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PRICING GUIDELINES FOR EQUIPMENT GOODS

Introduction

1.
The underlying objective of the Eurostat-OECD PPP Programme is to compare the prices actually paid for representative and comparable products across Member countries.  Therefore, the products priced for the comparison of equipment good prices should be both representative of the Member countries and comparable across them.  To achieve this end, countries are required to select items from a common list of equipment goods and to price them according to the guidelines given below.  

Specifications 

2.
For comparability, it would be preferable if countries priced products that were identical, but in many instances this is not possible and, instead, countries have to price products that are equivalent.  Consequently, for each item included on the common list of equipment goods, there is a specification detailing its technical characteristics so that it can be precisely identified.  The specification also defines the other variables that need to be considered when pricing the item, such as number purchased, accessories and installation costs.

3.
Makes and models are often suggested in the specifications, but it is not essential that these makes and models be priced.  Selection of the makes and models to be priced is to be made by the countries on the basis of the technical characteristics of the models that are available in the country and the extent to which these are representative of purchases of the specified items in the national market.

Selecting Items

4.
The technical characteristics listed in the specifications relate to performance (capacity, speed, power, size, output, etc.), to operation (source of power, number of speeds, type of controls, etc.), and to quality (materials of manufacture, weight, resistance, etc.).  When selecting the makes and models to be priced, countries should adhere strictly to the performance characteristics since it is essential that these are identical, or nearly so, for all countries.  The other characteristics can be interpreted with some flexibility.

5.
Countries should select makes and models that are representative of their purchases of equipment goods.  If the technical characteristics specified for an item result in an unrepresentative model being priced, then countries should also select and price a model which is more representative than the first.  This may involve pricing another make and model or just another model of the make originally selected.  When it is not possible to determine the representativeness of the model priced, then the representativeness of the make should be considered instead.

6.
Countries should not hesitate to price a national make when its model is the most representative for a given item.  The fact that the model is not exported and cannot be priced elsewhere is not a consideration since the matching of makes and models is done on the basis of the technical characteristics reported by the countries.  When the representativeness of a national brand and an international brand are similar, then both should be selected and priced.  

Reporting Items 

7.
For the items priced, countries are required to state the makes and models selected and to provide their technical characteristics so as to facilitate the matching of models across countries.  The provision of technical characteristics is important even when countries priced the make and model suggested.  Experience has shown that the same make and model may not be sold with the same technical characteristics in all countries.  The provision of technical characteristics is particularly important when, as explained in paragraphs 5 and 6 above, countries select and price a representative model different from that specified.  Countries are also required to indicate the importance of each model on the national market as this will give some idea as to how representative the model is.

8.
In addition, countries are required to specify which accessories are included in the price provided.  Preferably, countries should report the price of the basic machine as specified and the prices for the commonest accessories and optional items individually.  When the prices of the various components of highly complex pieces of equipment are known, this permits greater flexibility in determining composite prices for the item and matching the prices across countries.

Reporting Prices

9.
The prices to be supplied by countries should be purchasers’ prices, that is those actually paid by purchasers for the piece of equipment to be delivered in working order to the production site where it will be used.  The price should therefore include non-deductible sales taxes, trade margins, transport and delivery costs and, where relevant, installation costs because these are considered to be part of capital expenditure.  The price should also be net of discounts.

10.
In the case of many capital goods, sales taxes or VAT are wholly or partly deductible for most purchasers.  The prices reported should only include, therefore, those amounts of sales tax or VAT which are not deductible and entail actual expenditure for the purchaser.

11.
Transport and delivery costs are influenced by the circumstances of national geography and economic development.  They also depend on the type of good and the way it is marketed.  When prices of capital goods do not already include transport and delivery costs, then they should be added.  In the absence of detailed information about these costs, they should be estimated by countries selecting their own average distance over which the items priced are transported and delivered.

