Global pricing and Reasonable budgets

1. Reasonable Budgets

Amongst the finance-related issues that dominate the concerns of the consulting industry, the need to have project/programme budgets proportional to quality project implementation is a major one. 

Indeed far too often the Terms of Reference (TORs) that describe in detail the required experts and their individual time input (fee based contracts) are not realistic within the available maximum budget. It stems from the fact that (i) expertise used during the identification of projects/programmes dramatically lacks appropriate guidelines to build up realistic budgets and (ii) various other items (office costs, support staff etc.) are added to the fees element but not taken into account in the maximum available budget.

The consequences are highly undesirable: (i) firms cannot propose permanent personnel who are too expensive for the budget and (ii) even for employment of non permanent staff the best are becoming increasingly unaffordable.
Quality of service is a principal objective. This is, however, largely dependent on experienced and well-trained personnel, and on investment and development at the level of each consulting company. The deployment of permanent staff contributes experience in the fields of activity of each company, experience that will benefit future assignments and increase know-how. The same reasoning can be applied to training, which represents an investment in both staff and company competence. Project budgets which are drawn up using billing rates with narrow margins result in limited use being made of permanent staff, which in turn hampers company development and experience, and particularly excludes the participation of junior consultants in these projects.

Consultancy services are client-driven and therefore require substantial flexibility from the consulting firms to meet their clients’ demands. As a corollary, consulting firms need to build capacity, which entails increasing the ability to deliver multi-disciplinary consultancy services to the highest quality standards.  This is one of the principal long-term concerns and interests of our industry.

In order to improve overall quality of service, fair prices and competition of EU-financed programmes, and in the interest of both the Commission and the consulting industry, EFCA and FEACO strongly believe that all project/programme budgets should be built in such a way that consultancy firms will be able to commit principally permanent staff to these projects, including junior engineers. The latter are the future of our business community.

Another way to allow changes to happen is to promote a strategic change in the Commission approach to the industry through the gradual introduction and expansion of Global Pricing.
2. Global pricing

The majority of service contracts funded through EuropeAid are fee-based contracts. Article 1 of the General Conditions for Service Contracts for EC external relations defines them as contracts “under which the services are provided on the basis of fixed fee rates for each day worked by experts”. Only in a very limited number of cases are service contracts subject to a “Global price” or “lump sum”, “under which the services are performed for an all-inclusive fixed price.

The decision for using either a fee-based or a Global price contract is currently not based on any regulation, but on an unwritten rule stating that the first should mainly be used for projects which focus on the performance of tasks, whilst the second should essentially be used for projects which should lead to a specific outcome. The decision largely depends on interpretation. As a result, technical assistance projects are all too often considered as “task” oriented, thus falling under fee-based contracts. The lack of any clear legal basis for selecting the one or the other, and continuing confusion between outputs, outcomes and results, requires an evaluation of the pros and cons of both systems, and which system should apply when.

Since technical assistance projects are usually a mix of advisory activities (focused on the performance of tasks) and specific outcomes or products (like training sessions, reports or studies to produce, etc.) EFCA and FEACO propose that Global price contracts be used where the pure advisory part of the project represents less than 50% of the activities of a project.

The main advantages for all the parties concerned in appealing more to Global price contracts can be summarised as follows:

1. More cost-effective: increased use of Global price contracts would help decrease the considerable costs which are currently incurred by the multiple financial controls made by the services of the Commission. At the same time this would make it possible to allocate the dedicated personnel to other, higher value-added, activities within the Institution.

2. More efficient management and procedures: Global prices would be in line with the policy of simplification of the financial management and invoicing procedures of EuropeAid, whilst at the same time enabling the consulting industry to focus on the best completion of the projects rather than on procedures, which do not contribute to the quality of the result.

3. Introducing intellectual added-value: The fact that the fee-based system excludes any possible variation to the Terms of Reference does not leave any room for creativity and alternative solutions for best reaching the objectives of a project. In such a context there is actually too little added value for EuropeAid in drawing on the expertise of the consulting industry.
4. An opportunity for more use of in-house experts: Within the fee-based system the Terms of Reference describe in detail the required experts and their individual time input, in relation to fixed fee rates. As a result, firms cannot increase the involvement of their permanent personnel (often too expensive for the proposed budget) in the projects. A global pricing approach could lead to higher quality standards and more commitment from experts who are not directly liable to the contractor.
5. An improved relationship: Global price contracts would enable the Commission and the consulting industry to focus on their collaboration, to the benefit of the outcome of the projects, as it would do away with delays in payment procedures caused by time consuming discussions about a missing boarding pass or quarrels about any details.  The proposed blacklisting procedure for the new Financial Regulation would provide an extra guarantee that the job will be done well.
EFCA and FEACO would welcome your support on these issues.
