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It’s good to be back !

It’s really good to be back –
I don’t blame Philip  !



3 Eoin Lonergan FCIPS

Rising costs v Fluctuating Prices…. Not the same !  

1. Introduction & Context

2. Overview of tools available to procurement 
to attack and manage costs  

3. Cost Certainty and Fixed Price Contracts 
examined 

4. Fixed Price Contracts – can they really 
reduce risk?  

5. Using Contract Price Adjustment / Price 
Variation clauses in contracts  

6. Some Do’s and Don’t’s..

Q&A  

Fluctuating prices offer opportunities for hedging, dodging and avoiding risk – inflation is different   
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What’s the fuss? 

Following decades of low inflation – high inflation is back, and we all need to plan for it..
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No point in trying to forecast inflation rate… !  

Numbers vary but DPER forecasting 7% - 8% into 2023 – can’t be ignored  

8% year on 
year inflation = 

almost 40% 
price increase 
in 4 years.. 

=
the life of many 

Public Sector 
Contracts / 
Frameworks  
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Our focus in this session is on mitigation, but….. 

1. Demand management – Do we really need this ? 

2. Negotiate with contractors – is there a win-win outcome?  

3. Cost analysis – Identify exposure and seek substitutes

4. Value Engineering & Analysis – Can we Design out? 

5. Standardisation – Variety is the enemy of cost reduction

6. Make or Buy analysis – should we bring “in-house”?

7. Target suppliers costs.. – not their profits !

8. Becoming an more “attractive” customer..  They pay less !

9. Early Supplier Involvement – Greatest opportunity at 
procurement / design stage to ask what will reduce costs?  

10.Contract Price Adjustment / Price Variation clauses 

There are many tools available to procurement professionals to address and challenge costs 

Done that?
Mitigate  
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Inflation should not be ignored – particularly as a buyer

Fixed Cost Contracts were largely unquestioned in low 
inflation times when suppliers could absorb 2-3% and /or find 
efficiencies via technological or other innovations – even in 
extreme cases !

You cannot fix costs – just prices - someone always pays… 
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Government now acknowledges ignoring does not work  

Announcement that Govt will reimburse construction suppliers for inflation in specific situations 

NB:

This presentation does 
not address the specifics 
of the  CWMF – but wider 
cost mitigation 
approaches that can be 
considered in public 
sector contracts

Eoin Lonergan FCIPS
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Cost certainty - so attractive yet so expensive..

Fixed Price contracts work best when:

- there is little or no potential for variations in scope 

- client can commit to a fixed schedule
start / end dates

- external factors / shocks cannot affect project

- suppliers don’t feel forced to bid on this basis 

How often was / is this true in real life ?

The drive for Cost Certainty driven by many 
including DPER and OGP seemed to ignore these 
basic premises in previous years.. 

You cannot fix costs only prices – someone always pays and it’s often the client   
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Insisting on fixed prices for long term commitments can reduce chance of optimum outcomes 

Put yourself in tenderer’s shoes.. 

Vendor 1 – Fly by night Ltd

Ignore inflation risk - bid low to get the contract and worry about 
price / cost pressures later

Vendor 2 – Risk Averse Ltd 

Must build conservative (i.e. worst case) expectations into pricing 
so price will be at higher end  

Vendor 3  – Large Co/ Multinational 

Won’t bid as Deals Board/ will not take risk of Fixed Price contract 
in this situation or Bid very high price in hope of not winning

Vendor 4 – Lean and Smart Ltd.

Bids mid range and plans methods to reduce costs during contract 
life if inflation goes above a target amount – (won’t share benefit)    

How many of your 
vendors are Lean and 

Smart?

How will you deal with 
supplier insolvency if 

profitability becomes an 
issue after say year 1?
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In June 2022 OGP All Govt Framework for Consulting Services Awarded – 4 years    

The attractions and risks of Fixed pricing – Case Study    

“Ceiling” rates for all grades fixed for duration (up to Q3 2026)

= Price Certainty achieved ? … but at what cost?