12.
Discounts depend on a number of variables, such as national practices, the prevailing economic climate, the size of the order and the purchaser’s negotiating power.  Although it is not possible to produce identical conditions in all countries, certain variables, such as the number of units bought or the period allowed for payment, can be fixed uniformly.  These variables are listed in the specifications.  Otherwise, only general discounts, that is those that are available for most of the year and that are granted to all purchasers of a given item, should be accounted for in the prices reported by countries.

13.
The cases where equipment goods have to be installed are indicated in the specifications.  If there is an extra charge for erection or start up supervision by the manufacturer this should be added to the price.

14.
The prices reported by countries should be national averages, that is they should reflect the level of prices over the whole of the national territory and take into account any regional disparities in prices.  Usually, this rule is easy to observe because, in the case of most equipment goods, the national market is dominated by national producers or by international companies which either sell their product on the same terms throughout the country or can give information about any price differences applied.

15.
The prices reported should also be annual averages, that is they should reflect the level of national prices over the whole year.  However, it would be costly to record prices throughout the year and countries are only required to provide mid-year (July) prices.  This assumes that price movements are uniformly spread over the year and that mid-year prices are, in effect, average  prices for the year - an assumption which is unlikely to be valid for countries with high rates of inflation.  

Collecting Prices 

16.
Finally, the prices reported should be obtained from producers, importers, distributors or purchasers which ever countries find the most convenient.  In all cases, however, strict conformity to the concept of price as defined above is essential.  In addition, the prices should be quoted prices, that is obtained by direct contacts with firms, in the form of a telephone call, a letter, a personal visit, an invitation to tender or whatever.  In no circumstances should the prices provided be based solely on catalogue prices.  

PRICING GUIDELINES FOR CONSTRUCTION PROJECTS

Introduction

1.
The underlying objective of the Eurostat-OECD PPP Programme is to compare the prices actually paid for representative and comparable products across Member countries.  Therefore, the products priced for the comparison of construction prices should be both representative of the Member countries and comparable across them.  In practice, however, the complexity and the country specific nature of the products makes it difficult to achieve both complete representativeness and comparability in the same comparison.  

2.
Representativeness and comparability are obtained when countries price both representative products, that is their own products, and unrepresentative products, that is the products of other countries.  This is the approach employed in the comparison of consumer prices and the comparison of equipment prices.  However, given the number of countries and the types of constructions involved plus the fact that most national statistical offices do not have the necessary expertise in this area and have to contract the work out to experts, it would be prohibitively expensive to use this approach in the comparison of construction prices.  Another approach has to be employed instead.  

3.
The main approaches usually applied in international comparisons of construction prices are as follows.  First, an identical construction can be priced by experts in each country.  With this approach, the constructions and the prices will be comparable but not necessarily representative.  Second, the experts can provide the price for a typical construction of a specified type in their country.  With this approach, the constructions and the prices will be representative but not necessarily comparable.  Third, a standard construction, with some local modifications, can be priced by experts in each country.  With this approach, the constructions and the prices will be more representative but less comparable.  

4.
Of these approaches, the first emphasises comparability, the second representativeness.  Only the third attempts to strike a compromise between the two.  It is this approach which has been chosen for the Eurostat-OECD Comparison.  Participating countries are required to price a number of standard, but fictitious, construction projects.

Standard Construction Projects

5.
The standard construction projects, like actual construction projects, consist of a number of major components, such as earthworks, concrete, masonry, roofing, etc.  Each major component comprises a number of elementary components, such as the excavation of foundations, the transportation of spoil, the compacting of sand in trenches, etc.  For pricing purposes, the major components and their elementary components of the standard projects are detailed in bills of quantities.

6.
For each standard project the same bill of quantities is priced in each country so that, in theory, all countries pricing a particular bill of quantities are pricing a comparable product.  In practice, however, this may not be so.  Materials and methods of construction can vary between countries.  National standards and regulations also vary between countries.  Moreover, some flexibility of interpretation has to be allowed if countries are to provide representative prices.  To ensure that the bills retain their comparability when priced, the pricing guidelines shown below have been drawn up.  Countries are expected to adhere strictly to the guidelines when pricing the bills of quantities.

