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Marking Criteria:
 We expect the learners to write minimum one well expressed point in three lines against each allocated mark. This means one needs to write 15 lines with 5 well expressed points to get high grades for a 5 marks question.
For high grades use examples and illustrations where appropriate. 
	1. Give short answers to the following questions: (20)
[bookmark: _GoBack]
i. Discuss the objectives of pricing in detail.
Pricing can be defined as the process of determining an appropriate price for the product, or it is an act of setting price for the product. Pricing involves a number of decisions related to setting price of product. Pricing policies are aimed at achieving various objectives. Company has several objectives to be achieved by the sound pricing policies and strategies. Pricing decisions are based on the objectives to be achieved. Objectives are related to sales volume, profitability, market shares, or competition.

ii. What is the difference between predatory pricing and price discrimination?
Predatory pricing is the act of setting prices low in an attempt to eliminate the competition. Predatory pricing is illegal under anti-trust laws, as it makes markets more vulnerable to a monopoly. Companies may engage in a variety of activities that intend to drive out competitors, such as create barriers to entry for new competitors or unethical production methods to minimize costs.

Price discrimination is a pricing strategy that charges customers different prices for the same product or service. In pure price discrimination, the seller charges each customer the maximum price that he is willing to pay. In more common forms of price discrimination, the seller places customers in groups based on certain attributes and charges each group a different price.

iii. How would you distinguish between collusive tendering and collusive bidding?
Collusive tendering is when companies making tenders secretly share information or make arrangements among themselves in order to control the result.

Collusive bidding refers to agreements by contractors or suppliers in a particular trade or area to cooperate to defeat the competitive bidding process in order to inflate prices to artificially high levels.  It can occur in large and small contracts.  Where collusive bidding is well established prices can rise substantially, in some cases by as much as several hundred percent.

iv. What is the difference between fixed costs and variable costs?
Variable costs are those costs that vary depending on a company's production volume; they rise as production increases and fall as production decreases. Variable costs differ from fixed costs such as rent, advertising, insurance and office supplies, which tend to remain the same regardless of production output.

v. Outline the factors that affect price determination.
6 Factors Affecting Price Determination of Product
a) Product Cost: The most important factor affecting the price of a product is its cost.
b) The Utility and Demand: Usually, consumers demand more units of a product when its price is low and vice versa.
c) Extent of Competition in the Market: The next important factor affecting the price for a product is the nature and degree of competition in the market.
d) Government and Legal Regulations: The firms which have monopoly in the market, usually charge high price for their products.
e) Pricing Objectives: Another important factor, affecting the price of a product or service is the pricing objectives.
f) Marketing Methods Used: The various marketing methods such as distribution system, quality of salesmen, advertising, type of packaging, customer services, etc. also affect the price of a product.

2. Discuss the basic methods of pricing determination in detail. (10)

The pricing method you select provides direction on how to set your product price. The way you set prices in your business will change over time, for many reasons. As you learn more about your customers and competition, you may decide to change your pricing method. Use changes in the industry or the development stage of your product as an indicator that it’s time to review your pricing strategy. 

Cost-based Pricing

Each of the three cost-based pricing methods described begin with a product cost subtotal. To calculate product cost you need to include the costs of operating the business, which could include raw materials, transportation, advertising, wages, rent and other costs incurred in producing the product. Once you have a base cost, then add the profit level you want for the business to the product cost subtotal to determine your product price.

Competition-based Pricing

The big advantage of competition-based pricing is that you are focused on your industry and, therefore, your competition. The industry focus associated with competition-based pricing looks closely at the types of existing and emerging competition. Once you know what your competitors are doing, you can better decide how you will manage your business. You are able to charge a higher price if you can show how the product has a uniqueness or innovative quality and is ‘worth’ more for the value.

Customer-based Pricing

Most business owners want to know “at what price do my customers think my product offers good value?” Knowing your customer ensures you take a market focus with your business. You need to find out how your customer feels about various product prices and what they would do if the price changed.
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