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PROC 5830 Final Exam
Professor Harris
Spring II

This final covers material from classes 6 - 8.  





Directions: 
(1) Please write your first and last name in the header.
(2) If possible, I would prefer typed answers.
(3) One item might have multiple questions.  You are responsible for answering each question with that item.  Please answer each question in detail.
(4) There are 5 graded questions.  Each question is worth 20 points.


1.   List and discuss the steps when performing cost analysis on a contractor’s proposal.
The steps include;
Definition of the cost analysis unit of cost. This determines what exactly the cost analysis measures in terms of costs since its main aim is to know whether a particular venture is worth the cost. The cost is measured mainly in terms of money but sometimes parameters such as time and energy spent can be used.
Itemization of the tangible costs of the intended project. This is because all projects come with a cost implication. Therefore the cost analysis must have a thorough, complete item list with their costs attached. They should be based on actual market prices and research. They can include prices of equipment and goods, transportation costs, operational expenses and staff wages. 
Itemization of all intangible costs. These are things like the time and energy needed to handle the project until completion. Real world costs must be attached to enable us to know the implication on time and what the same time would yield if assigned to something else.
Projected benefits itemization. The benefits of the undertaking with reference to the costs must be undertaken to determine whether the undertaking should be taken or not. This should be done with evidence from research work or similar projects undertaken in the past.
Addition and comparison of the project's costs and benefits. At this stage, a determination is made on whether the benefits of the contractor’s proposal outweigh the costs involves. This gives the initial investment needed if the proposal is approved. 
Payback time determination. This determines whether the proposal's implementation will have a payback within the shortest time possible. The viability of the proposal can also be determined at this point.
Decision-making stage. This is done after cost analysis has been competed. The decision on whether the contractor's proposal can be approved or not is done which forms the final stage.



2.   Although consumers may be relatively price insensitive toward an innovative product, manufacturers will offer a low price to the distributors and retailers.  Why? 
Distributors and retailers enjoy low prices from manufactures irrespective of whether the consumers are price insensitive or not. There are many reasons to this.
 Manufactures aim at maintaining a relationship with the distributors and retailers. One way of doing this is through offering those better prices that assure them of good profits as they sell the manufactures products. This is key in making the manufacturer to increase his supply base and the market reach.  
	Distributors and retailers’ loyalty is also enhanced through the lower prices. This is key in ensuring that the manufacturers’ clientele is maintained for continuous production. Loyalty is also key especially in the times when the company starts to experience hurdles.  In such times, the customer loyalty is what makes them purchase from the manufacturer as a way of giving back to him. 
	Irrespective of whether they are innovative products, the market still has a lot of competition. Similar products are also being distributed which makes it necessary for the manufacturer to continuously give lower prices that attract the distributors and retailers with a view of surviving in the competitive market. Failure to this, the distributors can easily shift their preferences to other manufacturing agents which then denies the manufacturer the benefit of economies of scale. 
	Maintenance of such prices irrespective of other occurrences in the market is also key to creating an impression that the business can be trusted. Whenever prices keep shifting, it creates an impression that the manufacturing business is unreliable in the long run. This then begins to shift the minds of the distributors and retailers onto alternatives which might be harmful to the manufacturer’s long-term operation in the market. 

3.   List and discuss three factors to explore when analyzing contractor assumptions on a cost proposal.
The effects of the cost assumptions on the results. If the assumptions made have a big implication on the project being undertaken then it becomes necessary to further analyze the assumptions. This is because the assumptions might cause a big cost which may not be captured in the budget. This could, therefore, give a wrong impression on the cost of the project which can affect the whole project. It is, therefore, necessary to keenly analyze whether the cost assumptions are those that touch on important elements of the project. If there is no effect then the assumptions are ok since they may not affect the project outcome.
The size of the cost of the assumption. Every assumption must be calculated in terms of costs. Cost is the main parameter that should be used to determine whether the assumptions can be upheld or not. High costs in the assumptions should not be taken lightly. This is because it can be used to judge on the credibility of the proposal since some contractors can allow many assumptions as a way of creating an impression that they can take up the undertaking at low costs. Even though this might give them a competitive advantage, it is a license for poor work.
How clear the assumptions are put in the cost proposal. Sometimes, the assumptions may not be well highlighted in the proposal which could imply that the proposal is erroneous. Clarity of the assumptions is key in the analysis since it tells us whether we should do away with them or a review is required. Clarity is therefore key in the cost proposal whether the assumptions have a great implication or not. Thus, clarity is an area which cannot be ignored.

4.   List and discuss three Other Direct Cost (ODC) categories that may be used by a contractor.
Advertising. This might become necessary especially if recruitment of human labour is one of the key element in the project process.  The contractor can include it in the budget since the costs involved might be high. Even though most of the time it is taken as a separate budget, it can be enrolled as part of the main budget even when it is addressed separately. This might then prompt the contractor to include it in the budget. This also depends on the type of advertising that will be undertaken which can give out the cost implication thus making it necessary for inclusion in the main budget.
Consultants who are hired to give professional advice or services for a fee even though they may not be employees of the organization. They also form an important part of the project especially when a lot of consulting is necessary for the project being undertaken. The costs can be captured in the contractor's main budget proposal since consulting might form a basic part in the project implementation process way before its completion.  
[bookmark: Care] Patients' care costs could also be taken as a direct cost. These are costs of hospitalization, laboratories requirements in case the project is a research-oriented one. This can be included now that human labour is greatly key in the project implementation process making it necessary that the health of workers be taken care of. Failure to which, the implementation process and the timeline for the project completion might be affected to a great extent. These costs can also be captured in the budget especially when the project being undertaken is large in terms of labour requirements.
5.   Would a contractor prefer a cost reimbursable contract or a fixed price contract?  Defend your answer.
[bookmark: _GoBack]A contractor would prefer a reimbursable contract compared to a fixed price contract. This is because a reimbursable contract allows a lot of flexibility which enables the contractor to seek additional costs reimbursement in case of emergencies. In the process, the contract dictates what the provider will earn for the project in addition to the additional cost reimbursement. This is key especially in the world where there are a lot of fluctuations when it comes to the prices of good. In case of inflation which may not be well projected at the proposal stage, the project would still go on as intended. This is unlike in the fixed price contract where everything is determined on the onset and incase anything happens, the contractor has to be ready to bear the costs.
Therefore risks are minimized in the case of a cost reimbursable contract making the contractor not to be worried about how the project will be completed but only to focus on the project. This then assures quality work which is important to both the contractor and the owners of the project in question. Compared to the case of fixed pricing, a cost reimbursable contract makes the contractor to be able to use quality materials. Furthermore, the process is lowered in case of a cost reimbursable contract, unlike fixed price which always involves tendering process to determine the bidder who would assure quality at reasonable prices. Even though there is transparency in terms of pricing for the fixed costs, a cost reimbursable contract gives the contractor full confidence since risks are well distributed which relieves the contractor in terms of the project risks.
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