Pricing Variants

7.
The bills of quantities have been designed to be representative of actual constructions in Member countries with regard to their shape and size, their finish, their internal fittings and to a lesser extent, to the construction materials and methods used.  Since there is a close connection between the construction materials used and the construction methods adopted, and since both materials and methods vary between countries, variants for a number of components are included in the bills of quantities.  When pricing components with variants, countries should attempt to price all the alternatives and indicate which are nearest to the materials and methods most widely used by them.

Compromise Quantities

8.
For certain components in the bills of quantities, such as glazing, insulation, heating and air conditioning, different specifications have been drawn up which represent a compromise between the standards commonly applied in Member countries.  Thus, it may be, for example, that the volume of heating specified in a bill of quantities is too high for countries with a warm or hot climate and too low for countries with a temperate or cold climate.  Nonetheless, for these items, it is essential for comparability that countries price the compromise quantities specified.  

Flexibility in Interpretation

9.
When pricing bills of quantities countries may interpret the specifications with some flexibility.  The general rule to be followed is that if strict adherence to the specification means that the component cannot be readily priced or leads to special pricing, then a more readily available substitute should be priced instead, since the aim of the exercise is to avoid unrepresentative prices.  For example:

· Wall thicknesses are often governed by the size of bricks and, since standard measurements are not identical in all countries, each country should price the national standard bricks which give the wall thicknesses closest to that specified.

· The type of brick may also vary from country to country.  Countries should price the type of brick which for them is most usual.

· The standard measurements of windows, doors and other joinery work are not the same in all countries.  As in the case of walls, countries should price the national standard measurements which are closest to those specified.

· National standards and regulations applicable to electrical and other fittings differ.  Countries should comply with their own regulations when pricing these items.

10.
Care should be taken, however, that flexible interpretation does not become too liberal and result in marked differences in quality or in a different construction being priced.  Hence, substituting concrete bricks for clay bricks is allowed, replacing a brick wall by one of reinforced concrete is not.  The dividing line between these two extremes is a grey area and it is left to the individual countries themselves to decide what can or can not be substituted.  Usually, substitutions are acceptable when the components affected represent only a small share of the total price and the basic features of the construction remain unchanged.  When substitutions are made, they should be clearly identified and explained in the bill of quantities.

Unit Prices

11.
When pricing the bills of quantities, a distinction has to be drawn between “purchasers’ prices” and “producers’ costs”.  The “producers’ cost” of a construction is what it costs the contractor to build it; the “purchasers’ price” of a construction is what the purchaser pays the contractor for it.  The prices to be provided by countries should be purchasers’ prices, that is those that would actually be paid by purchasers of the standard construction projects.

12.
Consequently, the unit prices used in the bills of quantities must cover the producers’ costs proper for each of the specified elementary components (such as materials, labour, hire of equipment, sub-contractors’ fees) adjusted for profits (or losses) of the contractor, general expenses (including share of main office overheads), and all preliminary expenses (including the cost of site preparation) connected with the construction.  The unit prices do not, however, include architects’ or engineers’ fees and VAT; these are added after the overall price of the work has been established.  Neither do they include an adjustment for the expenditure incurred for the purchase of the land.

General and Preliminary Expenses

13.
General and preliminary expenses comprise overhead costs, start up costs and contractor’s profit (or loss).  Although they are not specified in the bills of quantities, these costs are to be included in the unit prices nevertheless.  Table 1 lists the items which general and preliminary expenses usually cover.  The general guideline to be followed by countries with regard to such costs is that they are to be included if the contractor is obliged by law to pay them or required by the standard contracting practice of the country to pay them.

