Name:
PROC 5830 Pricing Midterm 









PROC 5830 Midterm Exam
Professor Harris
Spring II

This midterm covers material from classes 1 - 4.  





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.   What is a general definition for comparability factors in reference to price analysis?  Please list and discuss three (3) comparability factors used in price analysis. 

	Comparability factors are applied in conditions involving controlled transactions between associated enterprises and those in uncontrolled transactions i.e. transactions between independent parties. Comparability comes in where the transactions have economically relevant attributes and the circumstances that surround them are similar to ensure the provision of a reliable measure of an arm's length result.  However, in the real world, transactions are rarely alike. A practical approach is, therefore, necessary for the determination of the degree of comparability between the transactions. Therefore, comparability is possible when the effect on material differences on the price or profits can be ascertained with utmost accuracy to high accuracy in the results obtained.
Three comparable factors used in price analysis include contractual terms of the transaction, Functional analysis and business strategies. Below is a brief discussion on each factor. 
Contractual terms of the transaction
	The term of the contract is what determines the relationship between the two parties. This is important in ensuring careful analysis when arriving at the transfer price. The terms may also be figured out through communication between the parties in question other than the written contract. The involved parties may not hold each other to the contract terms since each of them has shared interest unless in the case of independent enterprises.  The contract should provide evidence concerning the responsibilities, the risks and benefits as agreed amongst the members. It is important to note that contractual differences can influence price and transactional margins.
Functional analysis
	In the transaction between two independent parties, pricing can reflect the functions performed by each enterprise while taking into consideration the assets used and risks involved. Arm’s length price establishment is always with regard to transactions undertaken. The tax authorities must never do substitution of transactions in the quest to replace those that have taken place unless in exceptional circumstances. Restructuring of transactions should be taken seriously since it leads to uncertainty for taxpayers and may result in double taxation. The law can determine whether the tax authorities are allowed to do as per their abilities. The information is key to the transfer pricing administration as well as in developing the necessary regulations at the beginning of a country's transfer pricing process for effective administration.
Business strategies
	The business strategies include risk aversion and market penetration. They must also be considered. A particular strategy should also be evaluated to ensure it will yield the expected profits which can justify its costs before the involved parties take it up. The benefits should also be able to come out within the stipulated period. Arm's length guidelines should, therefore, be looked at for business strategy effectiveness. A good example is for companies which import equipment and sells to domestic customers. The company needs to resell the equipment at a cost but has to be compensated for the low price through increased earnings through the after sales services and maintenance contracts. 


 
2.   What can a company do to decrease its customer’s price sensitivity?  Would all of the customers be likely to react in the same way? 

	There are many strategies that a company can use to decrease its customers' price sensitivity. Once the motivation for making the purchase, the purpose of the product and the nature of the product is ascertained with reference to the customer, this becomes simple. The company must never indicate to the customer that he is the one bearing the costs. This should be manipulated strategically to make the customer's sensitivity managed. This is possible through offering other modes of payment which allow the customer to pay more without necessarily realizing. For instance, allowing a deposit then later installments makes the customer less concerned about the price unlike demand for a high initial price. Furthermore, payment through provider companies like the insurance also makes the customer focus on the quality and not the price which then requires a company to only focus on the provision of quality goods and services.
	Proper market analysis to ensure costs of the items being sold do not represent a big amount of the customer's income makes a customer less price sensitive. Certain products can only be sold to a wealthier group of people who may not be price sensitive while making the purchase. Furthermore, provision of quality goods at a subsidized price is vital. Customers become price sensitive when they can easily perceive that the quality of the products being offered is low. This is common especially in a competitive market where the product features can easily be compared. This calls for quality provision to make sure the customers do not detect poor quality in the goods of the same category as the competitor's goods.
  The company can create good customer relation strategies which eliminate their need to shop for alternatives. Customer loyalty makes them develop an attachment to the producer which removes sensitivity on the prices of the products. This prevents scenarios where they can shop for alternatives and realize the price differences.  Therefore, creating long-term customers is vital. Removal of lengthy procurement procedures can do this through automatic replacement of the client's inventory which makes then unable to shop around for alternative products. Furthermore, provision of better after-sale services would make the customer loyal to the company. The aim is to create an impression to the customer that he is getting more than he is paying for which then removes price sensitivity issue.
It is important to realize however that not all customers would react in the same way. Some customers are sensitive even to alternative modes of payments in place. They attach a lot of value to their money which makes then sense overpricing of any nature in the product. Some of them would still be sensitive irrespective of the price value with reference to their financial income. Some people earn a lot of money, but their spending habits cannot be said to be proportional to the income they generate. Furthermore, some would want lower prices if the customer relationship has to be maintained which makes them remain price sensitive. This is pure evidence that not all the customers would react in the say way.
 
