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Choosing the contracting model 

What is the best way to contract for the construction and operation of a bridge? 

Appoint a prime contractor to 

build a pre-designed bridge  

that is free to use 

Appoint a contractor to design 

and build a free to use bridge 

Enter into a public private 

partnership that covers design, 

construction, operation and 

financing 

Sell a concession for a tolled 

crossing 

or 

or 

or 
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“Good value for money is the optimal use of 

resources to achieve the intended outcomes” 

The Comptroller & Auditor General has explicit powers 

to examine the economy, efficiency and 

effectiveness with which government bodies have 

used their allocated funds. Together these „3 E‟s‟ 

make up VFM.  

 

But what does this mean in practice? We set a high 

standard of expectation. 

 

 

 

 

 

So for a contractual project to be value for money it 

needs to be both: 

1)The optimal way of achieving the intended 

outcomes; and 

2)Implemented optimally  

 

It is government‟s responsibility to demonstrate both.  

 

Our interpretation of value for money 
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Value for money is meant to be demonstrated in the 

business case.  

• HM Treasury requires projects to submit business 

cases with a full cost benefit analysis of the 

alternative options, prior to starting procurement 

negotiations. 

  

• This is an important and vital control over public 

expenditure. 

 

• But inevitably there is an incentive for project teams 

to „game‟ the system and treat it as a „hurdle‟ to 

overcome, rather than as an important part of the 

decision making process, in order to gain approval 

and funding for their favoured approach.  
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5 lessons emerge from our review of business cases 

1. The choice of contracting model requires early analysis 

2. Strategic factors affecting the business case need explicit justification 

3. There needs to be greater confidence in expressed use of judgement 

4. Evidence about how each contracting model has performed needs to 
 be collected at a programme level 

5. Understanding how best to implement a contracting model develops  
 over time 
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Lesson 1: 
The choice of contracting model requires early analysis 

No business case or business case 

after the event and therefore no 

analysis. 

e.g. those with political pressure to 

get on with it 

Business case focuses on the policy 

question only and takes the type of 

contract for granted.  

e.g. „conventional‟ procurement 

Business case takes the policy 

question and scope for granted and 

focuses exclusively on the type of 

contract to let.. 

e.g. existing contract coming to an 

end 

Separate analysis of the optimal 

project scope and the optimal 

contract type.  

e.g. PFI projects 

Project business cases generally come in four flavours: 
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Lesson 1: 
The choice of contracting model requires early analysis 

Project 

initiation 

Develop 

scope 

Procurement  

negotiations 

(Construction and) 

Operational stage 

Strategic 

Outline 

Case 

Outline 

Business 

Case 

Final 

Business 

Case 

Identify all 

options, short list, 

and select the 

preferred option 

Pursue preferred 

option, while 

conducting cost 

benefit analysis 

Procure preferred 

option 

This can be too late to challenge the 

analysis 



The choice of contracting model 

Lesson 2: 
Be explicit about the strategic factors affecting the business case 

There are often 

strategic factors  

that affect the  

choice of contract: 

Macro-

economic or 

fiscal policy 

objectives 

Skills or time 

constraints 

Develop 

market 

capacity 

Promoting a 

mix across 

the portfolio 

If they are not 

articulated and 

justified, they appear 

as implicit constraints 

on the project team. 

This has four risks: 

It gives the 

impression 

that forbidden 

alternatives 

would be 

better VFM 

 

Inappropriate 

constraints 

may not be  

lifted 

Project teams 

spend time 

trying to 

prove the 

irrelevancy of 

the constraint 

Those 

imposing the 

constraint 

avoid 

accountability 

for it 

These strategic factors need to be articulated and justified at an appropriate level. This is 

often not the project team, who lack an overview of the portfolio, but at a department or 

government level.   
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Lesson 3: 
There needs to be greater confidence to set out the judgements made 

Private or conventional 

finance? 

 

Do the efficiencies 

associated with better due 

diligence and management 

of risk outweigh the 

additional cost of private 

finance? 

 

Projects attempt to account 

for this in cost benefit 

analysis through  optimism 

bias calculations. 

Target price or fixed price? 

 

Is it worth paying for the 

certainty of costs, or is it 

possible to get lower costs 

by working with the 

contractor as the project 

progresses? 

 

 

Projects attempt to account 

for this in a cost benefit 

analysis by risk weighting 

future costs. 

Framework or open 

competition? 

 

Is it worth holding an open 

competition to get a market 

price or more efficient to 

draw a contractor from a 

framework and benchmark 

the costs? 

 

Projects attempt to account 

for this in the cost benefit 

analysis by setting out the 

transaction costs. 

Different contractual approaches bring trade-offs that are hard to quantify: 
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Lesson 4: 
Evidence needs to be collected at a programme level 

We find business cases very rarely, if ever, refer to evidence to support their choice of 

contracting model – for instance, the adjustments to cost benefit  analysis base lines are 

generally based on assumptions and not empirical evidence.  

 

This is partly because projects have little incentive to provide such evidence once they have 

approval, and few programmes collate it centrally. Two that have collated comparable evidence 

across contractual models in the UK are schools and hospitals – but note only on capital costs. 

Costs comparison Procure 21+ versus conventional 
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Lesson 5: 
Understanding how best to implement a contracting model develops over time 

Project A Project B Project C Project D 

It would be naive to believe that a new contractual approach will be implemented 

perfectly first time. 

 

Experience is that centres of expertise help this evolution of approach and bring 

benefits of standardisation. 

Centre of expertise 

Learn lessons 
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Conclusions 


