Reducing Contractor Costs

Reducing Contractor Costs for Major Services Contracts
Mining operations use contractors to provide a
specialised and flexible workforce for projects and
operations. Contractors are a great solution for
operations that require specialists but do not want
to carry the overhead costs of employees.
For this reason, contractors can contribute to a
significant portion of on-site labour costs, and with
Australia having some of the highest labour costs in
the world, it’s not difficult to see how mismanagement of contractors can significantly
reduce the profits of the operation.
In our experience, a large portion of major services
contracts result in significant cost and timeline
variations due to poorly defined scopes of work,

inappropriate contracting models, and contractors
not being proactively managed.
Allocating time to develop well structured scopes of
work, ensuring the contracting model has the right
allocation of risk and best fit commercial models to
drive the right contractor behaviour is critical to
success.
Having a contract management plan in place to
routinely monitor progress and achievement of
milestones; to manage variations; and to reconcile
payment claims, will also contribute to reducing
contractor costs.

“Mismanagement
of contractors can
significantly reduce
the operations’
profits.”

Key Principles in Reducing Contractor Costs
In our experience, the major contributors to reducing contractor costs for major services contracts are
as follows:

Tightly define the scope

Best fit contracting model

Maintain competitive tension

A detailed, well structured
scope of work enables
accurate contractor pricing,
and less contract variations.

Allocate the right level of risk
to the contractor to deliver
the lowest total cost for the
contract.

Ensure the tender process
has enough competitive
tension to ensure market
rates are achieved.

Contract management plan

Proactively manage contract

Perform a contract closeout

Develop a contract
management plan to ensure
the contractor performance
is regularly reviewed.

Dedicate resources to
implement the contract
management plan and hold
the contractor to account.

Identify what worked well
and what didn’t, to
continuously improve
contractor management.

“

We identified several areas to reduce
cost and drive improved contractor
performance, resulting in an 8.5%
total cost reduction.

”

Case Study
A coal mining operation engaged Caliba to
manage a tender for the operate and maintain
(O&M) services for their coal handling and
preparation plant (CHPP). The operation had a
clear objective to reduce operating costs.
After analysing the previous O&M contract and
engaging the market via an EOI process, we
identified several areas to reduce cost and
drive improved contractor performance.
After developing a new scope of work, a tender
was released with a fixed and variable fee
remuneration model, which delivered an 8.5%
total cost reduction for the contract.
A contract management plan was put in place,
which clearly summarised all contract
obligations for both parties, and contractor
performance level expectations.

8.5%
Total Cost
Reduction
Improved
contracting
model
Contract
management
plan in place

Contact us
Please contact our team today to organise a consultation with one of our cost
reduction experts. Our experienced team will work with you to quickly identify
practical cost reduction opportunities.
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