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Guidance for using Whole Life Costing Principles in Procurement
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What is Whole Life Costing?

Whole Life Costing is a process of assessing all costs associated with procuring supplies, services or works. It takes account not only of the initial purchase price, but the on-going cost of ownership, disposal costs and life expectancy. Where relevant, it should also take account of the social, economic and environmental impact or costs of a product or service.

Whole Life Costing is sometimes also known as “Total Cost of Ownership”.
Why is it used?

The initial or upfront cost may at first appear to be the best, but the overall cost over the life of the product or service may be significantly higher than alternatives that may have a higher initial purchase price. Whole Life Costing enables you to identify the overall most economically advantageous solution taking into account future years’ budgets.
For example, compare a light bulb costing £0.50 that has a life expectancy of 6 months compared to a long-life one costing £2 with a life expectancy of 5 years. The cost of the cheaper option works out at £5 over 5 years, and is also likely to have reduced energy costs as well.
What type of costs should be evaluated?

There is no single rule for this, but the following provides some guidance as to what could be considered.

Procurement costs:

This will not apply in all cases. For example, if undergoing a large-scale tender there will be associated costs plus employee time, compared with calling off from an existing framework contract (for example, using a consortia such as the Yorkshire Purchasing Organisation).
Acquisition costs:

This is the initial cost, and could include:
· The capital cost (if applicable)

· The revenue cost

· Any leasing, financing or hire costs

· Delivery costs

· Any implementation costs
Ownership costs.:

This is the cost of owning the products during the expected life of the products (or contract length for the service), including:
· Maintenance and repair costs

· Support costs

· Running costs (energy, fuel, etc.)

· Storage costs

· Cost of changing to another product or changes to procedures

· Amortisation (in cases where you are providing for the eventual replacement).

· Usage costs (resources required, training, etc)

· Upgrade costs

· Any costs relating to contract or relationship management.

There is also a need to factor in the comparative life expectancy of competing solutions. The exit costs or re-tendering costs may also influence the contract duration.
Disposal costs:

At the end of the product’s life, what will the cost of disposal be?
· In the case of a service, will there be any costs in ending the service?

· Can the solution or product be reused, refurbished or recycled?

· Will there be a realisable residual or resale value?

Also consider any longer term benefits arising from the service or asset.
Sustainability assessments:

At the specification or tender stage, identify what the contract will provide in respect of environmental impact (including carbon footprint) plus economic and social benefits and ensure that these are considered in the evaluation model.

Some examples of social costs include:
· The impact on health & social care
· Benefit payments

· Traffic congestion & accidents

· Improved education

Some examples of economic costs include:
· Increased employment

· Engaging with local businesses to encourage responses to tenders & quotes

· Training opportunities created

· Promotion of local supply chains

· Urban regeneration

Some examples of environmental costs include:
· Climate change (CO2 emissions)
· Local biodiversity (plants and animals)

· Sustainable products (recycled / ethical)

· Energy efficient products and services

· Pollution of land / air  / water

· Green credentials & ethical standards

Although it is difficult to allocate a financial ‘cost’ to the sustainability assessments it is important to make sure that any contract takes into consideration the impact on society, the economy and the environment where this is relevant to the contract.
What can be evaluated?

Quotations and tenders may be evaluated if the ‘costs’ you wish to evaluate are ‘relevant’ to the subject of the contract and you are ‘reasonable’ in your request.
In addition there must also be a ‘legitimate business need’; you must not be ‘anti-competitive’ with your request.

For further information please contact Wakefield Council’s Strategic Procurement Team on 01924 306781 or visit www.wakefield.gov.uk/procurement 
The spreadsheet embedded below can be adapted and used to calculate the whole life costs of goods, works or services.

A further source of guidance on the principles of Whole Life Costing can be found in the ‘Buying a Better World’ publication produced by Forum for the Future from: http://www.forumforthefuture.org/node/1408 



Model spreadsheet that can be used for whole life costing.
Produced by the Strategic Procurement Team, Wakefield Council.  Version 1, dated September 2008
	This document may be used or adapted by any public body for its own use. Credit to Wakefield Council is always appreciated.
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		WHOLE LIFE COST MODEL

		OPTION 1:

		SUPPLIER:

				Year 1		Year 2		Year 3		Year 4		Year 5		Year 6		Year 7		Year 8		Year 9		Year 10

		Procurement Costs

		Cost to procure

		Re-Tender Cost

		Acquisition Costs

		Capital Cost

		Revenue Cost

		Leasing / Hire Cost

		Financing Cost

		Delivery Cost

		Configuration Cost

		Implementation Cost

		Training Cost

		Staffing Cost

		Other

		Other

		Other

		Ownership Costs

		Maintenance Cost

		Repair Cost

		Support Cost

		Running Cost

		Storage Cost

		Migration Cost

		Amortisation Cost

		Usage Cost

		Upgrade Cost

		Contract & Relationship Management Cost

		Life Expectancy Cost

		Exit Cost

		Other

		Other

		Other

		Disposal Costs

		Disposal Cost

		Cost to End Service

		Refurbish Cost

		Recycle Cost

		Reuse Cost

		Other

		Other

		Other

		TOTAL		0		0		0		0		0		0		0		0		0		0

		CUMULATIVE TOTAL		0		0		0		0		0		0		0		0		0		0

		As part of the formal tender or quotation process the bidders will be able to submit costs for much of the above.

		The remaining applicable costs will need populating based on known costs taking care to apply the same known costs to all submissions.



itsupport:
The cost to re-procure the contract - will come in in later years

itsupport:
Insert description of procurement mode and allocate cost for year 1 etc

itsupport:
May not be applicable - cost for capital purchase

itsupport:
Ongoing cost commitment i.e. price of goods / services

itsupport:
Ongoing cost of hire

itsupport:
Ongoing financial commitment is applicable

itsupport:
Cost to have goods / service delivered to site

itsupport:
Cost to have the good / service implemented so that it is usable

itsupport:
Initial or ongoing training costs

itsupport:
Cost in staff time to run the contract

itsupport:
Ongoing cost to keep the item in good working order

itsupport:
Ongoing repair costs - these may require estimating based on previous contracts of known service intervals

itsupport:
Call out costs / service desk costs etc

itsupport:
Ongoing running costs in terms of energy, fuel, water, etc

itsupport:
The cost of change - i.e. to change from one good / service to another

itsupport:
the cost of ending the use of one good / service and switching over to another

itsupport:
resources required to use the good / services - this could be associated goods and services

itsupport:
the cost to upgrade the good / service throughout the life or the contract. e.g. IT systems

itsupport:
The suppliers cost to supply this service

itsupport:
What is the useful life or the good / service

itsupport:
What are the exit costs i.e. Tupe implications, cost of change, cost of lack of good/service

itsupport:
Landfill cost? Hazardous waste cost?

itsupport:
What are the costs to end the service?

itsupport:
Can the good be refurbished and if so what are the costs?

itsupport:
Is the used good capable of being recycled and if so what will be the residual value?

itsupport:
Can the good be reused within the organisation i.e. old clothing can be used as cleaning rags saving thus saving money.
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