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[bookmark: _Toc96326259]Assignment objective 

Within this assignment my main objective is to suggest an alternative approach to procurement and tendering, which will consider other factors other than lowest cost. To begin I will be giving a brief introduction to procurement within construction and discussing the main types of procurement methods while discussing the key points of each method and factors that must be considered before selecting the correct procurement route for a project. I shall move on to discuss what lowest cost tendering is and why we should move away from this while discussing perceived obstacles that may obstruct the move to a different approach to tendering in the UK. 
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Firstly, let’s begin to discuss what the meaning of ‘procurement’ means. The term of ‘procurement’ relates to the act of obtaining something and is the broad term of which relates to all industries and not just construction. This could involve activities such as negotiating, sourcing, and creating strategies that are aimed at securing goods or a service for a person or organisation from an external source. 
Procurement can be simplified as shown below in the following sequence:
1. Firstly, identifying the needs for goods or services.
2. Next, will be to identify the criteria for selection of the supplier.
3. Then establishing and executing the process for selecting the supplier.
4. Lastly, will then be to appoint the supplier and agreeing the terms. 
The above sequence shows in order how procurement works. Below I have shown an example of how this works in construction from a main contractor leading a procurement process of good and services on site. 
1. Identification of the need for several tonnes of concrete used for concrete paths on an external project.
2. Next, identifying suppliers who can provide the required goods to the specification needed within the deadlines needed. 
3. Invitation for the suppliers to submit a price/quotation for supplying the goods. 
4. Selection process and appointment of the best value supplier to work with based on affordability, time, quality, and suitability. 
This shows a simple example of procurement within construction. But the procurement process can be very complex as it involves considering several factors such as delivering good and services of a good quality, on time and in budget. I strongly believe that a good strong procurement process can underpin the success of any construction project from the financial and project management perspective and that’s why I believe it’s very important to get the process right.
 Following on from this, we understand a client must select a method of procurement which is best suited to their project. This will be identified at early stages of a project. These methods are commonly known and referred to as ‘procurement routes’. Below listed are the four main procurement methods:

Traditional procurement. Of which can also be known as conventional procurement.
Design and Build procurement.
Management procurement.
Partnering.


(Rigamonti, 2021)
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Traditional procurement is mostly known as the long-standing form of procurement. This procurement method comprises of a tripartite arrangement which will involve a client, consultant, and contractor. Meaning the client will choose an architect or design team to develop their brief into a solid proposal, right up until the point that the design is detailed enough to put out to tender. Following this, a competitive tender process between several main contractor will commence. The successful contractor will then be responsible for delivering the project according to the tender drawings.

Key points regarding traditional procurement:

The design process is separate from construction. 
The consultants are the ones who are responsible for the valuations and to agreeing payments.
Full documentation required before a contractor will be invited to tender for the works.
Appointment of a contractor is commonly by a competitive tender but can also be negotiated but this is less usual.
Client will have full control over the design, quality, and the standers of the work. Can result in higher standard of work, which other procurement routes may not be able to.
Generally, no design responsibility on the contractor, as design and construction are separate process. This can lead to the overall programme for the project to be relatively long.
Traditional lump sum in the approach of quality, cost and design is low risk procurement option for the client. But the time which is needed for the project can likely be a little longer than other procurement methods. 
Can be used in a wide range of situations such as basis for pricing results in a lump sum contract, measurement contracts, cost plus contracts or for a one-off project.

The below image, show us the traditional route. 
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(Scott, 2021)
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The design and build procurement route are a method of where a main contractor appointed and is the one responsible for the undertaking of both the design and the construction of the works, as opposed to the traditional route where the client will appoint consultants to carry out the design of the project and then contractors are appointed to carry out the works. But in the case of the design and build, the main contractor is in charge and responsible for the planning, design, organising, control, and construction of the works down the employers’ requirements. A key benefit of using this route is that there is a single point of responsibility for the design and construction for the whole project and having the involvement of the contractor early on can have potential cost savings, potential earlier competition, easier constructability and minimum design and construction risk to the client.

When using this route, the appointment of the contractor most often carried out through two stage tendering. With the first stage process consisting of agreeing fees for the design and build, Preliminaries, overheads and profits, pre-construction and construction programme and many other factors. For the client, it’s very important that the first stage appointment us based on as much information as possible and the requirements are defined as changes could prove very expensive. Second stage will carry on the negotiations between the successful tenderer and the client. That will then conclude the agreement of a lump sum price on the project. 

Key points using design and build route:

· As stated above, there is single point of responsibility for the design and construction for the whole project.
· By having the design and build overlap will reduce the overall project time. 
· Pre-agreed price. Meaning the contractor take on most of the financial risk and not the client.
· Client is engaged to a single contractor for all aspects of works, which can make the whole process easier for the client.

