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Government Construction Strategy

Report of the Procurement/Lean Client Task Group
Purpose of the Report

This document is the fi nal report of the Procurement/ Lean Client Process Task
Group, confirming the work that it has carried out, and making recommendations
for future activities in  this area.

It is therefore to be used to:

- Provide recommendations to the Government Construction Board and
National Improvement and Efficiency Partnership (NIEP).

- Raise awareness of 3 new models of main contract procurement, along with
proposals to explore the collaborative aggregation of procurement between
government departments, and a means of enabling direct client
intervention in otier 26 supply chain selec

- Communicate the benefits likely to be achieved through adoption of the
new procurement models.

- Define the characteristics of a n dintelligent cl i ent 6 i n the cont ex!
procurement models, and provide a maturity model for the measurement of
those characteristics to help industry and government clients progress
relationships in a manner that secures significant efficiency.

The Tas k w@k lmstpkérsplace in the context of a wider programme of
activity in other Cabinet Office Construction Task Groups and Infrastructure UK
(IUK). To ensure that these groups, and any successor bodies, have access to
detailed information about the work of the Task Group, the format of this report
includes extensive appendices providing copies of working papers and presentation
materials. The Task Group hopes this will allow other groups to critique and draw
upon the work performed to date, encouraging rapid improvement across both the
industry and the various government departments that procure construction works.
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Executive summary

1. The Procurement/Lean Client Task Group was established to support delivery of
objectives identified in the Government Construction Strategy , intended to
deliver 15-20 per cent cost saving for public sector construction by 2015. The
Task Group first met on 1 September 2011, with representatives from central
government and local authority construction clients, senior executives fro m
major suppliers, and representatives from industry trade bodies.

2. The Group has focussed on four key areas: new procurement models, the

6l ntelligent Cliento, t he ef f egoteinmeatn e s s of
collaboration in procurement.

3. The Task Group has developed, analysed and refined three potential new
procurement models, and has worked with clients and government to identify
and support suitable projects to trial these new techniques.

4. All new procurement models embrace Early Contractor Involv ement,
integration and transparency. These are critical factors that will drive
innovation and remove waste, securing knowledge transfer and corresponding
growth opportunities.

5. For the most part, the new procurement models represent evolution rather
than revolution, ensuring that there is already significant data from existing
models to indicate their likely effectiveness. The Task Group has reviewed
some important evidence in this regard.

6. The best fit of standard contract forms has been recommended for ea ch of the
three primary procurement models after consideration by an expert working
party. This allocation will be reviewed after the experience of the trail s. The
Task Group is against mandating a single form of contract applied for all
projects, whilst ¢ onscious of wanting as much commonality of approach and
minimum amendment of clauses as possible.

7. Faster selection of partners through these models helps bring projects to
market quicker, and releases their benefits faster into society and the
economy.

8. No process alone will change performance. The Task Group considers it
essential that the primary relationships between industry and government
clients are improved. This will require clearer definitions of output
requirements, greater emphasis on behaviour, r elationship quality, maturity,
and capabilities. It is also essential that incentives are put in place that align
and secure steady and conscious improvement. This advice is consistent with
previous industry studies and existing best practice.

9. The characteristics of an intelligent client have been identified, with the
expectation that they will form the basis of guidance to those public and
private sector clients testing the new procurement models. A maturity model
and recommendations for its use by project teams and their clients has also
been developed.

10. Research has been carried out to investigate existing public sector frameworks
and identify best practice which can be rolled out across the public sector as a
whole, while also seeking to mitigate existing concerns about the potential
impact of frameworks on some suppliers.

11. The Task Group supports further testing and development of the principles of
supply chain intervention, through the work of the Government Procurement
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12.

13.

14.

15.

16.

17.

18.

19.

Service, based on the innovative appr oach applied by Hackney
Chain Management Group.

The benefits of reducing the <cost of i mpl en

infrastructure have been made by Infrastructure UK. Their March 2011 report
olnfrastructure Cost Reviewo stated:

0 1. 2ducRg the costs of infrastructure delivery will allow the UK to
renew and build more for less and provide more resilient infrastructure as
a key plank for wider economic growth.

It will also support growth by giving confidence to international investors
in UK infrastructure, and improve the competitiveness of the UK
construction industry by addressing concerns about higher costs, lower
productivity and skills and wasteful processes . 06

Reducing the capital cost helps potentially beneficial but marginal sch emes to
become more affordable allowing them to proceed rather than funding go
elsewhere, in turn securing the incremental benefits and employment that
would otherwise have been lost without an affordable solution becoming
available.

The Task Group is canfident that the Government will secure dramatic benefits
and value for money for the taxpayer if it can consistently apply these models
across central government and, if possible, the wider public sector. The Task
Group does not underestimate the challeng es such widespread implementation
would create. However the current economic circumstances demand that all
public bodies act to reduce their costs, creating a window of opportunity for
reform that must be grasped.

Reducing construction risk and variabilit y of outcomes will help infrastructure
compete for scarce private capital at a time of economic constraint and risk
aversion.

The Task Group commends this report and its recommended approaches to
central government departments, local authorities and the w  ider public sector
alike, encouraging its application and further development.

Should the expected up to 20 per cent efficiency gains be secured through

speedy i mplementation of the reportdés recomn

be released for additional work. This creates new employment and activity for
industry, on building projects that previously may not have been affordable,
fundable..

Swift implementation of these recommendations is important to secure the
industrial, economic, social and political b enefits which flow from creation of
much needed public infrastructure.

If implementation of the Government Construction Strategy achieves the

proposed benefits, it is not unreasonable to expect that this would trigger

similar reform across the private sec tor, whether in utilities, power generation,

commercial or retail development. This can only help to boost investor
confidence in the countryds infrastructure
demand and generating wealth.
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Recommendations

N.B. Some actions may already have been delivered in full or in part.

1. Three or more trials of each of the three models should be made available
from the public sector.

2. Trials should apply collaborative forms of contract. Cost -led procurement
trials should use NEC 3 option C, Integrated Project Insurance should use
PPC 2000, and Two Stage Open Book should use JCT Constructing
Excellence.

3. In each case contracts should have absolute minimum of amendments, with
no changes to risk allocation or payment terms except where they are
improved.

4. Effort should be taken to avoid the use of liquidated damages, retentions,
parent company guarantees and performance bonds on the trail projects.

5. Client and supplier teams involved in trial projects should be provided with
professional development, experiential learning and hands -on training to
ensure that they adopt the intelligent client attributes and  operate in a
collaborative culture as identified in Appendices E, F and G.

6. The principles established in the effectiveness of f r amewor ks groupds f
report should be adopted and implemented by the Government
Construction Board.

7. The findings from the effectiveness of frameworks investigation should be
made available to framework owners/managers to highlight the potential
risks to effective framework agreements through poor practice.

8. The Government Construction Board should agree that future framework
agreements should address the core principles and key features of an
Effective Framework.

9. That the Government Construction Board should put in place governance to
act as a O6clearing housed for proposed fr an
compliance with the agreed features of an Effective Framework. An
Accreditation Mark should be awarded to compliant frameworks.

10. The life of the E ffectiveness of Frameworks Working Group should be
extended to develop an implementation plan and support the delivery of
future work in this area.

11. A quick win for this plan should be the production of a short how -to guide
for construction frameworks.

12. That the Aggregation of Products work stream will now be taken forward by
the Government Procurement Service.
13. That a collaborative commodity procurement trial project should be

established that would be independent of the trail projects for the three
new procurement models.
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14.

15.

16.

17.

18.

19.

20.

21.

22.

That this trial should be benchmarked against a private sector collaborative
procurement comparator project.

