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1.0 Assignment Brief
In a recent article in The Building Engineer Journal, 2021. James Cash wrote:
“Evidence that the procurement eco-system is distressed is compelling. Top tier suppliers’ race to the bottom on price in order to win business to the detriment of those further down the supply chain. Profits and liquidity are consumed by over-competitive cost-cutting at every level as suppliers gnaw away at each other’s profits” 
There is a need for the UK Construction Industry to move away from lowest cost tendering. Suggest an alternative approach to procurement and tendering, which considers other factors other than lowest cost.
Discuss perceived obstacles that may obstruct the move to a different approach to tendering in the UK and comment on the article.

















2.0 Traditional Procurement
According to The Joint Contracts Tribunal (JCT), the traditional procurement route has been standard practice in the construction industry for 150 years. Separating design from construction, the process entails client consultants designing the project in detail and inviting contractors to submit costs for the project's construction on a single-stage competitive basis. (JCT, n.d.) The competitive tendering process enables contractors to submit costs for their services based on the information provided by the client team, from which the client can then select their preferred contractor to undertake their construction project. (Hansen, 2018) 
Competitive tendering is frequently viewed as a way of improving transparency, increasing competition, and allowing all tenderers an opportunity to obtain business. (Stanley, 2011) As a result, it became the mandatory method of procuring goods and services by local authorities in the United Kingdom with the introduction of The Local Government, Planning and Land Act of 1980. (Patterson, 2000) Welsh Government claim that the three aims of competitive tendering are; to demonstrate fairness for suppliers to contribute to EU funded investment activities, demonstrate reasonable project costs, and improve suppliers' competitiveness. (gov.wales, 2020) 
However, according to James Cash in his latest article in The Building Engineer Journal (2021), the overall intricacy and underperformance of the construction industry often lead clients to obsess on the lowest capital cost as the only measure of value. Consequently, contractors are compelled to lower their costs to stay competitive rather than raise productivity or efficiency, as would be the case in a genuinely competitive market. (Cash, 2021)















3.0 The Impact of Lowest Cost Tendering
Contractors are becoming increasingly aggressive in their pursuit of contracts, which many ill-informed clients believe to be beneficial and are therefore awarding projects based on the lowest tender price. (Odgers et al., 2011)  
However, clients typically overlook the fact that low-cost tendering pushes contractors to cut corners, resulting in inadequate and potentially dangerous buildings, disgruntled end-users, and a financially distressed and demotivated industry. (Cash, 2021) It drives contractors to set unsustainable and unreasonably low prices for their services and consequently makes it increasingly difficult to maintain standards while also making a profit. As a result, the quality of work suffers, and contractors are more likely to try to make up for their 'losses' through other means. (Odgers et al., 2011) 

[image: Carillion sign]3.1 Collapse of Carillion 
Fig.1 – Collapse of Carillion. Source: Daniel Sorabij/AFP/Getty Images

According to the Public Administration and Constitutional Affairs Committee's report (After Carillion: Public sector outsourcing and contracting), the demise of former construction giant Carillion was caused - in part - by current government procurement policies, which resulted in the loss of thousands of jobs nationwide. (Independent, 2018) An article by Global Law and Business Ltd states that construction cost overruns on three Carillion projects led to 'losses' or provisions totalling almost £850million on projects with a collective capital cost of £1.5 billion. A report by the Trades Union Congress asserts that this ‘miscalculation’ directly results from their strategy of undercutting competitors to acquire contracts. Following their compulsory liquidation order, large construction projects were forced to go out for re-tender, resulting in project budget hikes and, in many cases, funding loss, which left numerous projects in limbo. (Price, 2021) Carillion's demise is also said to have impacted almost 30,000 suppliers, subcontractors, and short-term creditors, as the defunct construction titan owed its supply chain approximately £2 billion. (Churchill, 2018)
3.2 Grenfell Tower Fire
[image: Factcheck: Grenfell Tower fire and the Daily Mail&#39;s &#39;green targets&#39; claim -  Carbon Brief]
Fig. 2 – Grenfell tower one day after the fire, London, 15/06/2017. Source: CarbonBrief.org                                

