Prestigious hotel project in the PRC invited by a HK developer

Introduction

This project is an international hotel project which is tender by invitation. In this form, an invitation is offered to several chosen companies to submit tenders for the work. 

These companies are typically chosen on the following basis. The project manager is asked by the client to compile a list of companies with a good reputation and financial standing and with experience in similar works. Several contractors may be selected by the project manager for investigation through recommendation by others, such as financiers, developers, hotel management groups, or project controllers who have knowledge of the contractor's prior experience and standing. A limited set of tender documents are issued, and a short list - of perhaps two companies - is selected from the submissions, for the more concentrated effort of pricing the total work.

The work of preparing prices for the tender documentation is, of course, undertaken by each bidding company. This is expensive to the company and requires an extensive commitment, which is subsequently reflected in higher prices in the general costs of construction. The costs of tendering for limited or negotiated contract are usually borne by the companies involved, although it has become far more common In recent years for the owner-client to offer a sum to (partially) cover overheads.

If only a few select companies are invited to tender for the work, a more realistic price can be obtained and more reliance can be placed on the standard and quality of works which is offered.

To consider the bidding strategies of this project, the following will be considered :

· Nature of tender

· Analysis of the contract

· Number of competitors

· Scope of design

· Value engineering

· Alternatives and contingency planning

· Materials and resources

· Labour

· Transportation

· Work packages

· Warranties

· Security

· Risk or uncertainty

· Authority codes and regulation

· Safety aspect

· Environmental conservation

· Mark-up policy

Assumption
1. The company has experience and capacity to construct hotels by either by their own or employ engineers so as to carry out the work.

2. The hotel is very high class.

3. The company has good reputation.

4. The project is carried by contractors who come from Hong Kong.

5. The contractor has been considered the general factors which need to take in account for all tender, which shown as below:

· weather condition, 

· quality assurance, 

· resource allocation of the company, 

· safety management and facilities, 

· financial situation of the company, 

· cash flow through out the construction period,

· constant market trend,

· on time interim payment from client,

· the current workload of the company,

· security of the site,

· supply of material and plant,

· supply of labour,

· transportation of material and plant,

· etc

Nature of tender

· Two stage tendering

Two stage tendering mainly consist of two stage, the first stage is the competitive 

selection of contractor and the second stage is the negotiation to ascertain contact sum and the execution of formal contract.

Similar to single stage tendering, preliminary enquiry and formal invitation to tender will be the initial stages of the procedures of first stage of two stage tendering. The first stage often involves bids on concept drawings with an emphasis on requirements and constraints applicable to the project. Depending on the status of the initial design, Bill of approximate quantities or notional bills will be submitted in the first stage of two stage tendering. Normally, unless the second stage of two stage tendering is finished, there is no contract confirmed. Moreover, in exceptional cases where the client wants the work in site to be commenced before the acceptance of the second stage contract sum, the client would state this condition in the tender document. In addition, when the second stage procedure of the two stage tendering is proved as abortive, appropriate arrangements for proper reimbursement of work done would be done.

In the second stage of two stage tendering, negotiation follows when discussions of any special technologies, the contract conditions, and price are continued. And some amendments would be made during the joint design period on the basis of the outline pricing document from the first stage and hence, the full bill of quantity would be finished.  

In this project, two stages tendering is most appropriate to apply as the design is still not completed at the initial stage.

Analysis of the contract

· Fixed-price contract

In private sector of the construction, most of the contracts are fixed-price contract. The "fixed price" design- construct contract places responsibility to hold the quotation form throughout the process of procurement on the contracting company. However, the "fixed price" contract type gives the extended project team, which includes the main contractor, the flexibility to use value engineering of trade qualities and prices, resources, and materials and so obtain cost benefit and reduction. These procedures demand very close coordination between all project team members, with good, clear channels of communication and a reliable flow of information about the current socioeconomic situation and procurement opportunities. If relationships are not well established, a breakdown can easily occur in the form of contract and lead to litigation.

Number of competitors

As this project is in the form of tender by invitation, usually, not more than four companies would be chosen to be offered an invitation to submit tenders for the work.

Scope of design

The criteria which are used to evaluate hotels must be addressed within the design context. These are both general and specific to the project and influence both the outcome and the period required for production. The main criteria that are used  are typically; the degree of satisfaction of market requirements that has been achieved and the degree to which the project has fulfilled the owner and user’s original concept and conditions.