That the trial projects will be overseen, monitored and benefits measured
by a Trial Projects Delivery Group.

That the Trial Pro jects Delivery Group should be made up equally of clients
and suppliers involved in o0lived trial pro
onon execso6 to ensure sufficient objective

That the Trial Projects Delivery Group should provide focus for driving
through change on client and supplier side for individual trial projects
(including the behaviour of each tier in the supply chain as client for lower
tier suppliers).

That lessons should be learned from trial projects allowing amendments to
be made where necessary to improve their practicability when more widely
rolled out.

That approaches are articulated to facilitate adoption by others, progress is
made visible.

That the industry provides support where required to Trial Projects Delivery
Group.

That fra meworks should be the preferred procurement route for delivering
the new procurement models.

If the trials are successful, the Government and wider public sector should
roll out this report & recommendations for use on future projects.
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Introduction

Representing some 7 per cent of GDP, the UK construction industry makes a
significant contribution to the countryds
activity - more than £40 billion worth of work - is delivered for the public sector,
with the governrment act i ng as the industryds | argest

But for many years it has been recognized that the benefits of this contribution
have been limited by the way that the public sector engages with the construction
industry.

May 2011 saw publication of the Government Construction Strategy (GCS). This
document sets out a clear set of actions to reform this relationship, identifying
barriers to effective construction along with potential solutions to overcome them.

Delivering this action plan is intended to s ecure savings of up to 20 per cent in the

capital costs of public sector construction by the end of the current parliament in

2015. While many of the proposals in the action plan are not new to the
construction industry, previous favourable market conditio ns & where delivery of a
significant volume of work was the key challenge - have made it difficult to

i mpl ement them. The UKOs current economic
and platform to deliver these reforms. A failure to do so would make many p lanned
projects unaffordable given current restricted public sector budgets.

Conversely, successful implementation potentially creates more work availability

within a faster timescale, in turn bringing benefits to the commissioning

government departments, value-for-money to the taxpayer, help to the
construction industry, generating more work opportunities and jobs, boosting

associated manufacturing industry and through this improving the UK economy in
some measure.

This process is being overseen by the Government Construction Board, chaired by
Chief Construction Advisor Paul Morrell. This high-level group is supported by the
GCS Steering Committee, chaired by the Crossrail Chief Executive Officer, Andrew
Wolstenholme. Reporting to this committee are a se ries of Task Groups each
established to support delivery of specific actions identified in the Government
Construction Strategy.
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Government Construction Programme i Governance Structure

Minister for the Cabinet Office

Government Construction Board
(Chair Paul Morrell)

Infrastructure Construction Strategy
programme team programme team
(IUK) Joint (el0))
programme

actions

IUK Steering Committee GCS Steering Committee

(Chair Peter Hansford) (Chair Andrew Wolstenholme)

Infrastructure S 5 7
Infrastructure nfrastructure : cocur , overnmen
Client/ D'at::.\ Industry Construction 7{_22\:(&;?;?‘( /Lszetsr?gi’;;y Soft Landings
Procurement (Clieti (Chair Advisory (Chair (Chair (Chair
(Chair izl Steve Fox) © Deborah
Forum

Simon Kirby) Brian Collins) Nick Pollard) Tim Eaton) Rowland)

Performance
Df’“a and‘ BIM Strategy
Benchmarking o « Management
(Chair Michael (Chaie (Chair Bill

Coleman) ) Yardley)

Wider stakeholder groups (eg Strategic Forum for Construction,
Green Construction Board etc)

The Procurement and Lean Client group was one of the six Task Groups. Chaired by

Nicholas Pol | ar d, Chi ef Operating Of ficer of Nav
Practice, the Task Groupds 20 members (see Ap]
details of working groups) were drawn from leading public sector clients, major

suppliers, academia and industry representative bodies.

It must be recognised that the work of this Task Group took place in the context of

concurrent work being delivered both by the other Government Construction

Strategy groups, but also by Infrastructure UK within HM Treasury. | nfrastructure

UKds Cost Study I mplementation Plan seeks to a
considered by the Procurement and Lean Client Task Group. Care has been taken

to ensure continued dialogue and knowledge sharing between the two groups.

Page9 of 125



Key Objectives
The Procurement/ Lean Client Task Groupds key

1. New procurement models
Set up and report on trial projects for three potential new procurement models
that will enable cost savings of up to 20% to be secured whe n consistently
applied in practice o Cost Led Procurement, Integrated Project Insurance and
the Two-Stage Open Book

2. Intelligent Client
Identify the skills needed by clients to deliver 15 -20 per cent construction cost
savings, then ensure that these skills are developed during trials of the new
procurement models.

3. Effectiveness of frameworks
Assess t he publ i c sectords current use of
opportunities to improve upon the current approach.

4. Cross government collaboration in pro  curement
Consider how centralised procurement of common components can contribute
to greater efficiency in public sector construction.

A more detailed explanation of the objectives can be found in Appendix B. Having
delivered, or set plans for the deliver y of, these objectives, the Task Group was
disbanded in April 2012.

Measures of Success

The Cabinet Office has proposed means of evaluating of the performance of trial
projects.

This would involve quarterly/half -yearly evaluation including:

e Internal progr amme change management by the rel
construction team

e Internal peer review / challenge from department teams and/or supply
chain

e Periodic knowledge sharing / review / challenge facilitated by Cabinet
Office

e External specialist input

The Task Group has recommended that the results of these evaluations are
published for easy comparison against established benchmarks, using clear and
irrefutable key performance indicators.

The Task Group also felt that there should be some independent, external
verification of results / outcomes to give the programme credibility, and that steps
were taken to track other influences, for example, policy changes (the control
curve), and to record effects down the supply chain.

Workshops to consider evaluation criteria for the trial projects took place on 22
March and 10 May 2012. Details of the discussion at these meetings are attached as
Appendix H.
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Key assumptions / pre -conditions in moving forward

1.

Qufficient s uitable schemes are available from centr al government
programmes for triall ing of new models, and trials continue to have support
throughout their delivery.

Clients of the trials projects are committed to adhering to the principles of
the trials

Recommendations of this Task Group, once proven through the trail
schemes will be overtly supported and adopted across central and local
government. Standards and processes developed from this work will be
embedded into procurement and client activities through the leadership of
the Government Construction Board.

A reasonable pipeline of demand-led work for the industry is available from
government departments, local authorities and the wider public sector.

The Government will overtly support and enable investment in the
necessary training and coaching of its civil servants and clearly define its
output requirements from each project.

Industry leaders will overtly support and enable investment in the necessary
training and development of its leaders and project team to enable
cooperative, productive an d willingly helpful relationships with Government
clients.

In providing benchmarks, the Joint Data and Benchmarking Task Group will
address the requirements of the Government Construction Strategy in
relation to whole life value.

The necessary clarity of departmental leadership and oversight is applied

between the Cabinet Office, HM Treasury and the Department for Business,
Innovation and Skills to ensure the trials are useful.
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Objective 1 6 New Procurement Models

While much of the reform that is identified in the Government Construction
Strategy relates to the improvement and update of existing models and behaviours,
there is recognition that to achieve optimum efficiencies the public sector should
consider new approaches to construction procurement.

The Government Construction Strategy Action Plan calls for:

e Investigation of alternative forms of procurement and contractual
arrangement that offer better value and affordability

o Demonstration of the effectiveness of these alternatives through trial
projects

Lifecycle considerations

The Task Group acknowledges that in declaring the required outputs a client may

seek to optimise whole life cycle costs rather than capital costs alone. This is an

important considerat ion. This work has focused on the capital efficiency rather

than whole |life cycle efficiency, whilst the
focuses on the life cycle attributes. This is not to say that the procurement group

ignores the need to procure sensibly affordable solutions for the long term.