Shown below is the Design and build route.
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(Scott, 2021)
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The management procurement route is a route of which is constructed by several different work contractors of who are contracted to a management contractor. This meaning that the management contractor will not directly undertake any work, and work will be broken down into packages and carried out by other contractors. The management contractor will be appointed by the client early play of the design process, so it allows their experience to be used. This can help improve with the cost, design, and buildability, whilst also helping with any risks and interfaces. 

Key points using management procurement route:

· Works will be carried out by several subcontractors managed and contracted to a management contractor.
· Management contractor will be appointed at an early stage by the client, so they’re experience can be used in the design process to help improve the cost, quality, time, and standard of the proposed development. 
· The agreement between the client and the management contractor will most likely cover the pre and post construction activities.
· The management contracting procurement rout can be beneficial on complex projects or any specialist projects as there are a variety of packages which is individually appointed to the best suited subcontractor. This can help with the potential highest quality of delivery and standard of work.
· Beneficial to the client as they can retain control of the design while drawing on the experience and expertise of the management contractor.
· Client can also move the risks of procurement and delivery to the management contractor as they will be responsible for both the management of the project and the works being carried out.

Below, shows the management procurement route in order.
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(Heming, 2021)
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Partnering is a management approach which is used by two or more companies or organisations to achieve specific objectives by maximising the effectiveness of each other’s resources. Both parties will become dependent on each other for the success of a project as it requires a change in attitude, culture, and procedures throughout the supply chain. Both parties must work together in an open and trustworthy for to achieve the mutual objectives which have been set. If the successful partnering shall happen it should enable long term integration for the whole project team for the mutual benefit of all and therefore vital that the right partners are chosen. 

Key points using partnering:

· Less bureaucracy. Better communications with better understanding and tolerance of problems. Can lead to faster construction and continuous improvements.
· Less risk for the client with greater satisfaction of delivery and quality of the works carried out. 
· Problems can occur when both parties may have a disagreement which can result in acrimony. 
· Reducing the risk from the client may affect the competitiveness of the contractors and his ability to innovate.
[bookmark: _Toc96326265]Factors that can influence the choice of selecting a particular procurement route. 

Before selecting a particular procurement route for a project, it is vital that the following factors are to be considered before selection as the following factors can have a massive say on picking the correct procurement route for a project. The following factors will provide an extended list of considerations that will needed to be looked at and understand the challenges of the project before the selection of the particular procurement route. Below I have listed several factors that are needed to be taken into consideration. 

· The project characteristics. This will include the size of the project, the complexity of the project, the site location, the design of the build of which will influence time, cost, and risk. 
· Client characteristics. The client’s knowledge and experience. The culture of the organisation. Also, the degree of the client’s involvement within the project.
· The external factors. This includes any economic, commercial, political, technological, legal, and social involvement.
· The ability to make any changes. Within any project, it is inevitable that there will be changes. Therefore, desired level of flexibility is needed as the client may need to make changes during the project.
· Covid 19. Price increases within materials and subcontractors. More leading time on materials. Workforce issues due to covid. 
· Risk. There’s risk within every construction project but risks of the project should be discussed before the start of the project to utilise any cost issues.
(UK ESSAYS, 2015)

[bookmark: _Toc96326266]What is lowest cost tendering?

Lowest cost tendering is where the client will issue a tender for a particular project and several contractors will compete and price the tender released. The client will then choose the client with the lowest cost to carry out the works. By using a contractor who has the lowest cost has priced the project at a lower profit and margin with lower time for someone to complete. They also may be trying to change something or doing something differently which is great for innovation, but this can mean a poorer quality, durability, and safety. The unprofitable table sector will not deliver the safe and sustainable building a client will need. This can lead to cost and time over runs, leading to poor value for money. Lowest cost will carry a heavier price in the long run.

For the client, lowest priced tender looks good on paper with competitive prices that will allow the client to demonstrate that they have obtained good value at the point of award. But, most often or not the lowest price tendering will have many problems in terms of delivery of the project such as poor performance, poor standards, and quality of work. This can then lead to contractual issues which can then lead to contract termination and contract insolvency. This shows that going with the cheapest isn’t always the best and can also lead to more costly issues which will then cost more than anticipated. Using the lowest cost is very risky and can lead to many problems in the short and long term. Another point is that the contractor may have not priced the tender correctly and missed several items, this can then lead to them trying to cut corners in terms of cost savings which leads to poor quality and standard of works due to the fact they have missed items to price in the tender. All the stated show that lowest cost tendering is eliminating the build quality, collaborative options, while damaging the companies’ overheads and profits. 

