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METHEODS OF SELECTING SUCCESSFUL BIDDERS FOR
NORTHWEST TERRITORIES PROJECTS

At its 30th Session held at Yellowknife in June, 1965, the N,W,T.
Council suggested thet improvements to the present methods of selecting
contracters could possibly be made by adoption of sone of the metkods
used in Scandinavian countries. (Debates Vol. 1, Pege 160.) The
Department of Northern Affairs and Netional Resources were subsequently
requested by the Comrissioner to comment on the Council's suggestion.
The fecllowing are the comments and reconmendations made by the Engi-
neering Division, Department of Northern Affairs and National Resourcest

1. Introduction

From the discussions that took place at the Council Session, there
appears 1o be some similarity between the Scandinavian system and the
Fre-qualification system used in Onteric. Copies of the Ontario systern
were forwarded to the Commissioner crn Septemter 21, 1965, so that they
could te made aveilable to interested memters of the Council.

2. The Ontario System of Pre-Qualification

The one large difference between the Scandinavian system as reported
to Couneil, and thet of Ontario, is the grouping and averaging process.
The Ontario system does not set a grouping with upper end lover limits;
nor does it use averages. Only the lower limit i1s used to esteblish a
minimum requirement. Setting up "groups” witk upper end lower limits
would, in effect, provide a protective shield fcr each group against
competition from higher groups who are generally bpetter eguipped and often
more efficient in their operetion. The effect cf this type of protection
would be a lessening of competition with reduced incentive for efficiency
and technological advancement on the part of each group.

The net purpose of the pre-qualification system used in Ontario is
to assure the owrer that the bidders esre fully guaslified for the work;
1t is not designed to give greater protection tc the contreactor.

It is worthy to note that one of the factors affecting the qualific--~
tion rating is the bidder's availability for the work. I1f ke alreasdy
holds a contract ané his forces are tied up Iirn Its execution, he is less
qualified for another Jjob. This reduction in qualificetion would, of
course, vary directly with the extent to which the contractor's resources
are committed tc¢ the first contract. It has the effect then, of promoting
a wider distribution of work amongst available contractors and one could
probaebly say that it does give some protection to smaller contractors ty
preventing e2ll work from going to the top contrarvor.

3. Qur Present Svstem

The Federal methoé of calling tenders and selecting bidders evolved
from en initial study carefully made by top experts in the construction
indusuiry. Since its early inception, many axzendmenss and refinements
have been made to improve its application to the many varied foras of
centract work while, at the same time, mainteining & high level of fair-
ness and protection tc both owner and contractor. It is not the product
of ad hoc decisions.

Council stated that awarding contracts, almost invariably, to the
lowest bidder hed several undesirable side-effects. Federal contracts
are not always awarded tc the lowest bidder. Although the federal
government does not employ a formal method fcr pre-qualification, it
never awards a contract without first having the contractor's background

thoroughly investigated to ensure that he is fully capable of satisfectorily
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to the lowest bidder s always conditionsl oan the necessary
qualifications teing met.

In order tc ensure responsidle bidding when tendering, the
federal system requires a 10% Bid Bond or Security LCeposit to
accompany the tender in order for it to qualify. (In the N.W.T,
the Territorial Government requires erly 5% in order to encourage
local contractors.) This becnd is forfeited if the hidder refuses
to enter intc ccnirect at the prices bid when called tper 1o do so.
This requirement ensures that the bidcéing is done in good faith and
prevents unrealistically low bids.

Upen awerd cf a ccntract, the successful hidder must post a
performance bond and a latour esnd material payment bond each in ean
amount c¢f at least TIfty per cent of the amcunt payable uncer the
ecntrect or he may, in lieuw of this, give a security deposit in an
amount, or having a par velue, cf not less thar (a) 12% of tke
amount payable under the contract where the amount payable does
nct exceed twe hurndred and fifty thousand dollars or, {(b) twenty
five thousend dollars plus 5% of the amournt by which the amount
payable exceeds two hundred and fiftythousand @ollars ard &

labour and matériel payment bond.

-2 -
carrying out the contract werk. The policy of awarding ccrtracts

Where a contractor is uneble To obtain a labour and material

payment bond after meking applicaticn o at least swo bonding

companies, he shall provide :a& security depssit in en amount

celculated in accordance with (a) ard (b} above, together with en

additional security ceposit cof at least 10% of the amourt payable

under the contract.
\
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At the completion of the contract, before final progress
peyment s made cor bonds releesed, the Ccntractor is required to
sign a Statutory Declaration deposing o the fact tha* all his
lawful obligations, and any claims arising cut of the execution
of the work in the contract, have been dizcharged and satisfied.

This provisioen is made to safe-guard against the incurrence of
bad debts,

In Territorial projects, the Comrissioner of the Yorthwest
Territories has recuested that the fcllowing bid deposit and
security deposit regulations apply to all Territorial ccnstruction
contracts in the future.

(1) A bid bcnd or a security deposit is not required when
calling tenders on contracts valusé at less than $25,000.

(2) The bid bond or the security deposit required when
.+ callirg tenders for all cther contruciicn contracts
exceeding $25,00C will te 5% of the amount that wiil
become rayable under the contract.

(3) A performance bond, a labour and meterial payment bond
or security deposit will not be required when entering
into construction contracts under $25,0¢C0.

(L) A 50% performance bond anéd a 50% labcur and caterial
paynert bond are required for all construction contracts
exceeding $25,000; however, & sezurity deposit in tke
amount of 10% of the amourt tha: will be payable under
the contract will be accepted in lieu of the bonds.

Territorial construction contracts ir the pest have generally
been handled in the sare way as Federal consiruction contrects ir
compliance with the Government Countrsct Regulations. These revised
regulations will assis% morthern ccrtrsciors by reducing the amcunt
of cask tied up in :ontracts. For thcse supplying bonds, these
regulations will reduce the instance whken berds are required.




k., Coneclusicns

In every system of bidder selection, tkere is slways rocm ‘or
furtiher improvement. Every syster has its own psculiar advantages
and disadvantages. It f{s not always possible to eliminate all the
disadvantages without eliminaeting, at the same time, scme of its
adventages. It is essential that the system ckosen prcvides an
opporiunity for new ccn‘ractors to become established, Otherwise
a monopoly would inevitably result, It is also essential, on the
other hand, that no measure te Zxplexmented which would lessen a
competitive spirit amongst established cperators a&s this woulad
foster Inflation and reduce technolcgical advancements and incentives
toward good workmanship which is generelly associsted with healthy
competition.

In the Northwest Territories the bulk of construction werk 1is
carried out by federel contract for which the atove-des:rited procedures
must be followed. Bond requirement is not only ar economic means of
pre-gualification dut it alsc provides protection for the government
against faulty works during the execution of the contract. Tre setting
up of a pre-quelification system in the R.W.T., similar to that of the
Province of Ontario would be justified only if the volume of work ani
the number of contractorswere great. It 1s felt that the work carried

out by Territcrial contracts is rot of sufficient wagnitude to Justiry
this system.

5. Recommendations

Until the volume of work and nuater of contractors in the H.W.T.
has reached a slze that would Justify a pre-qualificaticn sys:iem, it
is recommended that the present system aprroved ty the Commissioner be

' continued.