However, in contemplating the longer term there is significant risk that the whole

life benefits may not be realised, either due to performance issues, or because of

changes to an assewuwdis peei ddwi fert lne whroéte | i f

In contemplating these tasks, this Task Group has focused on securing maximum
appropriate and effective capital cost reductions, whilst not damaging the lifecycle
cost of operation.

The proposed trials feature transparent forms of engagement, independent
verification, intelligent/lean client and Early Contractor Involvement, all of which
mitigate risk of an inappropriate or inoperable solution being driven by reduction
of costs.

The Procurement Models

The Government Construction Strategy identified two proposals for potential new
models that should be triall ed as trial projects. These proposals were Cost-Led
Procurement and Integrated Project Insurance.

The Procurement and Lean Client Group has considered both of these new
procurement models. Group members also put forward other considerations,
forging an additional proposal known as the Two -Stage Open Book model.

It should be recognised that while each of these models has distinctive elements
that should contribute to greater efficiency, they all have their roots in existing
leading procurement practices. They therefore do not typically represent either a
radical or risky departure from the way the industry currently functions but instead
the combination and consistent implementation of leading practices, such as those
found in the regulated water industry.

In order that a thorough analysis of each model could be carried out, a series of
workshops were arranged through the Cabinet Office, with atte ndees drawn from
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government departments who might potentially use the new models, as well as
experienced representatives from industry.

Individual members of the Task Group were then asked to draw together feedback
from these workshops along with views fr om the Task Group itself to prepare
developed proposals for each model, using a comparison template to ensure
consistency across the three models.

A detailed table highlighting the key characteristics of each model is available at
Appendix C. However the following section provides a short summary of each
model.

Common procurement features across all models

Under each model the client provides a clear definition of the functional outcome
that it wants to achieve from one or a series of similar forthcoming  projects,
including any specific requirements to be achieved as part of delivery of this
outcome.

It then identifies current typical cost to deliver such outcomes based on available
cost data, benchmarking and cost planning work, setting a considered ye t
challenging cost ceiling at a point somewhere below this, with an expectation that
this cost ceiling will be achieved and then further reduced through continuous
improvement over the series of projects.

Completion of the capital phase occurs when specif ied output performance criteria
are demonstrated on conclusion of construction work.

Engagement with the supply chain embraces Early Contractor Involvement and high
levels of supply chain integration, while the involvement of third party expert
validation /assurance is mandatory for two models (Integrated Project Insurance
and Two-Stage Open Book) and could form a beneficial adjunct for Cost -led
Procurement.

The presumption for all models is that high levels of supply chain integration,

coupled with innov ation, all within an envelope of appropriate relationships and
behaviours between client and industry, provide the route to the generation of a

significant downwards step change in the cost and risks of the construction
process.

All three of the procureme nt and scheme development models promoted in this
report are designed to considerably reduce the traditional commercial risk of
construction procurement, execution and commissioning. Should these prove as
successful as expected in reducing risks and cost by up to 20% of capital sum,
schemes become more readily funded as well as more affordable.
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Model 1: Cost-Led Procurement

The client selects one or more integrated supply chain teams from an existing
framework. Teams are selected on their ability to  work in a collaborative fashion
to deliver below the cost ceiling on the first project, and achieve cost reductions
on subsequent projects while maintaining the required quality outcomes.

In competition 2 or 3 integrated framework supply teams are then gi ven the
opportunity early in the life of projects to develop their bids with the client team,
allowing them to bring their experience to bear to innovate and drive cost
reductions. Provided at least one of the supply teams can beat the cost ceiling, it
is then selected on the relative scored attractiveness of its commercial and
physical proposition and of its team members before being awarded the contract to
deliver the project.

Should none of the teams be able to deliver the work, the project is offered to
suppliers outside the framework.

Bid Framework
Framework . . documents partners
Expressions of interest sent out chosen

) B B

=

1l

OJEU for framework Framework
bidders
selected

Framework partnersSuccessful Client enters into )
invited to developsupplier team contractwith ~ Commencement  Completion of
proposals for project chosen supplier of project project

If successful, supply team

I ) )  EEE—) offered further opportunities
—)

If no successful bid, ;
_ roject offered outside If supply team unable to
proj ramenork commit, further opportuniti

offered to other framewor|
partners

_U(

UNCLASSIFIED
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Single project

Successful  Client enters into
Supply teams invitedgapplier team  contractwith  Commencemen
Expressions of interest develop proposals  chosen supplier of project

) ) ) EEEEE) ) ) S
—

I If no successful bid,
project offered to
others

OJEU for Bidders
framework selected

¢ Completion of
project

If the scheme price cannot be matched or bettered it should not proceed. Under

these circumstances that client may have to reconsider its budget or

specification.

There is a burden on the client to select a realistically challenging price, and work

to enable its achievement by the industry supply chain.

Benefits

continuous improvement over time

20 per cent
Focus on cost benchmark 5 per cent
Early contractor involvement 2 per cent
Continuous improvement 2 per cent
Specified whole life performance 2 per cent
Supply chain integration 4 per cent
Continuous learning 2 per cent

The key benefits of the Cost -led procurement model are driven by its focus on
achieving challenging cost targets, while producing further savings through

The following aspects are expected to contribute to overall cost savings of circa
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Model 2: Integrated Project Insurance

The client holds a competition to appoint the members of an integrated project
team who will be responsible for delivery of the project. Scoring may include
elements assessing competence, capability, proven track record, maturity of

behaviours, and fee declaration.

The chosen team then works up a preferred solution that will deliver the outcome

defined by the client, with savings against existing cost benchmarks.

The significant difference between this and any existing procurement model arises

with the adoption of a single (third party ass ured) insurance policy to cover risks

associated with delivery of the project. This policy would package up all insurances

currently held by the client and supply chain members, and would also take the

top slice of commercial risks, covering any cost overr uns on the project above and

beyond -ahapednthreshold, split transparently

party and its supply chain.

The model introduces third party independent verification of the scheme, through
a series of gateways, using this mechanism to tension the model for good value for
money, and also to ensure a wholesome, balanced commercial position has been

struck which an insurer can take on board.

With excessive cost overruns covered by this policy for all supply chain members,
the potential for a blame culture to try to pass on liability within the team is
removed. Payment of claims would be based on the demonstration of loss not the
assignment of blame. Yet in order to secure the insurance in the first place, the
team will have to p repare a credible proposal, robustly validated by the
independent expert assurer to ensure that the commercial tension is maintained,

and which in turn the insurer is comfortable can be delivered.

Returns from Open book with client

Teamip W teamips to meet the outcome brief
= ’ — —
) ) | Independent facilitatiol
— E— ant [isldassitpe
Client forms Selection o— — P
Advisory Team lists of IPT by facilitator
Irzjcl fﬁulnator compemors STAGE
ANA rSK aSSUIerss == == m= m= = S e ,

Independentfamlnatlr Selectin
OJEC Ol:,g%?'gﬁz%zetdama and risk assurance| | the IPT

Notice success criteria
(not pilots) issued

58St AGSNAY3I aY2NB FT2NJ f Sa4aéPrazegssiMap L y (i S 3 NJ

i i &, Reporton savings
Industry EOI PT throughout the supply chak, & aelplith?r']ge;?ke
Business competitors i N e
Need Design optioneering leading to
0/ -,Lraa;,:lée& Maybe preferred solution and cost plan

Client
Investmen Physical W
agrees | deCISIO Completion Upto 12 years
: ;; Alliance ends
Egﬁé%%g{fgﬁlmmem and a%fctiings Maintenance and performance management

Contractual T tfa Itax )
. I close Il epen ient facilitatio Galnshare

Insurers fee gain policy andpail o o e e e e Latent

agree | e g Inerhied STAGE 2 Latent _ share def
overrun Alliance defects payments Including on performance if so agreecbver
agreed cover ends

)

UNCLASSIFIED Pagel8

Research from the proponents of this approach asserts that by combining the
insurance policies of the suppliers and client a saving of circa 2.5% of capital sum
will be available, in turn utilised to offset the cost of insuring the top slice of
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commercial risks, which they also expect to be c. 2.5% keeping the cost broadly
neutral in respect of incremental insurance costs.

