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Standard Construction Document  CCA 61 – 2008 
 
 
 
 
 
 
 
CCA guides are products of a consensus-building process aimed at balancing the interests of all 
parties on the construction project.  They reflect recommended industry practices.  Readers are 
cautioned that the guides do not deal with any specific fact situation or circumstances.  CCA 
guides do not constitute legal or other professional advice.  The CCA does not accept any 
responsibility or liability for loss or damage that may be suffered as a result of the use and 
interpretation of these guides. 
 
 
 
 
 
1.0   INTRODUCTION 
 
Today’s construction industry is characterized by a complex, vertically integrated system that 
requires the collaborative effort of a tiered network of architects, engineers, general contractors, 
subcontractors, manufacturers, manufacturing representatives, and distributors to provide the 
owner with a high-quality product in the shortest time, at the lowest price. Each party brings its 
own expertise to the project and has unique roles, responsibilities and obligations to fulfill in 
successfully completing the project. Attempts to transfer, off-load, or relinquish any of these 
responsibilities and obligations, either in whole or in part, carry risks that could prove 
detrimental not only to the parties involved, but also to the project itself. 
 
In almost all cases, purchasers of construction consider delivery time, cost, and quality essential 
to the successful outcome of their project.  In meeting these demands, the industry is challenged 
by emerging trends and changes in project delivery models, such as design-build and 
construction management.  These trends are often influenced by the goals of, wherever possible, 
compressing construction schedules, reducing costs, and increasing efficiency.  In an attempt to 
address these factors, owners and their agents (general contractor, construction manager, 
architect or engineer) are pre-purchasing equipment or materials.  Under what is termed a 
“labour only contract,” the trade/specialty contractor is hired solely to install the equipment or 
materials. 
 
While this practice may be desirable for satisfying project requirements, it is not without risk.  
These risks, and any associated costs, may far outweigh any anticipated economic or scheduling 
advantage that the pre-purchasing promises.   
 
This document outlines the risks and associated costs that should be considered when 
determining whether to pre-purchase equipment or materials.     

Enquiries should be directed to: 
Canadian Construction Association 
400-75 Albert Street 
Ottawa, Ontario, Canada   K1P 5E7 
Tel: (613) 236-9455   Fax: (613) 236-9526 
www.cca-acc.com
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2.0   PRE-PURCHASING 
 
 
2.1   Procurement Chain Management Models Used and Evaluated in Construction 
 
There have been numerous detailed studies conducted of the current procurement chain 
management models used for equipment and materials in the North American construction 
industry.  These models include the Specialty Contractor Procurement Model (SCPM), the 
General Contractor Procurement Model (GCPM), and the Owner Procurement Model (OPM).  
The results of these studies provide a comprehensive analysis of both the qualitative and 
quantitative aspects of each model.  This CCA document is based on these results, as well as on 
the practical experience of both contractors and owners in the actual delivery of a wide variety of 
construction projects under the procurement models noted above.  For information on these 
studies, see Appendix B ‘Studies of Procurement Methods and Pre-purchasing Practices’. 
 
In addition, there are numerous industry practice bulletins that support the positions advanced in 
this document.  These are summarized in Appendix C (Industry Practice Bulletins).  
 
 
2.2   Who Pre-Purchases and Why 
 
Some circumstances under which the owner or their agent may consider pre-purchasing of 
equipment or materials include: 
 
• A compressed construction schedule and long lead time is required to source, manufacture 

and deliver specific items, especially where sophisticated equipment, newly developed 
products, or supervision and testing by the owner is involved.  However, these concerns can 
be handled in the contract through assigned purchase orders using cash allowances. 

 
• There is, or may be, a problem with supply availability or price increases for commodities 

affecting the equipment or material (i.e., steel, other metals). 
 
• The owner has a legitimate and clear price advantage.  This advantage is usually based on 

bulk quantities; long-term, or previously contracted, supply arrangements (i.e., options); 
requirements to source within the owner’s corporate or affiliated corporate structure; or a 
need to match or simply replace specific items as part of an expansion or retrofit project. 
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2.3   Performance Specifications 
 
Total system integration must be the determining factor for performance specifications.  
Contractors are best qualified to assume the liability and responsibility of ensuring that 
performance specifications are satisfied and that equipment or materials are provided as part of 
the overall scope of work and as part of a total service package.  Performance specifications 
imply installed/operating system outputs; equipment is only one facet of this output.  It is the 
contractor who is both qualified and responsible for combining all system components into a 
complete operating system at the most beneficial capital and operating cost. 
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3.0   RISKS, CONSEQUENCES AND IMPLICATIONS OF PRE-PURCHASING 
 
 
3.1   Late Delivery and Scheduling Delays 
 
In circumstances where a project does not proceed on schedule, there are costs incurred by the 
owner as a result of any delays.  Through experience and qualification the contractor is aware of 
delivery schedules from the supplier or manufacturer; the degree of handling and assembly 
required; installation needs; and other physical requirements related to proper scheduling.  When 
pre-purchasing equipment or materials, the owner may undervalue this scheduling expertise and 
instead assumes all the responsibilities, liabilities and costs associated with all the delays caused 
by pre-purchasing.   
 