Evaluative criteria which are general for the design of all buildings include suitability for purpose, safety, security, budget and resource procurement. Some of these acquire particular importance for the detailed design of hotels, for example, safety of guests (especially evacuation in the events of fire), security of guests’ belongings, capability of in-house service facilities, appropriateness and durability of finishes for hotel uses, source and delivery of hotel supplies, and availability and coordination of guest transportation.

The first sketch designs have already been approved by the owner. During the preparation of the documentation that defines and describes the scope of work, frequent reviews must be held with the clients and technical members of the project team to ensure that conformity of content is maintained with client and market needs, that the design objectives are feasible in the proposed form, and that sufficient information is available for the technical translation.

The client’s formal approval must be obtained for each major decision. The importance of obtaining approvals form the owners and clients at frequent focal points throughout the development of documentation cannot be exaggerated, and the project manager should establish a schedule for approvals which equates with the major events in the documentation process and later during the program of construction.

For prestigious hotels, the tender concerns the quality more. Although developers who plan to sell the project in completion prepare a very tightly controlled budget, however, the quality of fittings installed must be considered. If theses are of inferior quality, they may have to be replaced within a short time. It is obviously that the ruthless cutting of up-front costs during fit-out dramatically shortens the productive life expectancy of the project.

Value engineering 

Value engineering are related to improvements in building design, it can be used as tools to enhance design proposal by balance and compare quality and cost. It requires am explicit approach to the consideration of alternatives, both functional and financial.

Although the greatest period of activity takes place during the development phase, the technology should be continued while other monitoring procedure are carried out in order to take advantage of any opportunity to enhance cost savings and quality assurance.

Alternatives and contingency planning

The proposal for alternatives is necessary to reach into all areas of the development process, for a delay from one "minor" cause may affect the whole of the construction program. The availability of such alternatives may also make the difference to the decisions made for or against proceeding with the project. The financial feasibility analysis helps decision makers forecast the future success of the project, by assessing the exposure to risk in the long term.

On the other hand, the early establishment of development alternatives, an effective system for planning and control of the process, and a sound evaluation of the risks involved have been virtually ignored in the industry. It is commonly believed that a speedy commencement after the acceptance of the financial feasibility of the study will save holding costs and costs of construction and anticipate problems.
Materials and resources

The coordination of supply of materials and resources with major events in the construction program was particularly difficult. The resolution of these problems turned on the provision of suitable transportation, efficient programming, and establishment of achievable delivery dates of supplies. Materials and resource supply and delivery is a constraint often encountered in the development of international hotel projects, just like in this case, the project is taken part in PRC as the transportation system of the PRC is not good at all districts. Moreover, materials and resources supply and delivery always demands efficient programming, scheduling and timely placing of orders of materials and supplies. In many instances materials and supplies that are at first considered most desirable for use prove to be impractical because delivery times do not meet the critical path of the construction program.

Transportation

Special problems encountered while creating a plan and strategy for the construction period included planning and establishment of the site, delivery and use of heavy equipment, material storage, safety and protection of the public and construction crew, material delivery to the site, and other vehicular arrivals and departures.

Labour 

To construct a hotel, there is a large demand of different kinds of specialists and workers. For instance, project manager, foreman, various kinds of equipment operators, etc.  This  project would be held in PRC, the most direct method to employ these workforce obviously is employing in the PRC. Nevertheless, the workmanship of the PRC workers is low in average, moreover, there may has a shortage of certain kinds of experts or consultants, maybe there is necessary to consider to import them outside PRC or simply allocate the labour in Hong Kong for the project.

Work packages

Large hotel project will almost certainly have several correlated but separate subprograms during construction. The division of the project into interrelated operations is based on professional advice and information obtained from technical drawings, specification, bills of quantities, and manufacturers' specifications. Natural subdivisions are made by dividing the activities into clusters.

A staged-completion program offers an opportunity for progressive staff training and progressive implementation of in-house management systems so that opening problems associated with total completion and a major deadline are minimized. Nevertheless, a strategy for staged completion implies a commitment to early purchase and construction starts of various systems, which may be also a disadvantage relative to client's financial arrangements. An unexpected demand for an immediate lump-sum financial outlay can occur, if conditions vary during the process of development, or if redesign is required later during the construction process. Hence, a cost-control program that includes contingency plans and alternatives must therefore be implemented at an early stage.