Not only can lowest cost tendering have an adverse effect on a contractor’s financial standing, but it can also significantly affect the entire lifecycle of a project through to its end-user. As the 2017 Grenfell Tower fire demonstrated, lowest cost tendering can inadvertently result in significant health and safety breaches. Due to receiving tenders in excess of their budget, the clients undertook a value engineering exercise with the lowest tenderer. The result led to the specification of an inadequate cladding system which ultimately accelerated fire spread on the evening of the tragedy. (Simpson, 2020) The 'Independent Review of Building Regulations and Fire Safety: Final Report' (Hackitt Report) levelled harsh criticisms at the existing regulatory system, which it called "unfit for purpose," as well as the construction industry as a whole, which it claims prioritises profit over safety (Rees, 2018). According to the report, emphasis on low costs during the procurement stage fosters a "race to the bottom" attitude that can significantly impact the lifecycle of a project. It argues that projects with low contractor margins incentivise contractors to take technical and contractual risks in the supply chain, resulting in risk being handled by parties who are unable to mitigate them appropriately. (Hackitt, 2018)






4.0 Alternative Methods of Procurement and Tendering
There is an undeniable need for an industry-wide reform in procurement and tendering practices, as well as a shift away from the “race to the bottom” mentality. The traditional procedures are unsustainable and show no evidence of delivering cost savings (Cash, 2021). In reality, it is more likely to result in cost and schedule overruns, resulting in higher overall maintenance and operation expenses (Odgers et al., 2011), 

4.1 Collaboration
The Farmer Review of the UK Construction Labour Model (2016) identified the lack of collaboration as a longstanding issue with not only procurement, but the construction industry as a whole. Collaborative working is described as an improved style of working – in comparison to traditional methods - by Latham (1994) and identified as a key driver needed to change industry practises by Egan (1998) It is seen as a solution to the poor construction quality and lack of client satisfaction. (Cheung et al., 2003). At its most basic level, collaborative working involves teams cooperating to achieve a common project goal. (Ellis, 2022) Evidence suggests that collaborative procurement projects are 15% more likely to be delivered on time and 44% more likely to be completed within budget than those lead by the more traditional routes. (Odgers et al., 2011) The term itself, however, refers to a range of agreements. (Hibbert et al., 2008)
Partnering, for example, is a method of collaborative working which takes several forms. Strategic partnering is a long-term, voluntary from of collaboration, whereas project partnering is more short-term and is focused on achieving specific goals. (Hughes, 2010) Some studies, however, argue that a true collaboration can only develop over time and single projects are unsuited for partnering. (Cox & Townsend, 1997) The purpose of partnering is to maximise the effectiveness of each parties’ resources. (Macdonald, 2005) In turn, the goal is to strengthen the relationship and level of trust between project parties, refine the knowledge of each other's particular expectations and values, resulting in a project that benefits all. (Himes, 1995) 
Alliancing is another form of collaboration which shares many of the same traits as partnering. Like partnering, alliancing necessitates a level of trust and open communication. (Hughes, 2010) The term "alliancing" is commonly used to describe a situation in which two or more parties agree to collaborate and share risk and profit based on performance indicators. (MacDonald, 2005) The main distinction between alliancing and partnership is that alliancing entails the use of a formal contract in which parties agree to act in the project's best interests. (MacDonald, 2005) According to Denise Bower (2003), the alliance approach ensures that contractor profits are earned through performance and not the contractor’s ability to make and win claims. In comparison with traditional procurement, contractors are often evaluated and selected on a number of different factors, including their capabilities, enthusiasm, commitment, and chemistry with the client team. (MacDonald, 2005) 
In theory, collaboration is an excellent way to work within industry, however, certain studies show that it has limitation. Some studies believe that partnering facilitates potential exploitation, while others suggest that it only addresses the symptoms and not the source. (Hughes, 2010) According to studies, alliancing also has is limitations as 50-80% of industry alliances fail in the United States, owing to expectations that do not match results. (Hughes, 2010)