Architects’ Fees and Engineers’ Fees 

14.
Architects’ fees and engineers’ fees are percentage additions made after all the components specified in the bill of quantities have been priced and summed.  The fees are to cover both the realisation of the project and the supervision of works.  Table 2 details the services which the fees should normally cover - though these may be subject to some variation in line with standard practice in the country concerned.

Sales Taxes

15.
VAT and other sales taxes are also percentage additions to be made after all the components specified in the bill of quantities have been priced and summed, because usually they are levied on the overall cost of the construction.  However, when, as in some countries, sales taxes are specific to certain components and not to all components, then these taxes should be included in the unit prices for those components.

National Annual Prices

16.
The unit prices to be quoted in the bills of quantities should be national averages, that is they should reflect the level of prices over the whole of the national territory and take into account any regional disparities in prices.  Preferably, the national prices should be the weighted averages of regional prices, with regional prices being weighted by regional shares of national construction output.  

17.
The unit prices reported should also be annual averages, that is they should reflect the level of national prices over the whole year.  However, it would be costly to record prices throughout the year and countries are only required to provide mid-year (July) prices.  This assumes that price movements are uniformly spread over the year and that mid-year prices are, in effect, average prices for the year - an assumption which is unlikely to be valid for countries with high rates of inflation.

Source of Unit Prices

18.
The unit prices to value the bills of quantities can be obtained either from existing bills of quantities which have been valued for the purposes of tenders made by construction companies, or from a computerised system of unit costs for the construction industry kept by major consultancy firms and research institutes.  Since tenders may vary by up to 30 or 40 per cent and so not accurately reflect actual prices, countries adopting this approach should use either tenders which have been accepted or which can be considered as realistic because they would permit the carrying out of work in good condition.  Extreme prices, be they high or low, must be excluded.

19.
With the second approach, the bills of quantities are first valued on a resource cost basis and then adjusted to purchasers’ prices using total tender prices to establish the level to which the costs have to be raised.  This approach is preferable to the first, because it provides internationally comparable unit prices.  Total tender prices may be realistic, but the unit prices used to value individual components may not be.  Contractors modify unit prices, understating some overstating others, for a number of reasons such as improving their cash flow.  However, the first objective of the present pricing exercise is to obtain internationally comparable total prices for the bills of quantities so either approach is acceptable.

Table 1:  Coverage of General and Preliminary Expenses

	· The taking out of a builder’s all-risk insurance which includes public liability cover, contractor’s liability cover, fire insurance, earthquake insurance, and any other cover or insurance usually required by the standard contract.

· The giving and placing of all notices and notifications, the obtaining of the necessary permits, the paying of all associated charges and any other statutory fees or local taxes that may be required.

· The setting out of the works, including a set-out guide for subcontractors, and the paying of any registered surveyor’s fees.

· The provision of a temporary power supply and the paying of all charges associated with its connection and use.

· The provision of a temporary water supply and the paying of all charges associated with its connection and use.

· The provision of a temporary telephone and the paying of all charges associated with its connection and use.

· The provision and maintenance of temporary toilet and washing facilities and the paying of all associated charges.

· The provision of a site office, a messroom or other accommodation for the workers, and facilities for the storage of material and tools, and their subsequent removal on completion of the works.

· The provision and maintenance of a suitably placed job sign board and its subsequent removal on completion of the works.

· The provision and maintenance of competent managers or foremen to supervise the works.

· The provision and maintenance of any temporary fences or barriers required for the security of the works or for safety precautions.

· The provision of temporary scaffolding and trestles.

· The provision of a banker’s guarantee or a performance bond as usually required by the standard contract.

· The removal of all rubbish from site as it accumulates and at the completion of the works.

· The cleaning of the building, inside and out, and the removal of all stains, etc., to the satisfaction of the supervisor.

· The protection of other property from damage.

· The share of main office overheads.

· Other preliminary expenses nes:

· provision of working drawings,

· plant which is not readily allocated to specific work items (such as a tower crane),

· furnished office for clerk of works (including telephone, telephone charges and heating)

· temporary roads or hardstanding,

· compliance with statutory requirements in relation to working conditions.

