Should we move away from lowest cost tendering?

Ryan Evans – 1910852
Lindsey Richards


[image: A picture containing text, sign

Description automatically generated]
Contents Page
Page 1 – Front Cover
Page 2 – Contents Page
Page 3 – Introduction
Page 4 – Traditional Procurement Advantages
Page 5 – Traditional Procurement Disadvantages, Obstacles to different procurement routes
Page 6 – Conclusion
Page 7 – Conclusion
Page 8 - References























Introduction
Choosing the right main contractor is essential in any construction project. There are many points that should be thought of in terms of selecting the correct main contractor for the project and why they would be best suited. In construction, the procurement process determines who is used to provide goods or service. In a construction project, the procurement process is used to allocate design and construction responsibilities in terms of a contract. “Good procurement practice is key to delivering successful construction projects” (Mills & Reeve 2014). A good procurement process should result in the ‘winner’ of the tender providing a high value project by ensuring that a good quality of service is provided within deadlines, to agreed cost whilst maintaining good relationships across the board. It is essential that a good procurement strategy is established at the outset of a project to ensure that the project is a success. “The strategy is likely to focus on issues such as:
· Speed.
· Cost.
· Quality.
· Specific project constraints.
· Risk.
· Asset ownership.
· Financing.
· Programme.
(DesigningBuildings 2021)
All construction projects begin with a client. The client is the person/organisation that has come up with the idea of the project, has arranged finances to fund the project and is happy that the project is a worthwhile investment. As a result of this, the client is the most important person or people in judging the projects performance and who’s expectations must be met by the team involved in the project. The client basically allocates risk to different parties regarding the design and build of the project through contracts. These contracts are then used throughout the development of the project to identify responsibilities of each party.
There are three key components in ensuring best value is obtained when purchasing services or goods:
1. Timescale
2. Cost
3. Quality
The winner of the tender should be able to meet all project deadlines whilst keeping within established budgets on the project and deliver a high-quality service in line with the specifications determined in the planning of the project. The procurement process can be a lengthy and very time-consuming process but if carried out correctly it can benefit all parties concerned in the project. 
The client can use the procurement process to gain a better value for money. They can achieve this due to comparing different tenders against each other and establishing which tender would suit their needs better. For example, one tender may cost less than the other, but the other tender may provide a better-quality goods. This may result in less maintenance being required on light fittings for example, which will save money in the long run-in paying electricians to replace fittings earlier than they would have needed too if a better-quality fitting was used. A good procurement process may also give the client opportunity to be provided with examples of previous work a contractor has carried out. This may allow the client to establish that one contractor has more experience and a good standard of past work in the same area of facility as their project. An example of this could be if the project is a new build primary school, one contractor could specialise in schools while another has little experience in building schools as they are mainly carrying out projects in the retail sector etc. This can only be beneficial. “There is no better way to ensure quality than by contracting experienced builders to complete the project” (MurchieConstruction 2017).
Traditional Procurement
As with everything, there are pros and cons to the traditional procurement process. 
Advantages
Firstly, this type of procurement process has been around for hundreds of years. All parties involved in a project will be familiar with this process and should have plenty of experience in using it in the past as is the most used procurement route in construction.
In this route, “the client first appoints consultants to design the project in detail and then prepare tender documentation, including drawings, work schedules and bills of quantities.” (DesigningBuildings 2021). This is beneficial in terms of gathering different costs as contractors will know exactly what they are quoting for. This enables the client to compare prices of numerous contractors. Tenders should show accurate quotes as precise costs are able to be maintained through the design teams drawings. However, if any obstacles are highlighted further costs may occur due to any variation works. Obviously, it is quite common for extra charges to be incurred in this type of procurement, especially in large scale projects due to unforeseen obstacles causing issues down the line. As a cost has been given to a specific price, any alteration will be extra. 
It also gives the client a better input on requirements needed in a project. By this I mean that a client can meet with their design team and come up with a design between them without having a contractor swaying any of their decisions. In the past, in my personal experience, I have seen contractors talk clients into having un-needed and unbeneficial specifications for the sole purpose of being able to invoice for more money at the end of the project. By using this type of procurement strategy, the contractor will have no input and the client, and the design team will take all responsibility for ensuring the requirements of a a project are met at the conclusion. 
It also allows for exact deadlines to be established. If the design process has been carried out to a good standard and all potential issues have been thought of and accounted for then there are no reasons why deadlines cannot be met. Contractors should work out exact time frames for each task needed to be complete, work out delivery times for materials and plant and any other potential hold ups. If the deadlines are not met “a contractor, in fact, is in breach of contract” (CalaLaw 2021). This is the risk a contractor has and would probably be hit with penalty clauses to ensure the client does not end up ‘out of pocket’ due to time delays in opening a facility, such as a restaurant for example.
Finally, this type of procurement system is well known, enabling confidence to be assured in those involved throughout the supply chain. (Morledge & Smith, 2013).

