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Consideration of, and recommendations regarding the Procurement Financial Thresholds used by 
Local Government in the East Midlands.
1.
Purpose
1.1
This document seeks to establish a set of recommended advisory guidelines for procurement financial thresholds based on what is perceived to be good practice and research undertaken by the East Midlands Centres of Excellence

1.2
The purpose of such recommendations is to

· Aid councils in their decision making when reviewing their financial regulations

· To develop a consistency across the East Midlands region to facilitate collaborative procurements.

· To develop clarity and consistency from a suppliers perspective  

1.3
The recommendations developed from this document will only be advisory. 
2.
EM Current Picture (based on 1st qtr 2006 survey) 

2.1
In the first quarter 2006 the EMCE undertook a survey of the financial thresholds used by Local Authorities in the East Midlands to establish the current position. 32 out of 45 Authorities responded.

2.2
Written quotations without terms and conditions specified (T&Cs) 

Generally the lower threshold when written quotes are required is £5,000 with a few higher exceptions (chart 1) with an upper limit between £20,000 and £50,000 with a number of exceptions (chart 2)

2.3
Written quotations with terms and conditions (T&Cs)

A number of authorities appear to recognise a requirement between obtaining a simple quotation from a supplier and accepting the suppliers T&C’s and the full tender process by having a Request for Quotation (RFQ) process but using the Councils T&Cs albeit in a simplified form to that contained within the full tender process. Such requirements generally start at £20,000 (chart 3) and go up to the tender threshold level (chart 4)

2.4
Full tender process

The most common level for the tender process to be applied is from £50,000 (chart 5) but with a few exceptions below, and two at £75,000.

3.
Considerations 

When considering financial thresholds 

· It is important for authorities to demonstrate a fair and open approach when purchasing but undertaking a formal tender process has a significant cost associated for both authorities and suppliers. These costs can exceed any potential savings made through competition. Therefore it is important to balance the contract value with potential risk to the authority and the competitive nature of the particular market.
· Without a robust and efficient process which is supported by acceptable threshold values, there is a risk of legal challenge and a perception within the supplier base of an inconsistent approach.

· Potential for a disproportionate cost of undertaking tendering exercise if thresholds are set to low.

· Tender process can be overcomplicated with too many procurement routes and thresholds being set.

· Basing tender thresholds purely based on a financial value ignores the risk element in all procurements

4.
EU Directives

To encourage healthy competition between suppliers from EU member states the European public procurement directives for supplies, services and works mandate specific rules and regulations for contracts above particular values, known as thresholds. The actual values are based on an International Monetary Fund rate and the thresholds are transposed into £ sterling every two years. The current values for local authorities are 

	
	Supplies
	Services
	Works

	Threshold
	£144,371
	£144,371
	£3,611,319


(From 31 January 2006)

The purpose of the thresholds is therefore to encourage efficiency and healthy competition as opposed to creating unnecessary process and expense.

Councils have no jurisdiction on these thresholds.

5
Advertising

Councils contract procedure rules have traditionally required that contracts subject to tender be publically advertised. In recognition of recent guidance regarding the letting of contracts below the EU thresholds recommendations are made that contracts down to £25,000 be advertised on the Source East Midlands web areas.

6
Recommendations
6.1
The recommendations for financial thresholds are contained in the following chart.

In recommending the tender threshold value at £75,000 the group have recognised the cost of the tendering process and the balance necessary between tendering and public sector requirements for openness and probity. It is acknowledged that with the increasing acceptance of electronic tendering this will have a tempering effect on such process costs for authorities and suppliers.
6.2
In recommending a tender threshold level at £75,000 it is acknowledged that some authorities may be uneasy about accepting written quotes up to this level and hence the incorporation of the Request for Quotation concept.  The RFQ is based on the use of a standard document issued by the Authority containing a simplified set of terms and conditions to protect the Councils interests and requiring a written specification. Such RFQ’s may be issued by e-mail or through electronic tendering systems.
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December 2006   - Recommendations for Financial Thresholds
	Contract Value
	Process
	Award Procedure based on
	Contract Opportunity Publication
	Documentation

	From
	To
	
	
	
	

	£0


	£1,000
	Oral quotation
	One oral quotation
	
	Employee to record details

	£1,000 


	£5,000
	Oral quotation
	Minimum of two verbal quotations
	
	Employee to record details

	£5,000 


	£25,000
	Written quotation
	Minimum of three written quotations
	
	Must be based on a written specification provided to the supplier by the Council

Quotation may be delivered by e-mail 



	£ 25,000 


	£75,000
	RFQ

(Request for quotation)
	Three written quotations based on a RFQ document with simplified T&Cs
	Source East Midlands
	Must be based on a written specification provided to the supplier by the Council

Quotation may be delivered by e-mail

	£ 75,000
	EU Threshold
	Formal tender
	Full tender process
	Source East Midlands 

Specialist publication if appropriate
	PQQ and ITT documentation as relevant with sealed bids which may be submitted via an electronic tendering process

	EU Threshold
	above
	Formal tender
	Full tender process
	OJEU,

Source East Midlands  

Specialist publication if appropriate
	


The Contract Value shall be calculated as follows:

The estimated or proposed contract value is the value or consideration for the contract as a whole (not an annual value) and any contract with an option to extend the contract period will be valued to include also any provision for such extended period (e.g. a three year contract with an option to extend for a further two years will be valued as the consideration for a five year contract).

Written quotations (No T&Cs specified)
Chart 1








Chart 2
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Written quotations (with T&Cs) 

Chart 3








Chart 4
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Full tender process
Chart 5
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