How to Save a Million for Collaboration Partners? 
Evija Majevska, Commercial Director of Shopping Centres, Linstow Center Management 

One of the harsh jokes of late is about commandment 11 that is applicable to Latvians only, “You shall not…”. 
However, if we focus on cost optimisation and use skilful management, a good result may be reached in the form of considerable cost economies, and not only today, but also in the long run. One of the key methods in cost optimisation is arrangement of tenders for bids. Besides, what is even more important, saving may not have any material impact on the level of goods or services quality. 

For example, Linstow Center Management (Linstow), the manager of five Galactico shopping centres (Alfa, Mols, Dole, Galerija Centrs and Origo) has managed to optimise overheads by more than 1 million lats or around 20%, and this means that costs payable by its collaboration partners, lessees, this year will be even lower than last year.

Cost reduction challenge has been especially topical for the shopping centres last year when sales faced a fall.  
During the year 2009, overheads underwent reduction three times, and as a result, in December some centres were invoiced only for half of the usual amount or they even had no overheads due. 
Cost-wise Linstow has managed to return to the level of the years 2006-2007, and this factor is of utmost importance for lessees. In figures it looks like this: this year lessees of one shopping centre on average save from LVL 14,000 to LVL 26,000 a month in overheads. 
Overheads paid by lessees of the shopping centres incorporate cleaning, electricity, heating, security guarding of common areas and other maintenance costs. 
Optimisation of market costs under reduced revenues, in its turn, enables do as much and introduce new innovative market solutions without any revenues increase. 
Linstow has managed to reduce costs with practically no impact on servicing level. This has been achieved, though, not through beating down prices; the purchasing specialists have to choose the best possible solution at the best possible price. In certain spheres, initial investment has to be made to save in the long run. For example, earlier Linstow has made considerable investments into the power efficiency programme and they started repaying already in the first year. The same refers to security, as investments have been made into technologies leading to manned guarding cost reduction triggering no deterioration of the security level.
In order to achieve such cost reduction, many purchases or tenders for bids need to be organised. How can the best result be achieved by means of tender? What are the knacks and risks?

We should not concentrate on price reduction as the key aspect for purchasing. Market supply investigation and its comparison with the current situation, competition furtherance among suppliers and improvement of collaboration terms with the current supplier can also be mentioned among purposes of purchases. 
Easier to purchase goods, not services 
Tenders for purchases of goods are simpler, as it is easier to establish requirements applicable to goods than to services. Therefore, it is easier to check the conformity of goods than of services (and to prove their incompliance) to requirements. 
No less than four, if necessary, more, basic requirements should be stated for purchases of goods, namely, maximally precise specification for goods, volume of purchase, time of delivery and warranties. The mandatory warranty period for any goods is 2 years, as prescribed by statute. You should never accept a shorter warranty period as this would trigger additional costs for repair. Another criterion of importance is the place of delivery, as the supplier usually believes delivery will be made to a warehouse, while the customer expects to have the goods delivered at his facility. Sometimes, installation requires specific skills and it is advisable to be provided by the same company that arranges the delivery of goods.

Purchases of services seem more complicated, as it is harder to define them and to establish their conformity to requirements after delivery. In case of purchases of services, it is of utmost importance to precisely define requirements applicable to services to enable the supplier to establish the precise price. If requirements applicable to services are defined imprecisely, problems may arise later, as the bidders would not have full information on the services to be provided, and therefore they would fail to establish an adequate price with the following risk of price growth.
When choosing an advertising and marketing agency, membership in an international network or size of the agency may not be the decisive factor. Linstow’s experience proves that services and creativity offered by small-scale local agencies are as good as those offered by major agencies. 
Sometimes it is worth to pay a bit more for experience with partners of a particular industry, for ideas and service in the sphere of services, in particular so with respect to creative services where the price is not always the decisive factor. However, it is not our intention to support huge difference in costs between creative agencies we have chosen, as the experience shows local human resources are employed by both agencies and their costs should conform to the current economic situation in the country. When evaluating creative ideas and campaign plans, our attention is not focussed on graphic solutions but mostly on return on investment generated as a result of the campaign. 
In order to ensure that our customers (lessees and owners) enjoy maximum transparency in collaboration, starting from the previous year, we request that media agencies deliver invoices issued by third parties. This is a must for bidders. 

Not always the present supplier should be changed as a result of a tender for bids
Sometimes, the price pool results lead to a conclusion that the prices offered by the current supplier already are adequate. In such case, the result of a price pool serves as a confirmation that we purchase goods/services at adequate prices.

If the price pool results show that lower prices are available on the market, we can persuade the present supplier to adjust his prices. As a rule, if the requirement to adjust prices is adequate (similar to those offered by other suppliers), the supplier agrees to such adjustment. Then the risk that the new collaboration partner may turn out to be unreliable is removed. However, the risk that the current partner may be not able to provide the same quality at a lower price increases. 
Risks related to organisation of tenders for bids

In order to have the purchases reach their aim, their qualitative organisation would be time and work consuming. Silva Skudra, business controller of Linstow Center Management, stresses that there are certain risks that should be concentrated on in particular, and namely:  
· carelessness in defining of the aim of a tender for bids and selection of bidders, resulting in incomparable, misleading or unreal data; 
· narrow analysis of tender results, taking into consideration one factor only and failing to pay sufficient attention to others. For example, if we focus on the lowest price only and fail to consider time of delivery of the order, or internal corruption, when a tender for bids is organised formally only to ensure that a particular supplier is granted the order. 

Wherever there are purchases, there is a corruption risk. Such risk may be minimised but cannot be eliminated. In order to avoid corruption risk:
1) a decision on collaboration should be made by a person (or a team) that is not organising a tender for bids;
2) a tender for bids should be organised / a decision should be made by the employee responsible for quality and/or costs of service provision; 
3) another employee (specialist) should review the outgoing tender documentation to ascertain no unjustified restricting conditions have been included in the tender for bids;
4) another employee (specialist) should check the incoming tender documentation to ascertain it is acceptable. 
For example, in Linstow there is a special procedure approved for arrangement of purchases; besides, the controller also has to inspect conformity of purchases to the approved requirements.
It is evident that if you organise purchases and change collaboration partners, it can be considerably time-consuming to have the tender for bids prepared thoroughly, you can expect certain inconveniences during the takeover time and additional work for the employees; quite possible that change in suppliers would also trigger additional costs. However, it is absolutely clear that purchases constitute a significant section in cost reduction, alongside with new solutions and investments to be made in them. 
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