Warranties

Warranties are made to cover and clarify problems and conditions of maintenance during the warranty period, and sometimes take the form of a contact for continuing maintenance, especially for elevators and air conditioning.

The degree of contractor responsibility is dependent on the conditions of the contract agreement; therefore, conditions of warranty and preventive maintenance should be set while the project team prepare and negotiate conditions for the main contract agreements between the client and head contractors and subcontractors and be made a condition of acceptance.

Security

The project's extensive level site has several kilometers of boundary, and the material are expensive, which presented a problem for the maintenance and security and public safety. Security against unauthorized intrusion into the real-time construction site can be solved by locating a series of guard stations so that the boundaries could be monitored at all times. In this way constant supervision is accomplished, which is assisted by a strategy for the issuance and inspection of permits at the main entrances.

Risk or uncertainty

Risk varies with the size of the project, the total scope, and each element. If risk has not been recognized or understand, and contingency plans have not been made, the required capital outlay will increase and become much greater than anticipated at commencement.

· Balance sheet risk

A balance sheet risk can arise in a number of ways during the funding of an offshore project. As this project is taken part in PRC, risk may be associated with foreign exchange rate movements. The majority of major losses are incurred when the development is based on the currency of PRC which is differing from the client's own currency (Hong Kong dollars) that maintain a high value against local rates.

In case when a loan is needed to fund a project and is in the form of an asset, an investment in the project, or a liability and is acquired in a currency denomination other than the contractor's, fluctuations in the value of that currency can impact on the contractor's financial profile. This may be in the form of realized or unrealized losses, according to different accounting treatment in different jurisdictions.

As the process of development of an prestigious hotels may take up to five years or even more. During this period contractors will be exposed to balance sheet risk.

· Variations

There are two general causes of variations, although the sources are multitude: causes that are attributable to team members and are to be controlled at the operational level and causes that are a fault in the management system and affect the whole project team.

Both types arise for the five main reasons described below:

1. If a poorly defined project with insufficient data is initiated by either an individual or the team, contributors to the process will be unable to provide reliable solutions and recognize and provide alternatives for areas of uncertainty and risk. The poorly defined project is a general cause of failure and is self-generating.

2. The database is inadequate or has been maintained incorrectly.

3. Incorrect data has been provided to members to the team. This is a very common cause in the process of production.

4. The feasibility study has been hampered by an unsuitable management structure and management procedures.

5. Expertise is lacking among team members and delay occur.  

· Customs

As PRC is a traditional society, there are many different kinds of customs. Some customs, for instance, the workers may need special holidays to worship or the working day per week may be different as Hong Kong. Such customs are necessary to be considered and respected so that the management of the project can be more effective.

Authority codes and regulation

Development projects in any country must comply with local codes and regulations, and receive authority approval. The codes and regulations are very detailed, typically in relation to fire security regulations and earthquake and environmental impact. Design development and the program of construction must therefore be carefully scheduled so that approvals are obtained when required.

Although Hong Kong is a part of PRC, the regulations enforced have certain difference. Hence, in this project, the codes and regulations for hotel should consult the experts of PRC building codes and regulation. 

Safety aspect 

In PRC, the problem of the accidents in construction industry is very serious. The huge amount of accidents happened can indicate the ignorance of construction safety. Thus, cultivating a safety consciousness for the workers in PRC is important. Meanwhile, the supervision of the workers in site should also be enforced strictly in order to lower the chance of accident happen.

Environmental conservation
At the present time, the natural environment is a major attraction for the tourist market. The ecological systems are usually very fragile and, if the environment is to remain unspoiled before the construction of the hotel starts, there is a strong need to preserve the environment by careful forward planning and detail design of the final form and characteristics of the type of allowable development. Unique natural ecological system in PRC demonstrate this fragility.

Mark-up policy

As this project involves a large amount of risk and uncertainty, so the make-up should be high in order to withstand the high risk induced in the project period.

Conclusion

For the tender by invitation, the contractor has the duty to estimate the total cost to construct the hotels. The main aspect that constructing the prestigious hotels is the quality other than the cost. On the other hand, certain risk or uncertainty and variation induced in both design and construction period of the hotel are necessary to have certain alternatives or contingency planning. As a result, in estimating the total tender sum, the estimator should have a board view to overcome the problem and predict the unforeseen condition.
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