· Profit of the contractor. 


Table 2:  Coverage of Architects’ and Engineers’ Fees

	Preliminary Services

	Work stage A:
	
Inception

	
	· Discuss the client’s requirements including timescale and any financial limits; assess these and give general advice on how to proceed; agree the architect’s services.

· Obtain from the client information on ownership and any lessors and lessees of the site, any existing buildings on the site, boundary fences and other enclosures, and any known easement, encroachments, underground services, rights of way, rights of support and other relevant matters.

· Visit the site and carry out an initial appraisal.

· Advise on the need for other consultants’ services and on the scope of these services.

· Advise on the need for specialist contractors, sub-contractors and suppliers to design and execute part of the works to comply with the architect’s requirements.

· Advise on the need for site staff.

· Prepare where required an outline timetable and fee basis for further services for the client’s approval.  

	Work stage B:
	
Feasibility

	
	· Carry out such studies as may be necessary to determine the feasibility of the client’s requirements; review with the client alternative design and construction approaches and cost implications; advise on the need to obtain planning permissions, approvals under building acts or regulations, and other similar statutory requirements.  

	Basic Services

	Work stage C:
	
Outline proposals

	
	· With other consultants where appointed, analyse the client’s requirements; prepare outline proposals and an approximation of the construction cost for the client’s preliminary approval.  

	Work stage D:
	
Scheme design

	
	· With other consultants where appointed develop a scheme design from the outline proposals taking into account amendments requested by the client; prepare a cost estimate; where applicable give an indication of possible start and completion dates for the building contract.  The scheme design will illustrate the size and character of the project in sufficient detail to enable the client to agree the spatial arrangements, materials and appearance.  

· With other consultants where appointed, advise the client of the implications of any subsequent changes on the cost of the project and on the overall programme.

· Make where required application for planning permission.  The permission itself is beyond the architect’s control and no guarantee that it will be granted can be given.  

	Work stage E:
	
Detail Design

	
	· With other consultants where appointed, develop the scheme design; obtain the client’s approval of the type of construction, quality of materials and standard of workmanship; co-ordinate any design work done by consultants, specialist contractors, sub-contractors and suppliers; obtain quotations and other information in connection with specialist work.

· With other consultants where appointed, carry out cost checks as necessary; advise the client of the consequences of any subsequent change on the cost and programme.

· Make and negotiate where required applications for approvals under building acts, regulations or other statutory requirements.  


	Work stages F and G:
	
Production information and bills of quantities

	
	· With other consultants where appointed, prepare production information including drawings, schedules and specification of material and workmanship; provide information for bills of quantities, if any, to be prepared: all information complete in sufficient detail to enable a contractor to prepare a tender.  

	Work stage H:
	
Tender action

	
	· Arrange, where relevant, for other contracts to be let prior to the contractor commencing work.

· Advise on and obtain the client’s approval to a list of tenderers.

· Invite tenders from approved contractors; appraise and advise on tenders submitted.  Alternatively, arrange for a price to be negotiated with a contractor.  

	Work stage I:
	
Project planning

	
	· Advise the client on the appointment of contractor and on the responsibilities of the client, contractor and architect under the terms of the building contract; where required prepare the building contract and arrange for it to be signed by the client and the contractor; provide production information as required by the building contract.  

	Work stage J:
	
Operations on site

	
	· Administer the terms of the building contract during operations on site.

· Visit the site as appropriate to inspect generally the progress and quantity of the work.

· With other consultants where appointed, make where required periodic financial reports to the client including the effect of any variations on the construction cost.  

	Work stage K:
	
Completion

	
	· Administer the terms of the building contract relating to the completion of the work.

· Give general guidance on maintenance.

· Provide the client with a set of drawings showing the building and the main lines drainage; arrange for drawings of the services installations to be provided.  
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