A prime example of the lowest cost tendering and of which was cited as one of the main reasons of the collapse of one of the UK’s biggest main contractors ‘Carillion’ was lowest cost tendering. Their strategy was the undercutting of all their tenderers and winning work with the lowest cost. This then aided in projects not being completed on time and issues with ongoing project. This then led to cost issues and liquidated damages. Following on from this, it then led to major debts and then into liquidation. This shows how easy things can spiral by choosing the lowest cost tenderer. 

(Price, 2022)
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One of the main obstacles than can occur and obstruct the move is the budget from the client. A client will have a yearly budget set and will need to spend before the end of the financial year. The more works or projects the client carries out is better for them. Meaning if they can use the cheapest cost to carry out a project it will save them more money and can be used for more upcoming projects. The more projects they can carry out within the budget, the better for the client as they try to make as much profit as possible. Therefore, by them using lowest cost tendering, they believe they will make the most profit. Another obstacle is the lack of experience and communication from the client. Meaning the client may not have much experience in a certain area of work and have chosen the lowest cost tender due to the lowest price. But as they haven’t got any experience in this area, hasn’t realised what the contractor has priced for. Also, due to the lack of communication they may not have spoken to the contractor regarding what they have priced for. Other contractors may have priced a higher cost, but the client may not have realised what they have priced as a lack of experience in this area of work and as they haven’t communicated to the contractor regarding why they have a higher price. This leading to the contractor just choosing the lowest cost. 

[bookmark: _Toc96326269]Alternative approach other than lowest cost tendering.

I strongly believe that the construction industry needs to move away from lowest cost tendering due to the high risk involved and as it has no benefits for the client in terms of poor quality and standards of building due to the contractors pricing on a lowest margin and profit while also seeking other ways to recover any lost costs such as claims and disputes with the client. Therefore, an alternative approach will be to use Alliancing or patterning with the client. By using alliancing and partnering will improve the performance in construction as it allows two or more organisations to work together and agree on mutual objectives, ways of resolving any disputes, discussions regarding improvements that can be made, measuring the progress, and sharing the gains. As stated in the perfect storm article “better collaboration will improve outcomes”. Collaboration between the client and contractor is vital as it will eliminate mistakes from the beginning and throughout the construction period. Less mistakes will lead to better profits for both parties. 

Another key benefit from using the alliancing and patterning route is that it allows a lot of flexibility within the project as it allows the contract and parties involved to adapt very easily to the changes made to the design or construction that may have not been evident at the outset of the project. This is a massive advantage for the client and contractor. “Flexibility underpins the alliance model” as stated by Paul Walsh in the perfect storm article who is partner at Hill Dickinson. 


(Group, 2021)


[bookmark: _Toc96326270]Conclusion 

To conclude, as I’ve stated within the assignment. I strongly believe that the construction industry must move away from the lowest cost tendering due to its high risk to low reward ratio. Using lowest cost tendering will only create problems and issues for the client as a low tender price will most often or not won’t cover the contractors cost, overheads, and profits. As these won’t be covered it leaves the contractor no choice but to seek other ways to claim and dispute with the client to try and recover any costs. This also leading to quality issues with the works and services carried out and delivering to the lowest standard. Using the lowest cost in the short term will not deliver any cost savings but will in fact lead to more result in cost and time due to the poor value for money. With all the above stated, the lowest cost tendering can seriously cause damage to a client financial health. By choosing the lowest may come with many consequences. 


































References
Group, R. M. (2021). The Perfect Storm. CABE. The Building Engineer - January 2021, 1-13.
Heming, P. (2021). C-Link. Retrieved from C-Link: https://c-link.com/blog/management-contracting-procurement/
Price, R. (2022). Ellis Fox. Retrieved from Ellis Ox: https://ellisfox.co.uk/lowest-cost-tendering-the-industry-should-know-better/
Rigamonti, D. (2021, December 24). Designing Buildings Construction WIKI. Retrieved from Designing Buildings Construction WIKI: https://www.designingbuildings.co.uk/wiki/Procurement_route
Scott, B. (2021). Urbanist Architecture. Retrieved from Urbanist Architecture: https://urbanistarchitecture.co.uk/traditional-vs-design-and-build/ 
UK ESSAYS. (2015, January ). Retrieved from UK ESSAYS: https://www.ukessays.com/essays/construction/the-factors-influencing-procurement-strategy-construction-essay.php


image3.png
Employer

Design & Build Contractor

[ sub-contractor | [ sub-contractor | [ Sub-contractor | [ Sub-contractor |





image4.png




image1.png
Prifysgol Cymru
Y Drindod Dewi Sant

University of Wales
Trinity Saint David




image2.png
Employer

Architects

Professional
Appointments

o[ G ot |
Main Contractor

[ sub-contractor | | sub-contractor | | Sub-contractor | [ Sub-contractor |





