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Introduction

A Servitisation
A Product-centered services
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Introduction

A Pricing decisions at competitive bidding stage for
service contracts

A Model uncertainty to support the decision-making

Process Costs
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#*" Research background




- Service requirements
- Product performance

v - Market and economy incl.
J,f legal requirements

processes

- Service design for fulfilling
service requirements

- Cost estimate

- Expanded contract portfolio
over contract period

Bidding
strategy

Competitors
- Competitors’ identities
- Their cost estimates
- Their available technologies
and knowledge

- Their experience with similar
\ services
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Customer

- Budget limitations

- Evaluation criteria of the
competitive contract bids

- Possible future needs
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¢ Validation i Case study 1

Capability to rescue trapped miners

Two systems:
A Investigation

A Rescue

Trapped

Mine rescue .
miners

robot

w»’

A 10 year contract
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Service contract
conditions

—» - Service requirements -«

- Product performance
- Market and economy incl.
legal requirements

Internal company

processes
- Service demgn for fulfilling

over cpntract pEI‘ICId

Bidding
strategy

i '\

Probability of

making a profit
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Competitors
- Competitors’ identities
- Their cost estimates

- Their available technologies

and knowledge
- Their experience with similag

- Budget limitations
- Evaluation criteria of the

competitive contract bids
- Possible future needs

Customer

services

" Probability of

winning the contract
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¢~ Case study 11 Probability of winning

Customer 1 Probability of acceptance
A Budget limitations: £40M

Probability
of acceptance Verbal Numerical
100% A “Certain” Certain I ;gg:/"
95% 1 Probable
75%- T
Expected
50% - —+ 50%
..“ . : Unexpected
25%0 4 -eenens S proseeeee : CUnlikely” -+ 25%
ros L . : : Unlikely
D /ﬂ _\r i i ] P 5%
f T ' . . Impossible 1 0%
40 42 44 Price bid 6
[£M]
! for p<40

2—-0.025-p ford0<p<42
Pacceﬂance =

15.65-0.35- p for42< p<44
1245-0.05-p for44<p<48
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g Case study 11 Probability of winning

Competitors T Probability of being lead bidder !* E

Competitor A: likely cost to be £1-2M > Bidding Company, confidence:
50%

c,=£40.95M + £[1, 2]M = £[41.95, 42.95]M

+ Profit 12.31%: £[5.16, 5.29]M
= Price value: £]47.11, 48.24]M
Confidence 4 _ )
(b751  forp<4ril
m=) | P@<p, =1 P25075 for 47.11< p<48.24
25% 25% D025  for p>4824
4711 4824 Price \ - - /
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¢ Case study 17 Probability of winning

Probability of winning:

Prwinning

0.4 4

| TR S >
40.0 242.0) 440 46,0 48.0 [LM]
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: Case study 11 Probability of making a profit

I:)profit = P(p>Ca)

Cost estimate (£40.95M) with 70% confidence value

bois5 for ¢, < 40.95
P€, =407 for ¢, =40.95
| po15 for ¢, > 40.95
+Risk allowance of £1M b0.15 for p < 40.95
o _ bi5 for p = 40.95
Peit 1 15,085 for 40.95< p<41.95
bss1 for p > 41.95
I[Dgr&;]e bids | 45 41 | 42 | 43 | 44 | 45 | 46 | 47 | 48
S 86- 84- | 82- | 54- | 21- | 16- | 12- | 8 | o
winning 100% | 98% | 96% | 68% | 37% | 26% | 15% | 11%
5 . 15- | 85- | 85- | 85- | 85 | 85 | 85- | 85-
profit 85% | 100% | 100% | 100% | 100% | 100% | 100% | 100%
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Provision of land vehicles

Stage 1 Stage 2

Prototype Delivery of 85 vehicles

A Probability of winning
A Probability of making a profit
A Estimated profit value
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¢~ Case study 21 Probability of winning

Customer i Probability of acceptance
Price and Performance

Stage 1. Stage 2:
PAcceptance (p) ’?Acce;itance (p)
1% ] 1%
0.8 1 0.8 1
0.6 T 06 +
0.4 1 0.4 1
0.2 T 02+
() it e - B> O s s e s e e e e e s s S o
5 6 7 8 9 10 11 80 90 100 110 120 130 140
Price [$M] Price [$M]

VUNIVERSITY OF

“))BATH




¢~ Case study 21 Probability of winning

Competitors T Probability of being lead bidder !* E

Competitor A

Stage 1: Between $M9.4 and $M10.4 08 &

Price [$M]

Stage 2: Between $M123 and $M137
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Stage 1:
Pwinning(p)
s 0.5, p<7
2.5:p—17, 7<p<72
1, 72<p<8
- 0.5, 8<p <803
5.0113 — 0.5618 - p, 8.03<p <835
(5.0113 - 0.5618-p) * (10.076 — 1.087 - p), 835<p <892
k 0, p>8.92
Stage 2:
IDWinning (p)
A
1 -
0.8 T
06 T
0.4 -
0.2 1
0 P ———t——t >
80 90 100 110 120 130 140
Price [$M]

VUNIVERSITY OF

BATH

Case study 21 Probability of winning

I:’Winning(p)
A
1 -
08 +
0.6 +
04 +
0.2 +
0 —t—t o E— —
5 6 10 11
Price [$M]
r 0.5, p <98
%'p—24 98 < p <100
55— 22 P, 100 <p <108
Pwinning(p) =9 2— p 8 P+ 50%;, 108 <p <110
1 ..2
TR 4 p+ 55132, 110<p <111
e (122 p), 111<p <122
\ 0, p=122
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: Case study 21 Probability of making a profit

Stage 1. 0o 90%

$M9.4 $M10.6
Stage 2:

opo 90%

$M96 $M118
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; Case study 21 Expected profit value

Base value: most likely cost
Stage 1: $M10 Eprofit = p — 10

Stage 2: $M100 Eprofic = p — 100

P[$M] | 7 |[7.25| 75 |7.75| 8 |8.25|8.5 |8.75| 9 [9.25| 9.5 |9.75(/10.0|10.25|10.5

PWinning 50% |100%|100%|100%|100%| 38% | 20% | 5% 0 0 0 0 0 0 0
Pprofit 0 0 0 0 0 0 0 0 0 0 2% | 12% [ 55% | 92% [100%
Eprofit -3 |-2.75| -2.5|-2.25| -2 |[-1.75]| -1.5 |-1.25( -1 |-0.75| -0.5 |-0.25] O 0.25 | 0.5
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*  Future work

A Collection of further case studies

A Knowledge transfer
I Workbooks

I Workshops




Thank you for your attention.

Contact: Melanie Kreye i m.kreye@bath.ac.uk
Linda Newnes 1 |.b.newnes@bath.ac.uk
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