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1.0 Executive Summary 
The first section of this report focuses on the alternative procurement options to lowest cost tendering. The second half considers the perceived barriers to adopting these alternative options. 

2.0 Terms of Reference 
2.1 The alternative methods suggested are: 
· Collaborative working approaches 
· Establishing project value profiles 
· Benchmarking 
· Tender Evaluation  

2.2 The perceived obstacles that have been identified to hinder the move to a different approach of tendering are:  
· Collaborative working being an unfavoured method of procurement     
· Tender Specifications   
· Insufficiently Costed Projects                                                                 
                                                                                  
3.0 Procedure 
This content of this assignment has been collected through using a range of secondary sources that have been listed in the references along with material gathered during lecture time. 










4.0 Introduction
It has become increasingly apparent that the UK procurement system is growing more and more distressed throughout the construction industry. The view that lowest cost translates to better value is now being widely recognised as a majorly damaging factor to many suppliers across the UK. Constant pushing to achieve the best price is having a detrimental effect on not only supply chains but the quality being produced. To achieve a sustainable future for the suppliers, change is essential. 
5.0 Traditional Tendering as a Preferred Method of Procurement
Traditional tendering has been a preferred method of procurement for several decades. This approach where the client works with consultants to establish the design for a project followed by a separate procurement process to select contractors has divided the teams and isolated the client and contractors from adopting a collaborative working approach. Traditionally, this method has been favoured as it enables the client to have full influence over the project. With the main objectives being to achieve lowest capital cost it enables them to select contractors based on the cheapest prices. 
As a result, the UK construction industry is trapped in a vicious cycle. It pressurises suppliers to price work which is unrealistic and non-profitable which will ultimately result in poor quality. Loss of profits will force contractors to enter legal battles to recoup funds which ultimately lead to cost and time overruns. This in turn is poor value for money and as a result will increase the whole life costs in maintenance and operation of assets (Constructing Excellence,2022). 
Over the last decade, the negative effect of lowest cost tendering has become more widely recognised. Since the 1990’s, there have been two significant reports published by Egan 1998 and Latham 1994. These reports highlight the growing need for greater teamwork in the industry and the benefits that would be achieved as a result.  In more recent years there have been numerous articles which support this theory including ‘The perfect storm’ published in the CABE Building Engineer journal. James Cash recognises the ‘downward spiral’ the industry is in, highlighting what needs to be done to rectify the issue. He describes how more must be done to align the interests of designers, contractors, and suppliers to create a collaborative working environment throughout early stages of a project. In doing so, ‘they could reap significant productivity gains across the construction sector, through collaborative working they can establish a whole-life integrated sector to improve performance, end-user satisfaction and deliver broader societal benefits through higher-quality buildings’ (The perfect storm, 2021)
6.0 Alternative Approaches to Traditional Procurement
It is well known in construction that a client will often strive to achieve lowest cost but will seek it to be done at the highest quality and within the specified timeframe.  However, through using a lowest cost tendering approach, cost will always take precedence over time and quality. Highlighted it the Latham report, clients should base their choice of contractor on a value for money basis with proper weighting of selection criteria for skill, experience, and previous performance, as appose to accepting lowest tender (Holt et al.1994). There are several alternatives to procurement other than lowest cost, and if incorporated effectively, would greatly improve the standards of the industry. 
6.1 Collaborative Working Approaches
Collaborative approaches have been used for several years, it is an approach that encourages cooperation between the major stakeholders to the project and are typically managed on a cost-reimbursable, target-cost, and open book basis which directly incentivises the client and contractor to work collaboratively (Garner, 2019).There is research to support that projects that adopt a collaborative working strategy are 15% more likely to be completed on time and 44% more likely to finish within budget as appose to those who have used traditional tendering routes based on lowest cost (Constructing Excellence,2022). 
Collaborative approaches are highly efficient on design and build contracts where early engagement can improve the design and construction element of more bespoke projects. Typically, through a design and build procurement route the contractor will work with the contractor to design and build the project. Through sharing information at early stages, it will promote value engineering which can encourage more sustainable building and improve end user satisfaction. This approach will remove the cost focus and aim to deliver value for the customer (Garner, 2019).
6.1.1 Forms of Collaboration
Partnering is a form of collaborative working that was a pillar of the 1998 Egan Report, introduced as a response to the traditional tendering method. Partnering is an agreement providing that the parties to it will act in a certain way to achieve a common goal for mutual profit. As appose to traditional procurement, participants are selected on a capability approach such as enthusiasm, commitment, chemistry with the sponsor team and likelihood of the combined team delivering outstanding results (MacDonald, 2019).  
Early examples of projects that adopted this approach include the construction of a Honda Car plant in Swindon. Through adopting a ‘one team, one goal approach’ it achieved a 40% reduction on cost compared to the previous plant built nine years earlier (Frame, Picarel-Pechdimaldjian and Bartz, 2019). 
Like partnering, alliancing and joint ventures are also forms of collaboration which share similar values. These working relationships can prove difficult if the interests of the parties are not aligned, success requires trust and open communication and if managed effectively, will allow risk to be shared and prove advantageous. 
6.1.2 Equitable Distribution of Project Risk 
To incentivise clients and contractors to adopt collaborative working approaches, there must be an equitable distribution of risk as by sharing risks, relational atmospheres in which parties see projects as ‘collective enterprises’ are created, thus improving the chances of positive project outcomes (Kadefors, 2004). Furthermore, ensuring that information is shared equally between contractors and subcontractors will establish a solid trusting relationship. Traditional approaches to procurement are said to hinder effective knowledge exchange between participating parties, therefore through using a collaborative approach will encourage a prompt and sustained sharing of information (Akintan and Morledge, 2013).
6.2 Establishing Project Value Profiles 
