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Problem 1:
a. Skimming price will work for them when, initially, they set up a high price for their products but as time progresses they lower the price of their products. This pricing strategy is essential in enabling the business to attract more business. However, skimming price strategy has some limitations which limit the operations. The limitations of skimming price strategy include the fact that it can only be applied in cases where the elasticity of demand is inelastic, in cases where the margins are high then the firm may be inefficient in the use of its resources and in the prudence in the management process, price skimming strategy presents a scenario where there is price discrimination, therefore, causing illegalities (Simon & Fassnacht, 2018).   The penetration pricing strategy is a strategy that sets lower price at first and continually increases the price of the products.  The business should charge a penetration price since the penetration price work for both the inelastic demand and the elastic demand. In the scenario, the demands for the products are still uncertain. Therefore, charging the penetration price is a strategy that ensures that the customers are made aware of the products while it also serves as an advertising medium.
b. Initially, the business is not going to make an economic profit. However, they are likely to make an economic profit in the long run. This is because in the short run, the business will only reach the break even and the total costs that will be going into the production will be funded by the revenues in the end. When the penetration price is used then there is also a higher probability of not making economic profits at first while making the economic profits in the end.  However, the scenario that is likely to play in the business will occur if the minimum average total cost will be equal to the price which will make a normal profit which is equivalent to zero economic profit.
c. Alba and Gavigan should improve on the capital and labor. Increasing the capital and labor, skilled labor, is likely to improve the productions. They should focus on the quality of the products produced and engage on the marketing of their products. The business must review their costs, to engage in expansion of the markets and to boost the productivity. The business must also engage in the marketing of the products the business. The business must also engage in the activities that are geared towards promoting the corporate social responsibilities. Alba and Gavigani must also employ the best management practices to manage the employees and manage their finance.
Problem 2:
a. Conventionally, the lowest bid is $397,980, as charged by all the rivals. Consequently, my practice is to always add an estimated 60% – 80 % to my incremental costs with the objective of establishing both my minimum bid values, as well as, maximum bid value. I can also make an offer of a maximum bidding value of $482,400 which is my incremental costs added to the 80%. My maximum bid value of $482,400 is still $23,600 short of the highest rival bid which is an estimated $506,000 by Rival C. In establishing the bid, therefore, I have the full knowledge of the dynamics of the price involved. Setting the price too high will scare the customers while setting the price too low will lead to losses, the situation is known as “winner’s curse” (Thaler,2012). If I have to win this contract, therefore, my bid price must be $397,980 or less. Rationally, any value which is lower than the historical low bid should be able to win the contract. 
b. To maximize the expected value of the contribution the price must be $536,400. The calculation for the maximum expected value is as follows;
Bid price=Allocated costs+ Incremental costs, $268,400+$268,000= $536,400
The price of the bid that is requisite for winning the project and at the same time maximizing the contract is calculated from the gross revenue and the total costs of materials in the production. In order to estimate the bid price, the maximum rate of the allocated costs is added to incremental costs. 
c. From the calculations, it is clear that there is a possibility of winning the tender at a maximum rate of allocated cost while at the same time having the ability to maximize the contract even if there is a minimum rate of the allocated costs in the project. Such is the case that has been presented in the project.   From the project, the total allocated costs are $440, 000 while the incremental costs from the project is $440,000×79% which gives $347, 600.
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