4.2 Understanding Best Value 
Any change in industry practice must first be instigated by the client through industry education or adequate advice from their team (Egan, 1998). In his report of the Construction Task Force, Sir John Egan claims that one of the primary issues with procurement in the construction industry lies with clients not fully understanding the difference between ‘lowest cost’ and ‘best value’.
In brief, ‘lowest cost’ is the cheapest option for a required good or service, whereas ‘best value’ can be defined as the “price-performance trade-off” that provides the most overall benefit, based on a set of specific criteria. (Styles, 2015) In the construction industry, ‘best value’ is often described as the most cost-effective combination of whole-life costs, quality, and long-term viability (in terms of economic, social, and environmental advantages) available to best suit the client's requirements. (Finance.gov, 2020) 
[image: ]The client must first recognise the three fundamental forces inherent in any given construction project - time, quality and cost – and their interrelationship. (Jenkins, n.d.) Dr Martin Barnes exhibited this relation in his 'Triangle of Objectives’ - also known as the ‘Iron Triangle’ (see fig.3 below). By placing a dot within the triangle, Barnes can demonstrate how each force is interrelated and how prioritising one of the triangle's points influences the other two, emphasising the importance of quality management in addition to time and cost. (Barnes, 2006) For example, if 'time' is prioritised, the dot is positioned near the' time' corner. As a result, ‘cost’ and ‘quality’ will fluctuate in inverse proportion to each other, meaning that the quality of the end product will therefore be determined by the cost or resources available. Similarly, as shown in fig.3 below, if the project has a set standard of quality, the project's cost will be largely determined by the amount of time available. (Jenkins, n.d).


Fig. 3 - The Iron Triangle. Source: Kelly, J. Male, S. and D. Graham (2004) - Value Management of Construction Projects – Page 207
4.3 Establishing Value Profiles
Common benchmarking standards must be established for a client to appreciate best value over lowest cost. Rather than focusing solely on the financial aspects of a project, clients should consider various other factors. The lack of clear criteria, according to Ann Bentley of the Construction Leadership Council (CLC) in her paper 'Procuring for Value,' is one of the significant impediments preventing clients from adopting a 'best value' approach. (Cash, 2021)
To establish best value, a project value profile should be developed and managed accordingly. (Dallas, 2011) The focus of value profiles is on project outcomes rather than the processes of achieving project success and is done by utilising value drivers to quantify and measure the value delivered by a project. Michael F. Dallas of the Chartered Institute of Building (CIOB) define value drivers as critical factors that directly relate to a projects goals and must be present to fulfil the project promised benefits, e.g. attracting and retaining occupants, protecting the appropriate image, minimise maintenance costs, enhancing the environment etc. (Kelly et al., 2004) 
Bentley states that since each project is unique, value profiles should be established on an individual basis. Clients and their team should evaluate and prioritise what matters most to them in terms of value (value drivers), thus creating a value profile for their project. Following which, value profiles can then be translated to a value index against which tenders can be evaluated to accurately compare suppliers against set criteria rather than cost alone, allowing the client to select the supplier that offers the best value. (Bentley, 2018) The value index is beneficial not only during tender analysis but also during the design phase to forecast project performance and then as a benchmarking resource for the customer to utilise during the operational period. (2018, Bentley)

[image: ]Fig. 4 – Value Management in Construction. Source: Saleem Akram et al. (2011)
4.4 Accurate Cost Estimate
Initial project cost estimates also play a critical role in moving away from lowest-cost tendering. As defined by the RIBA Plan of Work 2013, a project budget is the amount of money a client has to complete a project - taking into account all related costs and expenses incurred during the construction and later operational stages. Cost estimates, on the other hand, are an approximation of the total cost of the project. Therefore, cost estimation is the process of forecasting the financial and other resources available to execute a project within a specified scope and timeline. (Smallwood, 2021)
Without accurate cost estimates, construction projects have the potential to fail. (TheHouseShop, 2019) Unnecessary risk, financial loss, reputational damage, and increased claims and disputes are all consequences of inaccurate cost estimating. (Mahamid et al., 2013) For example, at Grenfell Tower, the value engineering process that resulted in the installation of insufficient material was a direct result of poor initial cost estimating, as the initial tender submissions exceeded the project budget (Hackitt, 2018)
Inaccurate cost estimates for projects inadvertently promotes lowest-cost tendering by driving contractors to cut costs to meet the project budget. While total accuracy is difficult to achieve when estimating project costs, estimates must be realistic and based on evidence. (Bipat, 2021) 