Benefits

The following aspects are expected to contribute to overall cost savings of 25 -40
per cent for the Integrated Project Insurance model

Removal of adversarial culture 15-20 per cent
Integration/early supply chain involvement 10-20 per cent
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Model 3: The Two -Stage Open Book

The Two-Stage Open Book model sees the client invite suppliers on a framework to
bid for a project on the basis of an outline brief and cost benchmark. A number of
contractor -consultant teams compete for the contract in a first stage with bidders
being chosen based on their capacity, capability, stability, experience and strength
of th eir supply chain, and fee (profit plus company overhead). The winning team
then works wup a proposal on the basis
stated outcomes and cost benchmark as a second stage.

Appoint
integrated
team

Client

requirements Outline stage Open book throughout

risk allocation the supply chain

Develop  Refine design/ cost
Tre k & Outline brief Outlinedesigns  preferred  plans/ programme/
Tearmup agreed and optioneering  option risk registers »

O mas) Sas——) ") E—) E—)

Independent  Independent
Stage Gate Stage Gate
. Agreed reviews reviews
Framework Roles and deliverables and
mini comp responsibilities fees
Lump sum contract Physical Contract
Lump sum OHP Completion  conclusion

Primary Acceptance
Phase Completions ~ Testd performance
based

Final Acceptance Tests
Contract terms i Eerfoimance based
Contractual Limited Periad
close i Performance

Risks allocated guarantee
Independent  Independent

i ol
Stage Gate Stage Gate - Conclude CDP‘ Design
reviews reviews & Construction

Close deal
Based on idea of super provid&{s-ASSHiPbaton changes, and disputes Page8

through the project process

The Two-Stage Open Book differs from Cost Led Procurement in reducing industry
bidding costs, enabling faster mobilisation and in providing the opportunity for
clients to transfer more risk to the supply chain on award at the end of the second
stage.

Independent, robust expert stage-gate reviews with independent scheme
verification is applied throughout this model to ensure appropriate scheme
definition, create commercial tension, monitor scheme development and highlight
any unnecessary scope, risks and potential missed opportunities. This verification
will also provide clear recommendations to the client and contractor for
improvement of the proposition.

Any such verification must deliver greater benefits in terms of savings than its cost
of implementation. It i s also essential that steps are taken to ensure that those
appointed to carry out this verification have the skills to do so effectively.
Additional capacity may need to be generated in terms of these skills should the
model be rolled out more widely, in 0 rder to meet expected increased demand for
competent verifiers.
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Benefits

The following aspects are expected to contribute to overall cost savings of circa
25 per cent for the Two -Stage Open Book model

Standard framework approach 5 per cent
Standard specifications 5 per cent
Programme level savings 5 per cent
Agg_regated procurement at supply 5 per cent
chain level

Risk management 5 per cent

Engagement of supply chain

To achieve an integrated team and the early involvement of the Tier 2  contractors
the Task Group considered the possible approaches for their engagement in each of
the three procurement models.

In the Cost-Led Procurement model, the Tier 2 contractors would be selected as
part of the integrated team, assembled at the instiga tion of the Tier 1 constructor
when bidding the scheme.

Under the IPI model, the client, with the help of his advisory team, selects the Tier

1 contractor (or project leader) and the other members of the core integrated

team, including the specialists, and FMadat the outset, all on the basis of

0selecting the team6é (produced by the Construc
by the Strategic Forum). The integrated team then works up design solutions,

expanding the team with supply chain members as appropria te, cooperating with

independent risk assurers but also collectively striving to beat the benchmark by

15%- 20%.

In the Two-Stage Open Book model the preferred approach to engaging suppliers is
that the client will select the preferred Tier 1 contractor o n the basis of their
appropriate skills, approach and track record under a formally documented

selection process. This selection process for the Tier 1 is likely to include their fee
as part of the tender adjudication criteria.

Once the Tier 1 contractor i s engaged, they will work up the project proposition in
conjunction with the client on an open -book basis, going to the market for Tier 2
and 3 suppliers, and selecting them on criteria fully transparent to the client. This
process should enable the benefit of early engagement of suitable tier 2
contractors with the right intended behaviours. Because the manner of the Tier 2
selection is fully transparent in every aspect (including due diligence, people,
competence, quality, safety and price) the client sho uld be able to have great
confidence in the proposed team. Over the course of a programme of work the
client will gain great insight and understanding of the implications and value of
client intervention, choice and decisions.

The transparency of the Two Stage Open Book process should help government
clients become oOintelligent clientsd more quic
chain.

The process will also encourage the Tier 1 contractors to share knowledge through
the supply chain, focusing on driving out unnecessary cost and risk, rather than on
any commerci al 0gamingo6 over price and the sco
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adverse features unfortunately have been common industry competitive practice,

prevalent in o0drag raced c pinmovatibnisektremely wher e t h
constrained by a client design and cheapest price has won, encouraging strong
reliance on Oextraso6 during construction to re

Under both the Integrated Project Insurance and Two -Stage Open Book models,
independent verification assists by providing the intelligent challenge necessary to
achieve outturns that are on the one hand balanced, and on the other hand
assertively pushing to beat the Government target/benchmark prices.

After developing asensibleveri f i ed proposition, that meets th
an affordable price below the target, the Client will issue a formal instruction to

construct under the selected contract terms  dthus locking in the Tier 1 contractor

and their selected supply chain. Con struction risk transfers to the supply chain at

this point.

Private Finance

The use of private finance was not part of the remit of this procurement lean
client group. The Government has carried out a review of the Private Finance
Initiative, the results  of which will be published in due course.

Il ndustry currently understands that around 75%
infrastructure pipeline will be procured with funding from the private sector. It is

not yet clear whether private funding will be sough t for social infrastructure,

excepting recent announcements that within education Government has committed

to £2bn of privately funded expenditure.

In adverse economic conditions, one of the largest hurdles to securing private
finance from the debt market is aversion to risk. Of the risks inherent in PFI
schemes, the market has rightly considered the construction risk to be one of the
most significant.

The use of the procurement approaches in this report is designed to reduce
construction risk and therefo re may be useful in enabling the successful
commercial wrap of the risk in private finance schemes. It should be noted that
cost overrun cover under the Integrated Project Insurance could provide cost
effective form of financial security to any funder.

Taking forward the Procurement Models

Taking the three Procurement Models from propositions to reality requires suitable
Trial Projects on which they can be tested.

There is an expectation most will come from Government Departments through the
Funded Construction Pipeline . Some have been offered and are being progressed
but each Procurement Model requires at least three of suitable type and value to
achieve the necessary level of assessment and verification.

Successful trial projects are essential if the Task Groups work is to be seen through
to a worthwhile conclusion and deliver expected and required savings . We believe
that this will require a positive response from government departments, potentially
necessitating high level ministerial support and clear leadership to ensure that
sufficient trials are available
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Contract form

A small working group of experts drawn from industry, the Royal Institution of
Chartered Surveyors and the legal sector was appointed to consider under which
standard forms of contract the three procurement processes should best be
procured. The intention is to secure the most consistently positive outcomes
(reliable value for money) from any portfolio of work - considering the
appropriateness of contract form to the procu rement process and sequence of
stages, transparency, lower risk, appropriate incentives, intelligible, practical,
proven etc. The members of this group are listed at in Appendix A. Their
recommendations are contained in Appendix D.