To encourage the industry to move away from traditional tendering approaches, value measures need to be considered as priority in the tendering process. Holt (2010) describes how contractor failure to provide best value for their clients has emphasised the importance of evaluation of procured contractor services based on criteria which value long term gains. As discussed in the Perfect storm article, the introduction of a value profile that is project specific will help define what attributes to best value for a given project.  
Research conducted by Aliakbarlou, Wilkinson and Costello (2018) show that clients claim that they receive better value from contractors who can finalise work ahead of schedule and value a contractor who is able to reduce the cost of construction by introducing innovative solutions whilst improving end user satisfaction. Through creating a value profile, clients can determine what is most important to them and feed this criterion into the procurement process (The perfect storm, 2021). 
6.2.1 Benchmarking 
Through introducing a value index, it will allow clients to benchmark contractor performance. This method will take the cost focus out of the procurement and encourage clients to focus on the competency of contractors and how capable they are of delivering the project in accordance with the key metric measures. Benchmarking can be measured using key performance indicators (KPIs) as they measure project and organisational performance throughout the construction industry and the information that the KPIs generate makes it possible for clients and supply chain organisations to effectively engage in benchmarking towards achieving best practice (DETRE, 2000).  Through effectively measuring contractors’ performance using KPIs, it will improve client satisfaction with both the service and product and can improve cost, time, profitability, and productivity. 
6.4 Tender Evaluation  
When considering potential contractors for a project, prequalification is a standard process that will determine the competency of a contactor to carry out their role. However, despite many clients using such practices to determine capability, the final decision is dominated by lowest price. Studies confirm that 87% of clients base their selection decisions on price and 84% of contractors consider price as the most important factor in the winning of contracts (Baker and Orsaah,1985). 
The tender process should obtain for the client the most competitive price for the construction given the prevalent market conditions. To improve current conditions, tender evaluation requires a broader appraisal technique (Holt, Olomolaiye and Harris, 1995). To identify the most suitable tender, assessment is required to identify hidden consequences inherent in the submission which is also the most cost effective (Merna and Smith, 1990).
 This can be done using a secondary investigative element that focuses on contractor potential in relation to the proposed project (Holt, Olomolaiye and Harris, 1995). Through adequate evaluation, the contractor can be properly assessed on a basis on their expertise and experience which can be used in conjunction with the tender price to create an overall ‘score’. 
7.0 Obstacles Obstructing the Move to a Different Approach to Tendering
With strong evidence to suggest that there are numerous models which can be used to improve quality and release the pressures of a cost focused procurement on the UK supply chains, it begs the question, why is the UK construction industry is still dominated by traditional tendering?  It is apparent that there are several barriers which prevent this move as discussed below. 
7.1 Collaborative Working being an Unfavoured Method of Procurement
Collaborative working is a method of working that requires full management backing to be successful. It can be a difficult method to implement successfully unless all parties are experienced and fully open to the style of if the parties are not experienced in using it. Interaction through procurement creates an environment of trust that can assist in reducing opportunism, costly monitoring and general transaction costs related to instances where there is information asymmetry (Erridge and Nondi, 1994). However, due to the construction industry being very divided it has encouraged a competitive nature where each stakeholder of the project will strive to attain the maximum outcome possible. As a result, team members are more likely to achieve short term individual goals as appose to the projects long term end goals (Collaboration in Construction: The Challenges, Advantages, and Steps to Success | pro crew schedule, 2022).  
The nature of each stakeholder looking to put themselves first promotes further negative attitudes. Contractors exhibit the use of harsh terms and clauses within contracts to terminate or not to offer damages even when subcontractors are genuinely entitled to them. These cruelly enforced clauses allow long standing relationships to be terminated the moment there is a failing by the subcontractor (Akintan and Morledge, 2013). 
In addition, when it comes to evenly sharing the risk, it is often the client who will look to transfer all the risk on to the subcontractor who is often unable to bear capacity of such risks due to their size (Dainty, Briscoe and Millett, 2001). It therefore requires an equal pain and gain share balance to ensure that the risk is evenly distributed in the relationship. This is regarded as why design and build procurement routes are often the most expensive as the contractor is required to carry the entire risk. According to Black et al. (2000), contractors rated trust as a crucial factor to success in collaborative working. Trust however can be difficult to build in situations where there is not equal share of the risk and rewards. Collaboration requires both main contractors and subcontractors to work in harmony for the entire life cycle of the project, however relationships can soon degenerate once it is perceived that potential profits may be eroded, it may begin a blame game scenario and relationships can fail (Dainty, Briscoe and Millett, 2001).  
In addition, if each party to the relationship’s goals are not aligned, it is more likely to encourage conflict and failure, especially when determining accountability (Patching 1994). It is therefore imperative that each party communicates their goals to achieve the maximum outcome. To do this, target cost needs to be set at an early stage when everyone is at on an equal platform. It may involve altering ways of working to suit styles of different organisations. It’s also important that each party is of equal experience as an imbalance is also likely to impact the performance of the collaboration (Chan, Chan and Ho, 2003). 
7.2 Tender Specifications
Whilst there is a high importance on promoting collaborative working approaches, it is equally crucial to ensure that the technical design of the project specification is accurate and thorough as this will be detrimental to the success of the procurement. This is something that can only be achieved if the requisite period is devoted to planning. At the beginning of a project, it is the client’s responsibility to rigorously define their needs and communicate these in a clear and consistent way to contractors (Sutton, 2014). 
It is therefore imperative that the client has a full understanding of the project specifications and be able to provide the supplier with an adequate amount of information to enable them to provide a suitable solution whilst pricing fairly.  As referenced in the Perfect Storm (2021), Ann Bentley quotes “They should genuinely understand what things cost before they go out to tender. Many clients often don’t know what the costs are or what is realistic, they just know what is cheapest.” It is therefore highlighted that more time should be invested into the design and planning of a project before going out to tender to allow clients to have a better feel for the project and what things cost. 