If the owner seldom does the purchasing and has not established a working relationship with the 
supplier or manufacturer, the manufacture and delivery of the equipment and materials may not 
receive priority. On the other hand, as a repeat experienced buyer, the contractor expects 
commitments to be honoured and manufacturers are more apt to respond to the scheduling 
demands of a seasoned buyer. 
 
 
3.2   Supply Chain Disruptions 
 
Regardless of whether there was proper assignment under a purchase order, pre-purchasing 
equipment or materials can significantly complicate warranty responsibility, claims for defects 
and damages, and responsibility for commissioning and start-up.   
 
When bypassing local distributors and contractors, the sales, claims, warranty, start-up and other 
services usually associated with a full-service scope of work become problematic as between the 
original purchaser, the prime contractor, the trade/specialty contractor, and local/national 
supplier’s sales representatives.   
 
Further, as a result of the contractor’s purchasing experience and long-standing relationships 
with suppliers and manufacturers, they know when demand commitments and warranty 
responsibilities can or cannot be honoured.  When the owner is the purchaser, the contractor 
becomes a third party and can offer the owner little or no recourse in the event of any problems.  
 
 
3.3   Added Claims 
 
Pre-purchased equipment or materials can often lead to the filing of damage claims.  Claims for 
any costs incurred for corrective or additional work can arise as a result of disruptions to a 
project caused by late deliveries, defects and non-compliance with contract requirements, and 
other factors previously mentioned.  It takes only one claim to negate any cost or schedule 
savings achieved by the original pre-purchasing contract.  The potential for such claims are 
minimized or even avoided by not using pre-purchasing. 
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3.4   Project Integration 
 
The loss of fundamental project management attributes may undermine the success of a project, 
particularly when complex integration with the systems of contractors is an overriding concern.  
Pre-purchased equipment or materials may lead to a lack of critical communication, coordination, 
and teamwork as part of the overall project, and this, in turn, will affect other parties such as the 
consultant and authorities having jurisdiction. 
 
 
3.5   Warranty and Commissioning 
 
One of the greatest risks that a pre-purchaser of equipment or materials can assume is the 
responsibility for warranty and commissioning provisions.  In the absence of pre-purchasing, the 
warranty and commissioning provisions covering delivery, storage, assembly, installation, 
commissioning, and maintenance during the warranty period are usually combined under the 
primary responsibility of the prime contractor and the specific trade/specialty contractor.  
Contractors assume and accept responsibility for warranty and commissioning provisions under 
standard contract terms.   
 
The contractor has both the technical expertise and established relationship with the 
manufacturer to anticipate and resolve warranty claims in advance through proper inspection and 
other related pre-installation procedures, which the pre-purchasing process does not normally 
provide as part of a full-service scope of work.  This expertise is especially beneficial in that it is 
the contractor who will be most experienced in determining the manufacturer’s warranty 
provisions and/or limitations.  In fact, in some cases, it will be the contractor who is the only 
person certified by the manufacturer to resolve such claims. 
 
When faced with accepting equipment that is pre-purchased and supplied by others, the 
contractor is unwilling to assume responsibility for equipment over which they have had little or 
no control.  When pre-purchasing equipment, the owner must rely solely on the manufacturer’s 
warranty and assumes the added expense and delays in resolving warranty claims that would 
normally be covered and more easily resolved by the contractor.  Should the contract require a 
contractor to assume complete responsibility for warranty provisions and for resolving claims 
that may be deemed beyond their control, the contractor will in all likelihood place a cost 
premium on its services intentionally, negating any of the anticipated savings of pre-purchasing. 
 
The pre-purchase of equipment may also necessitate long-term storage thereby encroaching on 
the manufacturer’s warranty period, which is activated at the time of delivery.  In some cases, the 
warranty period may have actually expired by the time the equipment is handed off to the 
contractor. 
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3.6   Financial Consequences 
 
The contractor’s mark-up is assessed on the risks of a project.  Therefore, the percentage mark-
up will likely increase for a project specified with pre-purchased equipment or materials.  Further, 
the owner assumes all additional costs in expediting purchase orders and financing the purchase. 
 
 
3.7 Incompatibility   
 
Pre-purchased equipment and materials may not be compatible for installation and efficient 
integration or interface with other associated systems and parts.  The owner assumes the risk and 
responsibility for possible claims resulting from any delays or extra work. 
 