The Task Group noted that government procurement has tended to converge on
NEC3 with the exception of Ministry of Justice and Ministry of Defence
procurement. It was felt there was a unique opportunity to trial other forms of
contract and to run trial projects to examine how th ey were applied and the real
experiences of the teams. The results of these trials would then colour the final
recommendations for implementation.

The group concluded that the three most appropriate forms of contract for the
models proposed by the Task Group are:

¢ NEC 3 Option C
e JCT Constructing Excellence
e PPC 2000

In principle these should be consistently applied with absolute minimum of
amendments.

Where a framework agreement precedes the contract award, this may be most
readily facilitated under the PPC or NEC forms of contract, but JCT could also be
applied.

Whilst all three forms could be made to work for any of the three models, the Task
Group wanted select the most appropriate for each, given that the models are not
the normal tried and tested route to market.

The preferred alignment for the purpose of trials is:

e Costled procurement - NEC 3 Option C
e Integrated project insurance 8 PPC 2000
e Two-Stage Open BoolJCT Constructing Excellence.

This allocation will be reviewed after the experience of the trial . In essence the
Task Group is against mandating a single form of contract applied for all projects,
whilst seeking to maintain commonality of approach and use of contract forms
appropriate to the project requirement with minimum revision of clau ses as
possible.
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Following the trials these allocations will be reviewed.

Other basic principles identified by the working group included recommendations
that in general there should be:

No amendments to the contract processes and procedures, nor to the risk
allocation within the basic form.

No changes to payment periods unless improving/shortening cashflows in
line with the Fair Payment Initiatives.

The approach to liquidated damages, retentions, liabilities and
performance guarantees should be consistent across all trials, with
preference for no liquidated damages or retentions throughout the
supply chain and no general liability caps or Parent Compa ny Guarantees
/performance bonds. These were simply considered poor value for money
especially in a collaboratively procured and developed programme
environment with strong due diligence and independent verification to
mitigate risks.

Appendix D provides more detail and advice.

Whilst the Task Group recognises the difficulty of mandating commercial terms
across contracts, the recommendation is that subject to successful application of

these principles through the

trail s, they be adopted widely across centr al

government to provide consistency between and within the relevant government
departments who procure construction work.

Recommendations

1.

2.

3 or more trials of each of the three models should be made available from

the public sector.

Trials should apply collaborative forms of contract. Cost -led procurement

trials should use NEC 3 option C, Integrated Project Insurance should use PPC
2000, and Two Stage Open Book should use JCT Constructing Excellence.

In each case contracts should have absolute minimum of amendments, with

no changes to risk allocation or payment terms except where they are
improved.

Effort should be taken to avoid the use of liquidated damages, retentions,

parent company guarantees and performance bonds on the trail projects.
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Objecti ve 2 d The Intelligent Client

In the context of the Government Construction Strategy, which focuses on the
construction spend of central government, the application of new behavioural
models will be established as far as practicable in tandem with  the imp lementation
of new models of construction procurement.

The Government Construction Strategy recognises that the level of client
capability required by differing delivery mechanisms must be showcased and
replicated across central government in order to achieve target efficiencies. In the
view of the Task Group this applies no less and no more to the wider public sector
procurers of construction, where again there are some exemplar clients from which
others could usefully learn.

The Strategyods action plan identifies the obje
raised standards as:

e To equip commissioning teams with the necessary client skills appropriate
to specific projects and programmes.

A sub-group (membership given in Appendix A) has developed a joint approach
building on the work of Denise Bower at the University of Leeds furthering the
detailed systemic characteristics of the Intelligent Client "“" | together with the
approaches that should be adopted concerning relationship management and
development advocated by John Carlisle of Sheffield Business School and Nicola
Temporal of Temporal Consulting. This paper identifies the competencies and
resulting ways of working that must be instilled within public sector clients in order
to achieve the ambition of 15 -20 per cent savings in construction cost on pilot
projects (see Objective 1).

The underpinning principles of the recommended approach are :

e The development of a collaborative culture between client and supply chain

Ensuring suppliers are engaged based on their ability to collaborate

Consistency in the procurement models used by the client

Strong client leadership

Focus on early involvement of supply chain

Establishment of mutual objectives

Commitment to continuous improvement

Transparent issue resolution

e Opportunity to innovate throughout project development and
implementation

e Assessmentof the level of client maturity.

For appropriate relationships and behaviours to flourish, clients and suppliers need
to actively manage, monitor and change the current inconsistent relationships that
exist across a whole range of Government contracts.

Therefore, the approach advocated requires: (Further details are provided in
Appendix F)
Invitation

The invitation to participate should include an evaluation of organisational
collaborative maturity (including a rapid appraisal of the nature of the
collaborative work).
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Consistency

The model of procurement through which the relationship management will
be applied will be consistent and aligned with the capability of the involved
parties.

Leadership and Environment

The ability to actively management and enhance the relationships1 between
the client and the supply chain will require overt leadership and

accessibility from the contracting parties starting from pre formal contract

and through the selection process.

Features of those enhanced relationshi ps are likely to include:

- Reward for successful scheme delivery under budget and ahead of
time

- Performance measurement and independent verification of the
relationship maturity

- Creation of a work environment in which collaboration flourishes

The intelligent client pays regard to the behavioural performance within

the whole system by sampling meeting behaviour at regular intervals using
behaviour analysis methods and by encouraging meeting skills development.
Regular review sessions should includethese, in addition to the two -way
reviews on expectations.

Collaborative culture based on early involvement
Joint relationship management / collaboration plan including 2

- The overall joint vision or project charter (based on true alignment
of intentions and not tick box & so that cultural expectations are
realistically and sincerely identified in advance, not when
something starts to go wrong) with demonstrable u nderstanding of
exactly what collaboration means i.e. not being nice, not agreeing
on everything; but being open about what is acceptable/doable to
every party and what is not

- The selection criteria that require demonstration not only of
professional competency but collaborative competency and
emotional intelligence

- A collaborative relationship ro admap to delivery (or relationship
journey) incorporating:

A workshops / training / team building to deliver
collaboratively

A plans for engaging lower tier suppliers

! The termrelationship managemeris one offered by Nicola Temporal of Temporal Consulting, who
has developed a corresponding approach and tools. The Temporal Consulting 5 Elemental Model has
also been referenced in Appendix E.

