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Partnership and Procurement Project
Get the right price
Any organisation preparing and submitting a bid in response to an Invitation to Tender will need to make two important financial decisions:

COST - how much will it cost to provide the service?

PRICE - how much will the commissioner spend to buy the service?

Cost
It is vital to accurately Cost any proposal that you put together. A badly-costed proposal will either: a) end up costing you more to deliver than you earn (result: bankruptcy) b) cost so much that funders will regard it as overpriced and poor value (result: failed bid). You are recommended to adopt full-cost recovery in assessing the cost of a proposal (n.b. further details www.esmeefairbairn.org.uk/docs/FullCostRecovery.pdf).

An excellent template to help you cost your service is available from Children England (childrenengland.org.uk) at:
http://tiny.cc/trzar
Practical help with costing is available from the Community Accountant at HAVCO:

Maia Phutkaradze
-
020 8880 4082
mp@havcoharingey.org.uk
Price
Many community/voluntary organisations are not familiar with the concept of Price. When applying for grant-funding price (what you ask for) is equal to cost (what you will spend). This is not the case when bidding for a contract. You will quote a price in your bid and the commissioners will make a decision; either based on price alone or price and other factors. The tender document should indicate how much influence the price will have on the final decision. Making an accurate assessment of your costs is a vital pre-requisite to deciding your pricing policy.

An excellent briefing on pricing is available from Business Link (businesslink.gov.uk) at:

http://tiny.cc/0s15s
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What is the relationship between Cost and Price?

In simple terms:

Cost higher than Price = you are spending more than you earn: how will you stay in business?

Cost equal to Price = you are spending exactly what you earn in providing the service

Cost less than Price = you are spending less than you earn: contributes to reserves and a ‘rainy day’

It is extremely difficult to accurately Cost a service, particularly a new service. Unexpected costs can be incurred for both established and new services and stopping operations because they are costing more than you earn is not an easy option due to contractual obligations. Depending on your Pricing Policy, ensuring that Cost is less than Price is usually the better option.

Pricing Policy (see Business Link briefing)

Cost-plus - adding a percentage (e.g. 10%) is a familiar approach to deciding the price (i.e. how much you ask for) in the community/voluntary sector. However it is hit and miss (you may end up under- or overpricing) and may not take account of the size of the contract on offer if you always apply a fixed rate.

Funding-dependent – this approach may be peculiar to the community/voluntary sector as it is not even mentioned in the Link briefing. Organisations commonly decide the price based on any information about how much the funder/commissioner is willing to spend. This may also result in under- or overpricing unless attention is given to ensuring the proposal offers value for money.

Value-based –this approach is very common in the commercial sector yet virtually unheard of on community/voluntary organisations. Price is determined by the value of goods/services as perceived by the customer, rather than cost. For example, Apple computers may cost the same to make as PCs but command a higher price because customers in the market for a computer consider that they have a higher value which they will pay for.

Commercial companies generally apply much more sophisticated pricing policies that community/voluntary organisations. Some of these ideas (e.g. discounting or loss leader) can be applied but it is always important to refer back to costs and ensure that any shortfall is legitimately covered by income from elsewhere.

Robin Charnley

HAVCO
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Note: TINY URLs are used to make this briefing easier to use. If they do not work it may be because the original web address has changed
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