4.5 Tender Evaluations
A change in the way tenders are evaluated is pivotal in instigating a reform in current industry procurement practises. It is common for public and private-sector clients to undertake a pre-qualification process to identify a pool of competitive, competent and capable contractors from which and tenders may be sought. (Mills, 2011) Consequently, pre-qualification has become an integral feature of most client procurement procedures, particularly in the public sector, with the issue of a pre-quality questionnaire (PQQ). (Mills, 2011) PQQs are typically issued prior to the release of tender documents; however, they are occasionally included within said documents and are scored accordingly with the tender submission.
[image: ]Following receipt of PQQ’s and tender submissions, the evaluation process can begin (Roy, 2018). According to the Procurement Lawyers’ Association, evaluating tenders is arguably the most complex and significant part of any procurement process. Tenders are typically evaluated based on a set of weighted criteria; however, many public sector procurements in the United Kingdom are conducted using price evaluation formulas that award top marks to the lowest bidder. (Rees, 2018) 
Fig. 5 – Screenshot of Criteria Weighting from a Cardiff City Council Invitation to Tender (2021). Source: Owen Towell
In an investigation into the client’s tender selection process, Chee H. Wong and Gary D. Holt (2000) established that during the selection process of a contractor, emphasis was given to the lowest costs, and less attention was placed on project-specific criteria (PSC). In their investigation, they issued questionnaires to 250 public and 200 private clients – 51 (20%) and 35 (17.5%) completed questionnaires were returned.  The questionnaire illustrated that 66% of public and 62% of private clients believe that tender price is more important than PSC. (Wong et al., 2000)
Preceding Brexit, public procurement procedures in the United Kingdom followed EU procurement standards, including the Most Economically Advantageous Tender (MEAT) method of tender evaluation. (Lamb, 2021) Its objective was to assist the contracting party in establishing how the contractor selection and award process should proceed. The term "economic", however, was often misconstrued as "lowest price." (Millross, 2021) Consequently, in December 2020, the Government issued its Green Paper: Transforming Public Procurement which proposed the use of Most Advantageous Tender (MAT) in lieu of MEAT which put emphasis on ‘best value’ over ‘lowest price‘ – a move in the right direction. (gov.uk, 2021)

4.6 Project Information
In traditional, single-stage procurement, the tender stage of a project necessitates the exchange of a plethora of information and documentation. Typically, the client and their team provide contractors with a set of tender documents from which the contractor can submit a bid/offer based on which a contract can be awarded and executed. (Laryea, 2011) This set of documents contains relevant details on the proposed project and may include the following:

· Invitation to tender
· Form of tender
· Pre-construction information
· Tender pricing document 
· Specifications
· Design drawings

Comprehensive and accurate tender documents offer each tendering contractor with common data from which they may submit a bid for their goods and services - resulting in cost consistency between contractors and a more equitable process. However, according to a study conducted by Samuel Larea of the School of Construction Management and Engineering, in practice, not all tender documents are clear and concise, resulting in erroneous estimates, claims, and contract disputes. In fact, Akintoye and Fitzgerald (2000) identified 20 causes of inaccurate tender returns (in terms of cost) using a questionnaire study of 84 UK construction firms, with "poor tender documentation" coming in second.


4.7 BIM
Building Information Modelling (BIM) is the process of centralising project information, making it accessible to all. (Traina, 2018) It is defined by the National Building Specification (NBS) as a process of creating and managing information on a construction project across its entire life cycle and is considered one of the more promising developments in the architecture, engineering, and construction industry. (Kubba, 2012) By managing a project through an efficient, collaborative, and dependable approach to working, BIM objective is to satisfy the three components of a successful project; time, cost, and quality. (Simmonds, 2018) The process ensures that all relevant parties are consulted at all phases of the project, and that the most up-to-date documentation are stored in a central location. 

In his review of the UK Construction Labour Model, Mark Farmer (2016) identifies Building Information Modelling (BIM) as being at the heart of any project. He argues that industry wide adoption of BIM is dependent on collaboration and can only function fully if traditional design and construction barriers are “broken down”. Farmer (2016) states that BIM is the only way for the industry to move towards collaboration and that its importance cannot be overstated. 