®This section is also partly informed by the approach deed around the 5 Elemental Model.
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A collaborative planning sessions

A plan for jointly building, maintaining and managing the

culture

A means by which culture monitored as part of the risk profile

A ownership of behavioural issues and consequent impact

Use of existing partnering guidance

Recognition of the established 4 tenets of partnering / alliancing:

- mutual objectives (alignment in the form of a charter and incentive

mechanism)
- continuous improvement

- issue resolution

- innovation at both concept and implementation (risk management

levels)

Capability Maturity and Relationship Map

The table below ? illustrates the typical characteristics and behaviours that
clients show at different levels of maturity on their journey to becoming an
Intelligent Client , and is congruent with the work of the IUK Client Working

Group.
Intelligent Client Systemic Capability Level
AStart/stop construction investment Level 1
ALack of clarity and directio Initial
requirements System
ABl urred governance structure
A Mu Hayeiing of programme/project contingencies that do
not reflect actual risk position
AApplication of wunnecessary s
A Un n e cydaspgole solutions
ACompetition process does not
AHighly risk averse in behavi
capability
ADoes not adapt or change beh
ADoes not incentivise i mhaimst m
ANo investment in development
capability
AKnows what they need and can prioritise Level 2
AAbl e to translate service r el Processes
functional/technical requirements and
AEstabl i shes c¢ or rnefids anch@rgessdor e m Procedures
success
ABenchmarks performance and u

comparators

® Seelnitiative Network Position Paper: Competencies and Capability Enhancement for

ResilienceBower, DA; Madter, NE. June 2011
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ACost i n tdanddrstagds theccest of its assets and
seeks industry comparators

Al mpl ements processes and un
Al nv e st imfermationimanagement

Al ncent i vi s e srisksandogwhrg arecbhlanced
appropriately

d

AEstablishes project purpose
before the detalil

AConsistent in its attitudes
A A b to eonstructively challenge changes from above

AFl exi ble and adaptable to ¢
AAdvocates on b edmablafme calturet h e
AMakes timely decisions

ABal ances risk and reward ap

, Level 3
Governance

h
t

p

AUn d e r sandapplies whole life cost and carbon reduction
principles

AAbl e t rodfasseu r
AAbl e to chall
AAbl e to bridg
AEnsure projec
stakeholders

i nterfaces b

e
enge O6speciali.
e

t/ programme su

Level 4
Managed
System
S
e

p

Al mproved governance via cle
organisation

AObjectively
AObjectively l enges requ
AMakes infor me use of compe
A Adopt srockss principles and concepts

AAgenda is one of efficiency
AContinuous capability and c

chall enges the
c ha
d

a| Level5

Optimised
S
[
t

a

Creating collaboration

The Task Group also considered how best to engender a collaborative environment
through behavioural change within client and supply chain teams , as advocated by

John Catrlisle of Sheffield Business School.

Step 1: Use crisis to help teams give up protections by providing new competencies

Step 2: Get internal policies and rewards right to reflect required behavioural

changes

Step 3: Refer to consciousness competence matrix below, which shows where

energies are best deployed in implementing behavioural change. °

* Carlisle, J. (1998) Appreciation for a System - From Fragmentation to Integration.

Congress for Total Quality Management, Sheffield, UK.

The 3rd World

® Carlisle, J. (1990) Cooper ati on Wor ks, Dbming Conferénse, Myanouth, UKo r Kk .
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/ CONSCIOUSNESS N

Conscious Conscious

Incompeten? \Competence

Unconscious Unconscious
Incompetence Competence
\_ . COMPETENCE
Recommendations

The key features of the approach descri bed should be adopted and those
participating in the trial projects should be provided with support to ensure they
are at the appropriate level of maturity to successfully deliver them. If the
approach is demonstrated to deliver the targets set it should b e implemented on
all projects.
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Objective 3 dEffectiveness of frameworks

Framework agreements allow clients to select a number of companies, entering
into an agreement with them to deliver a series of projects over a set period of
time.

The Government Construction Strategy recognizes that such arrangements can be
highly effective, yet also highlights the fact that experience of some public sector
framework agreements is less positive. In particular there are concerns that such
agreements can act as a barrier to the market for SME and local suppliers, while
some public clients do not benefit from effective performance management of
suppliers within their frameworks.

The Strategy Action Plan calls for the government to:

e Work with representatives from local government (through the National
Improvement and Efficiency Partnership for the Built Environment) to
investigate the effective use of frameworks.

Cabinet Office has engaged with representatives of leading clients in central
government and the wider public sector to develop an understanding of their
current experience of framework agreements.

This work has been drawn together, identifying the characteristics and success
criteria of effective frameworks. Included within this is a detailed evidence base to
illustrate the quantitative benefits of frameworks that have been demonstrated on
existing public sector framework agreements. These benefits include improved
value for money and better construction performance, alongside localism and
sustainabilit y gains.

A subgroup of the Procurement/Lean Client Group met to consider the results of
this research. Attendees agreed to develop the evidence base, leading to the
production of a final report, which is attached as Appendix G.

This final report identif ied a series of benefits that can accrue from the use of
frameworks. They include:

Delivering sustainable efficiency savings

Reduction in consultancy and construction costs

Delivery of projects closer to target cost and time

Reduction of disputes, claim s and litigation

High client satisfaction rates

High proportion of value of work undertaken by Small and Medium -sized

Enterprises (SMESs)

High proportion of local labour and sub -contractors

High take-up of government initiatives e.g. Fair Payment, Appre nticeships,

Localism etc

0. High proportion of construction, demolition and excavation waste diverted
from landfill

11. Good Health and Safety performance against national average

12. Acting as a key enabler to integration of the supply team

ogarwNE

B oo
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The Working Group found that effective framework agreements do exist in the
public sector and these have already delivered substantial benefits - both cashable
and non-cashable - to public sector clients.

The Working Group& investigation has identified that many public organisations
believe that they could not deliver their programmes of construction procurement
without the use of framework agreements.

Recommendations

6. The principles established in the effectiveness of frameworks working
groupds final report should be adopted and
Construction Board;
7. The findings from the effectiveness of frameworks investigation should be
made available to framework owners/managers to highlight the potential
risks to effective framework agreements through poor practice;
8. The Government Construction Board should agree that future framework
agreements should address the core principles and key features of an
Effective Framework
9. That the Government Construction Board should put in place governance to
act as a Ocbebobrngpgrbposed framework agree
their compliance with the agreed features of an Effective Framework. An
Accreditation Mark should be awarded to compliant frameworks;
10. The life of the Effectiveness of Frameworks Working Group should be
extended to develop an implementation plan and support the delivery of
future work in this area.
11. A quick win for this plan should be the production of a short how -to guide
for construction frameworks.
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Objective 4 8 Cross government collaboration on procuremen t
Aggregation of products:

While the Government Construction Strategy proposes the trial of new models of
procurement for individual projects, the strategy and the Task Group also
identified the opportunity to derive savings through aggregated procuremen t of
common items across portfolios and programmes of work to deliver economies of
scale d even aggregating between government departments, or central and local
government.

In discussion the Task Group felt there were pockets of good practice in relationt o
such collaboration within the public sector, but that there is significant
opportunity to expand the scope of such activity in the public sector.

The Task Group also recognised there is considerable work going on through
elements of central government a nd the wider public sector. It is seeking to co -
ordinate with these groups to bring together common activities and learning; and
to avoid duplication of effort.

In commending a way forward the Task Group recommends that this work stream
will now be funded and managed forwards by the Government Procurement Service
(GPS), and no longer encompassed within or funded from this Cabinet Office
programme.

In passing the baton onwards, this Task Group simply recommends that the
Government Procurement Service, in conjunction with industry, identifies the
likely common building products contained within their pipeline of projects, and
moves to negotiate call off contracts where cost reductions are likely to be
significant, prioritising focus onto the highest volumes f irst.

The contracts should be progressively and quickly available to industry for use in
all public works contracts (social and economic infrastructure and built
environment) during 2012 9 all major contracts being in place before the end of
that year. This will start to drive cost down most quickly.

In procuring these contracts, due recognition must be given to opportunities for
creating UK empl oyment through design and
carbon reduction targets (including the modes of transport o f materials and goods)

and the recommendations of the Government Green Construction Board.

Aggregation of services: supply chain intervention

The Task Group considered possible innovation in the manner of procuring
special i st or 0 T i epproaghéof teeuSupgply Cleain dlanagé&niest
Group (SCMG) of Hackney Homes, Homes for Haringey and Newham Hom@&sArmds
Length Management Organisations (ALMOSs) is one approach worthy of further
consideration through a trial project.

