing
	
	Cost per server
	2 Tron server
	4 Zink Server

	Price of server
	Tronn =$2000
Zink = $1700
	4000
	6800

	Electricity
	250
	500
	1000

	Software cost
	750
	1500
	3000

	Labour
Total cost 
	$80000/40=2000

	4000
10000
	8000
18800

	Relative Savings
	
	18800-10000
=8800
	0

	50-50 cost sharing
Effective cost
	
	4400
4400
	0

	Final cost of bundle
	
	4000+4400
=8400
	18800

	Cost of 1 server
	
	8400/2= 4200
	



Break even analysis
	strategy
	Status quo
	Competition based
	Cost plus
	Value-in

	Contribution margin 
	462
	2042
	707
	2662