3.   List and discuss three (3) price-related reasons for canceling a Request for Proposal (RFP). 

	There are several price-related reasons for canceling a Request for Proposal namely; the quotation given might be way higher than what was expected, when the quotation is too low and when the requirements set in the proposal suggest additional costs on the procuring organization.
Every organization does budgeting before conducting any form of expenditure. They develop a rough budget for any transaction such as procurement of a service or some goods. The expectation is usually that the companies sending their proposals to supply the products and the services can work within the expected price category. A high-cost quotation would automatically discourage the organization since it goes beyond the expected budget. This would lead to an automatic cancelation since it has an implication on their profit margin at long last.
Whenever the quotation in the proposal is too low, sometimes cancelation may occur. This is because a low quote is always interpreted to mean poor quality products and services. Some companies associate price with quality which then implies that, whenever they detect a price lower than they expected, they cancel the proposal. Furthermore, price is also attached to status which then makes them cancel the proposal because it may seem that it does not meet the expected status. Therefore, even though the supplier might use low price as luring strategy in the competitive market, the price might lead to automatic cancelation of the Request for Proposal.
Cancelation can also occur if the terms of the proposal indicate possible additional costs for the organization. Many organizations love when the price is all-inclusive making them pay for the goods or services at once. Any evidence that they might have to incur additional costs would prompt a cancelation. This explains why most suppliers give after sale service to ensure that clients do not detect that they have to bear any additional costs which make them price-sensitive leading to the cancelation of the proposal. An all-inclusive price also makes it easier to plan since there is no uncertainty concerning the expected expenditures. 
4.   Complete the index there should be an answer in each box:

	Year
	Average Annual Price
	Price Relative Calculation
	Price Relative
	Index Number

	2009

	$19.74
	19.74/19.74 × 100%
	100%
	1.00

	2010

	$21.87
	21.87/19.74× 100%
	110.79%
	1.11

	2011

	$23.74
	23.74/21.87×100%

	108.55%
	1.09

	2012

	$25.00
	25/23.74 × 100%

	105.31%
	1.05



Using the chain base method,
 Price Relative calculation = current price/base price (×) 100% 
Index number = price relative/ 100. I.e. 100/100, 110.79/100, 108.55/100, 105.31/100. 

5.    Discuss three (3) examples of seller’s pricing objectives.


	There is a lot of planning involved before a seller decides on how they ought to price their products. This is because the strategy affects not only the profits but also the growth of the business and market influence. Examples of seller’s pricing objectives are competition based, market penetration and loss leader objective.
Competition based objective pricing focuses on what the competitors in the market are charging. The seller strives to either meet or beat those prices in order to survive in the competitive market. The seller creates an impression attractive customers to his or her goods based on the better prices being offered other than other factors. Many retail sellers apply this objective making them to make constant adjustments on the prices to attract customers and therefore realize large volumes of sales in comparison to other competing companies. This is aimed at ensuring the company enjoys economies of scale through a control on a large market. The profit margins realized in this case are usually low which then imply a low momentum of growth.
[bookmark: _GoBack]Penetration objective. This aims to create customer loyalty to the company with a projection that the benefits might come by with time. It is a market entry tool that also expands a market base for the seller leading to access to a large pool of customers. The objective is to expand the market even where there are already existing competitors by making sure the customers develop loyalty to the seller, which is vital for the long-term existence of the company involved. The lifetime customer value is increased since the first time offering the product makes the customers fully hooked to the seller as a result of the outstanding first-time product whose quality might be adjusted in future.
Loss leader objective which aims at getting new customers. This is irrespective of whether any profit is being made or not. Through accepting some loss on the first sales, the business sales related products at the normal pricing. Additional profits obtained from the alternative sales are used to sustain the business in the long run. Therefore the objective is to discount one or more products on the shelves with the intention of getting customers into the stores for high sales. Since the clients are bound to buy additional products, the seller has increased sales which translate into a better profit margin.
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