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1. Introduction
As your appointed Quantity Surveyor, it is part of my responsibility to ensure you understand the key processes and strategies employed by contractors when preparing and submitting their tenders in the UK construction industry. One such critical process is a two-stage pricing approach used when completing a blank Bill of Quantities (BoQ).

Contractors typically begin by calculating gross all-in rates, which reflect direct and indirect costs. However, a second and equally important stage follows, commonly known as the “director’s adjustment”. This report outlines what this adjustment entails under the New Rules of Measurement 2 (NRM2), and identifies the additional factors that contractors consider during this final review. Understanding these factors will help you, as a client, interpret and evaluate submitted tenders more effectively.

2. Overview of the Pricing Process
When tendering using a BoQ, contractors proceed in two key phases:
Gross All-In Rates Calculation:
This includes pricing each BoQ item based on labour, materials, plant, subcontractors, preliminaries, and overheads. It is a technical estimation of what it will cost to deliver the works.
Director’s Adjustment:
After initial rates are determined, senior management (often a director) undertakes a strategic review. This may lead to adjustments—upward or downward—to reflect business strategy, risk appetite, market conditions, and other commercial considerations.

3. Additional Factors Considered in the Director’s Adjustment
The director’s adjustment is not merely about fine-tuning figures but represents a holistic reassessment of how the project aligns with the contractor’s wider business objectives. Below are the main additional factors considered:
3.1. Market Conditions and Competitive Landscape
Contractors assess the state of the construction market, including:

Number of bidders expected

Economic climate (e.g. inflation, interest rates)

Demand for construction services in the region

Significance:
In a highly competitive or recessionary market, directors may reduce margins to win the work. In a less competitive environment, they may add a premium. This ensures the bid remains commercially viable and attractive.

3.2. Client and Project Risk Profile
Contractors evaluate the reputation and reliability of the client, the clarity of the design, and contractual risks (e.g. payment terms, delay penalties).

Significance:
Where risk is perceived to be high, contractors may include a contingency sum or adjust their profit margin accordingly. This protects them from potential losses.

3.3. Strategic Importance of the Project
Some projects offer long-term benefits beyond immediate profits—such as establishing a relationship with a prestigious client, entering a new region, or showcasing capability in a new sector.

Significance:
A contractor may lower their tender price to secure such work, prioritising strategic positioning over short-term returns.

3.4. Current and Projected Workload
If a contractor is underloaded (i.e., has spare capacity), the director may reduce the price to secure work and ensure continuity of employment for staff and use of owned plant.

Significance:
This helps maintain operational efficiency, avoid redundancies, and sustain cash flow.

3.5. Cash Flow Expectations and Payment Terms
Tenders are adjusted based on expected cash flow during the project. Projects with favourable payment schedules may attract more aggressive pricing, while those with delayed or milestone-based payments may be priced more conservatively.

Significance:
Ensures the contractor can manage project finances without undue strain, reducing the risk of insolvency or disruption.

3.6. Preliminary Costs and Overheads
The director will often scrutinise preliminaries—items such as site setup, welfare facilities, and management staff. These can be adjusted to more accurately reflect the anticipated site conditions or duration of the works.

Significance:
Optimising preliminaries can help avoid bloated tender sums and improve competitiveness.

3.7. Profit and Head Office Overhead Requirements
Every contractor has internal financial targets. These include profit expectations and the recovery of general overheads not tied to any specific project.

Significance:
During the director’s adjustment, profit levels may be flexed depending on the risk level, client history, or strategic significance of the project.

3.8. Supply Chain Certainty and Subcontractor Input
Tender pricing often depends on third-party quotes from subcontractors and suppliers. Directors consider the reliability, availability, and cost stability of these parties when reviewing rates.

Significance:
Where uncertainty exists, an allowance for potential price fluctuations or delivery delays may be included.

3.9. Error Checking and Risk of Omissions
Senior staff conduct a final review of the priced BoQ to check for errors, missing items, or under-priced elements—particularly those that could result in financial loss if awarded.

Significance:
Correcting such issues ensures the tender is both accurate and sustainable.

3.10. Tender Presentation and Added Value
Beyond numbers, the director considers how the tender is presented. Value engineering proposals, early completion offers, or alternative construction methods may be included.

Significance:
These additions can differentiate the contractor from competitors, even if not the lowest-priced bidder.

3.11. Lessons from Past Projects
Companies use insights from previous, similar projects to inform their tender strategy—especially if costs were underestimated or productivity lower than expected.

Significance:
This reduces the risk of repeating mistakes and improves the reliability of the tender figure.

4. Importance to Clients
As a client, it's vital to recognise that the final tender figure you receive is not simply the sum of estimated costs. It also reflects:

The contractor’s confidence in the project

Their current business needs

Strategic ambitions

Perceived risks

Therefore, the lowest price does not always equate to best value. Instead, we recommend that you:

Review tender submissions holistically (quality, methodology, programme)

Seek clarification meetings to understand key adjustments

Evaluate the balance between cost and risk

5. Conclusion
The director’s adjustment is a crucial, strategic step in the tendering process. While initial pricing is based on measurable inputs, this second stage integrates commercial judgement and business context. Understanding the motivations and adjustments made by contractors will help you assess tenders more effectively, negotiate better outcomes, and avoid surprises during project delivery.

As your Quantity Surveyor, I am here to guide you through tender evaluation and help identify the proposal that offers the best balance of cost, quality, and risk.

Prepared by:
[Your Name]
Assistant Quantity Surveyor
[Firm Name], South Wales Regional Office
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