7.2.1 Experience of the Procurer 
This issue may also be enhanced by the experience of the procurer. As described by Elder et al. (2006), the procurement process may hinder the project from maximising potential savings due to the availability of a variety of skills to effectively evaluate tenders. Procurers may fail to review each tender to evaluate whether the supplier can achieve cost savings and provide opportunities for more efficient practices.  
Furthermore, having the ability to identify these aspects are crucial. An experienced contractor who is familiar with the work will have a greater ability to scope the project and therefore will be more sensitive to an inexperienced procurement team and may perceive it as a barrier to tendering at a higher cost. Inexperienced contractors may seem more attractive through tendering at a lower cost however are more likely to recoup profits through submitting greater variations throughout the course of the project. 
In addition, there is an element of risk to be managed throughout the tender process which has also been identified as a barrier to procurement. Nao, (2000) states that “having in place a corporate and systematic process for evaluating and addressing the impact of risks in a cost-effective way and having staff with the appropriate skills to identify and assess the potential for risks to arise”. This furthermore highlights those procurers may be reluctant to take risks in suppliers who are more expensive when it should be recognised that opting for a cheapest value approach in in fact more risky and costly to the project’s life cycle. 
7.3 Insufficiently Costed Projects 
It ultimately boils down to how sufficiently the project has been costed. Budgeting effectively is an art, implementing a budget correctly at the start of the project will help to determine what is affordable and should be based on evidence and what is realistic (Budget for building design and construction projects, 2022). 
Unrealistic targets mean that clients will send out tenders with expectations for suppliers to price well below market value to achieve maximum profits. However, it is this focus of procuring on lowest cost which forces suppliers to push for the lowest cost on materials and labour which translates all the way down the supply chain. 
7.3.1 Additional Impact of Current Economic Conditions 
The construction sector is widely recognised for having weaknesses in areas such as cash flow which pushes the lowest cost procurement models, this has only been amplified throughout recent times due to the pandemic and Brexit which has severely affected the industry due to it being poorly equipped in managing the adverse effects. SAPIO conducted a survey In March 2021 which highlighted that 90% of businesses have faced disruption since the end of the Brexit transition period and 76% had their Brexit response disrupted by Covid-19 (Procurement Partnerships,2021). A result of price increases and supply shortages of raw materials and labour caused by covid in addition to the recently introduced reverse VAT charges because of Brexit has continued to put unsustainable pressure on supply chains. 
If the industry is hoping to break the barrier of lowest cost tendering, it needs to start with clients aiming to build relationships with suppliers and acknowledging the current economic circumstance and the effect it is having on the supply chains. Daniel Billinge, Head of Procurement, BAM describes the changes they have implemented including ‘sufficient float in procurement programmes to account for extended lead-in periods for low availability products and seeking alternatives. This allows sub-contractors to fix prices with manufacturers and suppliers early, reducing risk, benefitting everyone involved’ (Procurement Partnerships,2021). It is crucial these standards are rolled out throughout the industry to achieve a sustainable future. 
8.0 Conclusion
It is evident that the UK construction industry is in dying need of reform. To create a sustainable future for suppliers, change needs to happen immediately to avoid further damages which will only be amplified if current economic conditions worsen. The assumption that lowest cost translates to best value is dated and thus collaborative approaches need to be more widely recognised as the future. Although collaborative working is not the sole key to the answer, incorporation of alternative measures of value will ease the pressures and ultimately produce better quality and improve end user satisfaction. 
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