5.0 Obstacles Affecting Change
According to Farmer (2016), many clients are conditioned to operate in an adversarial manner within industry and do not see the reason for moving to more collaborative and integrated approaches. Table 1 identifies potential obstacles to change, with specific emphasis on the points raised in Section 4.0.
	Factor
	Possible Obstacle(s)

	Collaborative Working
	· Early contractor involvement may result in higher initial expenses, which may deter clients. However, studies show that collaborative efforts eventually lead to lower costs. (ProCrew, 2021)

· Collaborative working may necessitate a shift in site and office culture, as well as some internal resistance on the part of some team members. (ProCrew, 2021)

· Transitioning to a new system comes with its own set of challenges, which may deter certain contractors and clients. (ProCrew, 2021)

· In many circumstances, one party's goals may differ from another's, and there is no opportunity for shared goal setting or flexibility on many subjects. (Pauna, 2021)

· Many clients assume that working in a highly collaborative environment carries to much risk. (Pauna, 2021)

· Making money-related decisions between parties can be difficult. 

(Pauna, 2021)


	Value Management
	· Clients may have lack of value awareness which can influence the choice of value drivers.

· Many clients have little understanding of the process and therfore have lack of belief in the route

· There may be differing objectives for individuals and organisations within the team

· There may be attitudinal issues within the team who’re not comfortable with adopting change

· The expectations of a client may be unrealised or differ from those within the team

(Akraam et al., 2011)


	Cost Estimates
	· Constraints on resources. Time constraints, for example, limit data collection, data quality, and consistency.

· Bespoke Concepts. For example, bespoke building may include features that are not prevalent in many other buildings, implying that there may be little data available to effectively estimate costs.

(ICEAA, 2020)


	Tender Evaluation
	· The weighted criterion algorithms used to score contractors can be manipulated to guarantee that contracts are awarded to the lowest bidder. 

· Many clients are oblivious to the distinction between best value and lowest cost. 

· Adopting new evaluation methods can be intimidating to team members, preventing many from making changes to current practises.

(Rees, 2018) 


	Building Information Modelling (BIM)




	· A lack of client demand, particularly among smaller businesses 

· Clients believe that BIM isn't always relevant or applicable to their project. 

· Adopting new technology can be difficult, which deters many businesses. 

· Insufficient training 

· Moving to a new system has its own set of difficulties, which may deter certain contractors and clients. 

(NBS, 2014)



Table 1 – Possible Obstacles to Change. Source : Owen Towell

A lack of industry training and knowledge is a common denominator among the barriers to change, as seen in Table 1. Sir John Egan supports this claim his study "Rethinking Construction," in which he draws a direct link between training and quality. The research identified a lack of industry training and education as a barrier to for industry progression. As a result of this lack of knowledge, the industry is entrenched in its ways and fearful of change. The trend toward collaborative working involves the adoption of new technology and procedures; nevertheless, the industry will be limited in its ability to advance if it does not embrace this shift. (Farmer,2016)

6. Conclusion
Ultimately, the procurement route is dictated by the needs of the client, which is why investing in industry education is critical. Clients must be informed about technological and procedural improvements that will benefit their projects. Research shows that if change is embraced, in terms of collaboration, clients will obtain more predictable outcomes in terms of cost, time, and quality, as well as long-term productivity benefits that will improve their returns and competitiveness. (Farmer, 2016) With increased integration of technology, end users of built assets should be able to choose from a wider range of product designs and assets, resulting in increased end value.
As things are, it's clear that the industry is set in its ways and afraid of change. However, strong, long-lasting relational patters have been proven to be more susceptible to change when a significant shock destabilises them. (Coleman, 2020) This is exemplified by the present pandemic. COVID-19 has compelled us all to rethink accepted norms and welcome innovative approaches to traditional practises. (Middleton, 2020) The UK construction industry was at the forefront of this innovation with the construction of the Nightingale Hospitals. These hospitals were planned, designed and constructed within small timeframes, showcasing what can be accomplished when goals and outcomes are aligned in a collaborative working process. (Middleton, 2020)
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Weighting

Cost 70%

Quality 30%
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