Disadvantages
The first disadvantage of this type of procurement method is that it can be a timely process to produce a full contract. This is because the designers of a project will do their part before a tender for contractors has even gone out. This means that time will have to be allowed for potential contractors to price up works then more time for the client to establish which contractor will be used. In comparison of this other procurement methods pass responsibility for design to the contractor and this inevitably saves time. “The ability to make late design changes is one of the main causes of delay and increased cost as well it results in adversarial relationships (Cooke & Williams, 2009)
Lowest cost does not always mean best. In modern construction I feel that Value for Money is more important that cheapest cost. In my opinion, if cost is radically reduced, other areas will suffer. Usually, quality. The reason for this is that to keep costs down cheaper labour or materials are used which consequently result in an inferior final product.
It also results in lack of communication. There are a couple of reasons for this. Firstly, the more people involved in a project the more people must keep relaying a message on. By the time this gets to the required party some details may have been changed or lost. Secondly, “When making significant purchases, frank and open communication between potential supplier and customer is crucial. Competitive tendering is not conducive to open communication; in fact, it often discourages deep dialogue because in many cases all discussions between a bidder and the purchaser must be made available to all other bidders. (Murray 2011)
In the U.K there is a theory that we need to move away from traditional procurement routes. The reason for this is that the ‘Big Companies’ are often going in so low in price that smaller companies cannot compete. This reduces the level of fair competition in the industry and can often result in smaller firms going bankrupt. This will lead to more people out of work and can affect our economy. However, there are perceived obstacles in moving to a different procurement route.
Obstacles to different procurement routes
The first obstacle is that clients are stuck in a rut so to speak and continually use lowest cost as best value. This is not the case as discussed above. You may have to pay a marginally higher cost to provide a much-increased standard of facility. This will be worth the money in the long run. It can lead to further investment in the future, less maintenance costs and a more suitable design for the service intended to be supplied to name a couple of reasons. 
In the Design and Build procurement route, the client may have more responsibility. They may be responsible for a fully worked out scheme design. This may be a barrier to change. In traditional procurement, the design is carried out by a specialist team and a contractor carries out the construction. This means there is little involvement of the client. The design and build route may also result in a difficult process to evaluate overall cost in comparison to design. As every tender will have a different design, with a different cost. This will be time consuming and may be difficult which tender will be the best value for money. “There is also the risk that the client may have to pay more if the contractor has to take on an unreasonably high level of risk due to a lack of design clarity when tendering. (DesigningBuildings 2021). There can also be difficulties in determining accountability for design. This may be another issue preventing a move from Traditional procurement route.
Familiarity is another obstacle we face. Traditional procurement is the most common procurement route we use. As a result of this, many clients are familiar with this process and are reluctant to change. 
Management procurement involves a higher risk put on the client in terms of cost and time. This will again be a large obstacle in moving from Traditional procurement to, in this case, Management procurement. Traditionally, lowest cost is the most common reason for using traditional procurement. It is very unlikely that a client who has used Traditional procurement historically will use management procurement process and incur a greater risk of high cost and time delay. 
Again, cost is a factor in the decision to use a Partnering Procurement process. The client may feel concerned that they are paying too much due to a lack of competitive tendering in terms of cost. There may also be concerns about breakdown in communications as there are so many parties involved. If one party is not at the same level of efficiency as the others, this may even result in breakdowns in relationships which is inevitably going to be a disadvantage to the client through time delays.
Conclusion
Although there are obstacles that may be preventing clients from moving from lowest cost tenders, I feel as though the benefits in doing so far outweigh the perceived negative effects. Firstly, many contractors specialise in different types of facilities. If a client has their own design team to design a facility, then they may not be as experienced in that type of facility as the contractor is. This may mean time delays or increased costs in the long run as some problems may have been encountered in a previous project undertaken by a contractor and can then be avoided. Design and Build procurement strategies still places most of the risk on the contractor. In terms of cost, this is a low risk to the client although there may be some concerns in quality and design due to potential lack of input in the ‘detail design’ which is taken on by the contractor. However, many clients will ask for their design consultants to be used by the contractor under a novation agreement. I can see why a client may be reluctant to use a management procurement strategy. The reason for this is that although design is perceived as little risk to the client there is an increased risk in cost and time delay. It is important to “always consider the context of the project and whether it is suitable for the approach.” (C-Link 2021) However, if run correctly and a good relationship where trust has been formed, this type of procurement can work well. I think it is important we implement change in construction. Each procurement route has advantages and disadvantages and I think it would be essential to judge what procurement route to go down in each project on its merit.
After reading the article ‘The Perfect Storm’ I concluded that the author thinks a move from ‘lowest cost tendering’ would be beneficial. He thinks that there is a lack of motivation from the outset of a project as all parties don’t engage with each other and valuable information that can be retained by all is overlooked. He also states that efficiency can be lost by just driving costs down. Instead of working harder there may be a tendency to cut corners, buy lower quality products or employ cheap labour. 
I think it is important to establish what’s more important to the project from the outset. Whether it is solely lowest cost or the best value for money and go from there. Lessons can be learned in some procurement routes that can be beneficial to future projects undertaken, there may be better companies better suited to design of a particular project that you need to bring in for their expertise or if the client already has a lot of experience in a certain type of facility, then alter the procurement method to suit. “There’s no one-size-fits-all approach for companies, it needs to be completely tailored to a company to ensure that maximum efficiency is achieved.” (Midwest 2019)
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