 
3.8   Defects, Damages and Shortages 
 
If the pre-purchased equipment and materials are defective, damaged, or go missing prior to 
hand-off to the contractor, the owner assumes all responsibility and liability for replacement 
costs, as well as the costs associated with any delays that impact the project schedule.  Of 
particular consequence are any defects or damages that are not noticed when the equipment is 
installed.  On the other hand, when the contractor supplies the equipment and materials, they 
assume the responsibility and liability for such defects and damages. 
 
 
3.9   Storage 
 
The owner needs to address the requirements and assume the risks for the specific handling and 
storage of pre-purchased equipment and materials.  This includes costs related to inventory 
control, the provision of adequate security from delivery to the time of hand-off to the 
trade/specialty contractor, insurance coverage for losses (theft, fire, etc.), and the necessary 
physical and environmental protections.  On the other hand, the contractor will already have the 
dedicated processes, procedures, coverages, and facilities to address these concerns. 
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4.0   SUMMARY 
 
The decision or need to pre-purchase equipment or materials should be based on an assessment 
of the total net value added to the project, including all risks and consequences discussed in this 
document.  Any decisions based solely on achieving pricing or scheduling advantages should not 
be made in isolation and all associated factors and costs that impact a pre-purchasing decision 
should be thoroughly analyzed. 
 
To ensure that the decision to pre-purchase contributes maximum net value to the successful 
outcome of a project, Appendix A (Checklist of Best Practices for Pre-purchasing Equipment 
and Materials) is provided to assist in all phases leading up to the project and during project 
implementation.   
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APPENDIX A 
 
CHECKLIST OF BEST PRACTICES FOR PRE-PURCHASING EQUIPMENT AND 
MATERIALS 
 
 
Decision-Making/Assessment Phase 
 
√ Thoroughly assess pre-purchasing requirement and alternatives, including consultation with: 
 

- relevant project design professional(s); 
- qualified contractor(s) familiar with projects with a similar scope and required equipment 

and materials; 
- manufacturer/supplier representative(s) with the requisite level of expertise; and 
- the owner’s supervisory/maintenance staff involved during and post-commissioning. 
 

√ After reviewing the risks, consequences and implications of pre-purchasing, determine the 
overall net value added to the project and document the decision process of pre-purchasing. 

 
 
Purchasing Phase 
 
√ Obtain/specify in the purchase order (or equivalent documentation) the following information 

from the manufacturer/supplier: 
 

- all relevant technical data, quantities, and specifications; 
- all warranty provisions/exclusions; 
- any special purchase terms and conditions; 
- prices and payment terms; 
- allowable substitutions; 
- the delivery date; 
- terms and conditions of delivery to the storage facility or project site; 
- any excluded key components or accessories required during installation/commissioning; 
- terms of the manufacturer’s/supplier’s involvement and level of expertise necessary 

during installation/commissioning; and 
- the ability to assign purchase orders to the third party (i.e., prime/trade/specialty 

contractors). 
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Bidding Phase 
 
√ Provide the following information in the bid documents that are provided to all 

trade/specialty contractors: 
 

- comprehensive scope of work and terms and conditions; 
- copy of the purchase order and all relevant data obtained during the Purchasing Phase; 
- rationale and summary of decision-making process and factors influencing the 

requirement to pre-purchase;  
- a clear definition of the roles and responsibilities of the contractor with regards to 

delivery, sale, equipment warranty, and claims; 
- assignment of purchase orders to the contractor using cash allowances;  
- coordination of the terms and conditions of the bid documents with the purchase order; 

and 
- contact information for a qualified manufacturer/supplier. 
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APPENDIX B 
 
STUDIES OF PROCUREMENT METHODS AND PRE-PURCHASING PRACTICES 
 
1. Procurement Chain Management in the Construction Industry 

Mechanical Contracting and Education Foundation – 2004 
 
2. Optimum Operational Model for Electrical Contractors 

The Electrical Contracting Foundation – 2002 
 

3. Construction Supply Chain Trend Analysis 
University of California – 1999 
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APPENDIX C 
 
INDUSTRY PRACTICE BULLETINS 
 
1. Pre-purchasing of Equipment and Materials 

Ontario Joint Standard Practices Committee – 1979 
 
2. Purchaser of Equipment – Owner or Contractor 

Mechanical Contractors Association of BC - Member’s Manual – 1985 
 

3. Labour Only Contracts 
Mechanical Contractors Association of BC - Member’s Manual – 1986 
 

4. Can You Afford to Pre-purchase 
Canadian Electrical Contractors Association – 2002 
 

5. Labour Only Contracts 
Sheet Metal Contractors Association of Alberta – 1998 
 

6. Dangers of Owner-Supplied Equipment 
British Columbia Construction Association – 2003 
 

7. Survey of Industry Mechanical Equipment Purchasing Practices 
Mechanical Contractors Association of America – 2002 
 

8. Don’t Get Cut Out of the Loop 
Western Washington Mechanical Contractors Association – 2002 
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