Under the SCMG the expenditue for common bulk items (kitchens, bathrooms,
roofs, windows, scaffolding and heating) were assessed and aggregated between
the three programmes. The SCMG worked with the suppliers to improve upon the
original tendered costs and deliverable benefits, whi Ist leaving the contractual
relationships intact with the original clients who were the actual procurers. This
effective coaching of the partnered contracts released a saving of between 6% and
26% on a sample construction project of a block of residential flats.
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The SCMG approach delivered these savings by identifying from discussion with a
range of contractors working on behalf of a client or clients, where key products,
services or items may be procured from lower tier suppliers in significant
guantities .

Analysis of the range of costs that were paid for these items by these contractors
established a 6faird price towards the | ower e
suppliers who, based on the potential for bulk orders, could deliver for this price

was then put in place.

Through this aggregation of demand these lower tier suppliers were provided with
the opportunity to develop and improve the product, while the client benefits from
transparency and continuity of costs for commonly used items.

The SCNG approach potentially delivers higher levels of integration and can be
implemented under existing contractual arrangements, provided there is a
collaborative performance management regime.

SCMG provides a means of making the posttender procurement proces s more
transparent, and of significant benefit to everyone involved, without requiring the
client bodies to accept exactly the same goods or services (although this of itself
can bring further economic benefits where practicable).

In summary the process is contrary to conventional contracting where a bidder
forms their own supply chain, based upon criteria which are relatively opaque to
the Client.

Utilising the Tier 2 supply chain intervention process, the bidder will still select

their preferred supply ¢ hain. However the Client takes advantage of the intent for
continuous improvement, by re -engineering the supply chain candidates promoted
by the various bidders.

In a situation where the Client intends to appoint more than one Constructor to
carry out a pr ogramme of works under a Tier 1 framework, the Client will forge a
commonality of Tier 2 supply chain which operates at common costs and under
common conditions, which responds to the appointed Tier 1 constructors, in a
manner that offers significant addit ional benefits to the client.

The Tier 2 supply chain candidates are effectively selected by the Constructors
through their own nominations (not those of the Client). An open process of
selecting supply chain candidates and inviting them to tender and pres ent their
proposals to the appointed Tier 1 Contractors is then administered by SCMG. This
leads to an approved elemental supply chain (for goods or services) which is
available for engagement by the Tier 1 Constructors under a Supply Chain
Framework Agreement shaped by the Client to optimise benefits for the end
user/owner.

If Supply Chain resources usually employed by the Constructor have been appointed

under the SCMG process, the Constructor can select them as originally intended -

bringing benefits to their Client through the new ( frequently lower or at least as

tendered) cost and securing through this process additional benefits that have been
negotiated by the Clientds SMCG by their negot

This process has been tried in practice in the London residential sector since 2004
and appears to have delivered its intended outcomes. It has won an award for
"Excellence in Procurement” from the Society of Procurement Officers, secured
Demonstration Status by Constructing Excellence, and had its outcomes externally
audited and validated, receiving favourable comments from the Audit Commission.
The process may be applied (pre or post-contract) whichever form of contract the
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Tier 1 procurement is under - so long as the intention within the contrac t form

specifically allows for continuous improvement and direct supply chain intervention
by the Client.

Client Agrees Specification

Constructors put forward
supply chain
companies/manufacturers

,
SCMG invites supply chain companies/manufacturers to
informal discussion on best practices, alternative
specifications and schedule of pricing

A
Specification amended and
agreed to by client

A
Specification and pricing
document sent out to supply
chain

Tenders returned for
evaluation

Results provided to
Constructor for comment and
agreement

Formal selection by Constructors based on
supply chain companies/manufacturers
presentations and voting

Client agrees selection of
manufacturer enabling works
to commence

Summary of Cross Government collaboration on procurement:

The two routes for creating savings through aggregation of products and of services
both hold significant commercial potential.

The issue of risk and opportunity between a main supplier who assembles their
supply chain to create their own intellectual pro perty (IP) through innovation to
give a competitive edge and unique selling proposition (USP), versus a client
potentially limiting that ability through pre  -selection of suppliers under a separate
framework and agreement will need careful resolution to avo id generating
unnecessary commercial conflict and unclear accountabilities.
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The work to develop and apply these twin approaches for products and services
will now be driven forwards by the Government Procurement Service, who will
begin with trial marketing of t he Hi ghwayods Agency generated

The Task Group recommends the establishment of a collaborative commodity
procurement trial project that would be independent of the trail projects for the
three new procurement models outlined under Objec tive 1.

Public -Private Comparator

Whilst exploring the evidence of best practice in aggregating procurement, a
private sector retailer has offered to set up a trial of this approach on one of its
projects, adopting a similar ECI approach to those promote d above, and through
that project provide a public -private efficiency comparator utilising one of their
own development schemes.

Whilst needing more work to define a meaningful comparison, the opportunity
appears highly attractive and, run properly, could furnish an interesting and useful
comparison from which the construction industry and Government clients can all
draw lessons.

Insights from existing practice:

Strong evidence exists that the key characteristics of the procurement approaches
identified, when applied robustly and consistently, lead to tangible and verifiable
benefits. This is illustrated in the summary table below:

Programme Principal Saving Mechanism Order of Cost
Saving

London 2012  Games| Early Contractor Involvement/Supply | Up to 30%
(Learning Legacy 0| Chain Collaboration
Published October 2011)

Response to Education| Collaborative Procurement/Early | Up to 25%
Capital Review (IESE - | Contractor Involvement/Frameworks
2011)

Major public utility | Frameworks/  Briefing  (Intelligent | Up to 16%
(February 2010) Client)

In addition, other benefits noted in connection with these approaches were greater

predictability (IESE states that the average project was completed within 2.1% of

the contract sum and within 1.7% of the completion date), and increased

i nnovation in resolving design problems (Ol ymp
involvement gives access to the specialist insight of Tier 2 and 3 sub-contractors at

the contractor: designer interface0o).
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Recommendations

12. That the Aggregation of Products work stream will now be taken forward
by the Government Procurement Service.

13. That a collaborative commodity procurement trial project should be
established that would be independent of the trail projects for the three
new procurement models outlined under Objective 1.

14. That support be given to the development of a private sector comparator
project.
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Integration of ERG Programme of Work
The Cabinet Office has other task groups running concerning:

o Effective Application of BIM (Buil ding information modelling)

¢ Soft landings (Facilities Management and its interface with capital works)
e Standards and Specifications

e Data and benchmarking

e Performance Management

The work of this Task Group has been connected to and, where necessary,
modified to leverage incremental benefits from the work of these other groups.
This connection must be retained by government leadership through the trials, and
ultimately any implementation.

Coordination Meetings between the Task Groups and involving IUK started in late
November 2011 under the chairmanship of Andrew Wolstenholme to provide
integration of the workload offering the chance for greater synergy between the
task groups.

In contemplating next steps, it is also evident to this Task Group that there
appears to be some overlap between the work of this Group and work of a similar
group working under Infrastructure UK on procuring efficient infrastructure - both
public and private (such as utilities).

Whilst the funding and nature of the product may be different in purpose and
balance of engineering disciplines and architecture, nonetheless the principal
requirements for intelligent/lean clients, robust transparent procurement
processes and motivated innovations from a deeply engaged common civil
engineering supply chain (in its broadest sense) point towards preference for
consistency and common solutions.

This Task Group has recommended in the interest of efficiency that these two
groups actively consider engaging under a single lead, to share learning, release
change and more quickly secure efficiencies to the benefit of the Government,
industry and nation.

The Task Group is pleased to note the new arrangements to create a joint group to
oversee the implementation of all trial projects including the n  ew procurement
models. This group will be convened from May 2012, following the final meeting of
the Procurement and Lean Client Task Group on 26 April.