Costs / risks 
Bid Stage 
• Tenderers spending time 2nd guessing inflation rates over next 4 years 

and what others might bid 
• Those who bid “low” more likely to get on FW but may not have 

sufficient margin to cope with inflation over FW life >x% 
• Those who bid “high” in anticipation of higher inflation may not have 

won a place (dropped marks on pricing)
FW Life 
• FW rates not competitive – less bids received/ suppliers deprioritise seek 

higher margin work over time/ lose interest   
• FW becomes unattractive all/ most bidders bid at ceiling rate 
• Stronger Members may not bid leading to “off Framework” Procurement  
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Typical public sector tenders seek to all inclusive prices that place risk with suppliers 

Good risk mgt places risk with those who can best manage it 

Many of the costs Tenderers 
needed to absorb traditionally 
were assumed to be minor. Not 
True in 2022 !

In current environment this 
means risk averse bidders will 
charge more.  

Tender Deadline is movable and 
Tender results may be many 
months later 

Smart bidders will price in, while 
less mature bidders may not = 
trouble in future if Ex Rates move

Many Companies particularly SMEs not well placed to 
manage these risks so “all inclusive” pricing may bias 
the larger companies who can shoulder the risks  
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Expect more focus on “2.10.6”

s2.10.6 is where you can find (or not) find reference to CPA provisions in OGP type RFTs 

CPA clauses are appearing more frequently now in Public Sector Contracts – but tend to use CPI as the 
base index 
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How Contract Price Adjustment clauses work

CPA / PV Clauses are based on a simple concept but can have multiple layers added

50

30

20

10

Price make-up – Widget X 

Labour

Materials

OHD

Profit

Steps:

1. Agree which cost element is subject to variation 
e.g. Materials and what index will be used 

2. Agree the proportion of Widget X price that is 
driven by the chosen element e.g. 30% in our 
example (evidence required). 

3. Agree baseline price and date e.g  following 
competitive tender – in our example say €1,000 in 
Sept 2022

4. If materials price rises by 20% in year to Sept 
2023 we pay Supplier €1,060 
€1,000 + (20% x € 300) from Sept 2023 

5. Material price reductions also treated in same 
way.  

Eoin Lonergan FCIPS
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How Target Price Contract clauses work

Both parties are incentivised to keep costs as low as possible through shared risk / reward   

Simple Example - Steps:

1. Agree target cost of project with winning bidder e.g €5m 
and risk / reward parameters e.g. target profit €500k with 
50% over / under run risk share 

2. Agree open book costing method whereby CA can see 
input prices paid and rigorous audited costings  

3.

If project comes in at €5m then no change to fee paid.

If €6m - Contractor gets €5.5m both parties share the “loss”

If €4m - Contractor gets €4.5m and both share the “gain”

- This approach can drive collaborative behaviour but 
requires more management time 

Eoin Lonergan FCIPS



Choosing an Index - Beware of CPI or General Indices

CPI and even SPI is an average and may have limited relevance to your spend category 

Eoin Lonergan FCIPS



Sectoral Indices may be better guide 

Indices can work both ways.. Apologies to the Architects and Engineering Firms here !

Eoin Lonergan FCIPS



Indices are also published by Professional Bodies

CPI and even SPI is an average and may have limited relevance to your spend category 

NB: Indices are based upon  average data – that said, if your Tendered prices are coming at a wide 
variance to published indices – you should investigate for cause.. 
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Mitigating the risk of cost increases: 5 do’s and don'ts's

Remember - you cannot fix costs only prices – someone always pays and it’s often the client   

Don’t

• Ignore inflationary pressures even if you are not 
seeing them now 

• Seek to shift all risk to suppliers

• Use Fixed Price contracts as a means to fight 
inflationary pressures - can have opposite effect

• Don’t rely on contractual clauses – find out what is 
happening in your supply market before suppliers 
fail/ stop bidding

• Don’t use CPI/ RPI/ SPI as index if a better one 
exists that better reflects your category     

Do

• Validate your exposure to inflationary forces in your 
category – not all categories face same pressures 

• Engage with suppliers through richer market 
consultation re cost pressures and how you can 
build mitigation strategies into your into your 
tendering strategy

• Consider incorporating target costing/ incentives  
into contracts 

• Evaluate RFTs as quickly as possible and if delays 
consider confirming prices with bidders before final 
evaluation 

• 2.10.6 Don’t leave blank! Remember many 
forecasts suggest inflation may decline substantially 
after 2023 so index linked CPA clauses will drive 
lower prices then



Thankyou… 

Questions