The following diagram provides an overview of the structure and membership of
this new Joint Trial Project Delivery Group.
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Government Construction Board
(Chaired by Paul Morrell)

Infrastructure programme Construction strategy
team ) programme team
(IUK) < > Joint < > (Cabinet Office)
Programme
Infrastructure steering committee Actions GCS steering committee
(Chair Peter Hansford) (Chair Andrew Wolstenholme)
1
ij ‘ : 1L
1
; . .
Other ISC C"egr\évuogk'“g ! Other GCS
Working groups (Simon Kirby) Segggriat i Working groups
Function |
. & coms
Interface with strategy Feedhack
procurement
framework

development

e  Chair
ERG x1
IJUKxx e
Trial project client reps
Industry reps

Industry change expert

1
1
1
:
Trial Projects Delivery Group |
1
1
1
1
1

Recommendations

15. That the trial projects will be overseen, monitored and benefits measured
by a Trial Projects Delivery Group.
16. That the Trial Projects Delivery Group should be made up equa lly of clients
and suppliers involved in o0lived trial proj
onon execso6 to ensure sufficient objective
17. That the Trial Projects Delivery Group should provide focus for driving
through change on client and supplier side for individual trial projects
(including the behaviour of each tier in the supply chain as client for lower
tier suppliers).
18. That lessons are learned from trial projects allowing amendments to be
made where necessary to improve their practicability when m ore widely
rolled out
19. That approaches are articulated to facilitate adoption by others, progress is
made visible.
20. That the industry provides support where required to Trial Projects Delivery
Group.
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Lean Sourcing

The work of the Task Group also coincided with development by the Cabinet Office
of a o0standard solutiond6 suite of tool
process for the three main EU procedures: Restricted, Open and Competitive
Dialogue.

These are underpinned by a set of lean sourcing key principles. This new sourcing
approach applies to all new procurements undertaken since 18 January 2012, but it

has been recognised that t hese ppcuements.ses

As an example, the ISOS (Invitation to Submit Outline Schemes/Solutions) stage is
not necessarily the most appropriate way to shortlist bidders where building design
is part of the bidding process. This is because it would involve a large number of
bidders carrying out elements of design work which would have to be evaluated
and not all of the designs being taken forward.

Design costs money to produce as does its evaluation. Evaluation of outline designs
can be very subjective when to reduce bid costs limi ted detail is required, thus not
necessarily resulting in the best bidders being chosen to be taken forward into the
procurement.

It is also more likely to lead to challenge as the outcome of the selection could be
on the basis of a belief (or not) that the ISOS design was capable of being delivered
in the absence of any real detailed demonstration.

In most complex procurements which involve design and construction, the PQQ
route assists in shortlisting bidders, in the first instance, on the basis of the ir track
record and financial standing. Additional questions are asked appropriate to the
nature of the procurement. This might include asking for examples of projects
where standardised design has offered value for money savings. This would further
inffoom t he ranking of bidders® responses
limited number of bidders to the more costly stages of the bid process.

This is particularly the case when procuring projects involving design and
construction using the competitive dia logue process, say for a private finance
approach, where it is common practice for bidders to design the facilities up to the
stage of being capable of submitting planning at the point of being appointed
selected bidder. It is far too costly, time consumi ng and disruptive and confusing
for planning authorities to expect every bidder during the competitive dialogue
phase to submit planning in respect of their individual designs. The planning
application and development of detailed design is an activity for the selected
bidder phase so the planning costs are only incurred in respect of the winning
design.

Of course, this can mean that there are elements of risk and price which
potentially have to be finely tuned post appointment of the selected bidder due to
required planning conditions, which can be required for all different sorts of
reasons. In a private finance model financial close cannot be reached until
planning permission has been granted for various reasons, such ascommercial
lenders not being comfortable to lend funds where planning risk is outstanding.
Equally contractors would not be comfortable, unless the procuring body provides
some form of underwriting, to start on site and incur costs at risk until planning
had been approved and the same would apply to a procuring public body.
Furthermore, there is the risk of Judicial Review challenge in the 3 months
following a planning decision. If the procuring body is not prepared to take the risk
of the planning decision being Judicially Reviewed, a further 3 months must expire
until the project can reach financial close.
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It is for these reasons that the Selected Bidder phase is longer than recommended
in the Lean Procurement process map.

A workshop took place on 2 February 2012 to map the Cabinet Office lean
procurement processes to identify where differences lie for construction projects,
and how the trial procurement processes can be applied.

The workshop determined that :

e Provided EU procurement processes are followed, then the new models of
procurement can meet any of the 4 recognised processes of Open,
Restricted, Competitive Dialogue and Negotiated procedures, although
Negotiated should only be used by exception.

e Frameworks should be the preferred procurement route for delivering the
new procurement models;

¢ Provided a clear and concise specification and method of evaluation can be
developed through early supplier engagement, and before OJEU Advert,
then there is a likelihood that the 120 day target can be met. However,
where the requirement/out come cannot be specified through supplier
engagement, and the project is significantly complex then a significant
procurement process timeline may be incurred;

e A specific framework needs to be tendered that allows for CLP, IPI and 2
stage Open Book providers to be set up;

e The type of framework needs to be considered as either a set of Lots with
specialist providers from which a Prime supplier selects to form the
integrated Project team, or a set of Lots with Prime Suppliers that already
have their own Integ rated team in place;

Recommendations

21. That frameworks should be the preferred procurement route for delivering
the new procurement models
22.If the trials are successful, the Government and wider public sector should

roll out this reports recommendations for use on future projects.

The Task Group is confident that if the recommendations of this report are
implemented, they will secure the delivery of the outcomes that were anticipated
when the Group was established.

The Group has supported the development of trial projects, identified the skills
associated with an intelligent client, assessed the effectiveness of frameworks, and
considered the potential for collaborative procurement of components and
services.

The Task Group now looks forward to the completion of the trials, and trusts that

the lessons learned from them will contribute to long term improvements to the
way that UK construction projects are delivered.
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Appendix B d Procurement / Lean Client Process Task Group: Objectives

The overall objective of the Government Constr
strategy is to improve the value for money obtained from the procurement and

delivery of public sector projects and programmes in the UK, including the

procurement and deliver y of all UK economic infrastructure.

The key objective of the Procurement / Lean Client Process Task Group is
therefore to contribute to the consistent delivery of the range of measures
Government will take to reduce construction costs by up to 20% by th e end of this
parliament, with a particular focus to:

o [with Data & Benchmarking Group] establish and implement methodologies
for measuring progress in delivering the target to reduce construction costs
by up to 20% by the end of this parliament, which al so encompass
measurement of the corresponding change in client and industry
behaviours;

e equip commissioning® teams with the necessary client skills with particular
reference to the 20% target, commercial challenge and behavioural
competencies;

e agree and roll out principles of functional requirement setting (based on
measures of value for money, and centred on performance / output) across
Government (see Appendix E),

e determine and streamline performance of existing procurement practices
and consider alternatives;

¢ identify, establish and report on trail projects for the introduction of new
models of procurement 0 including Integrated Project Insurance, Cost Led
Procurement, Two-Stage Open Bookd incorporating the extended use of
cost benchmarking in setting cost targets;

e assess the effectiveness of frameworks, identify the best use of routes to
market and deliver a platform ensuring visibility of good quality
procurement channels to market; and

e develop and deliver opportunities for the aggregation of demand for
common components.

1

Taken together, these measures will add up to the delivery of consistent intelligent
client capability, practice and behaviours across Government which will deliver the
best whole life value for money, while informing indiv idual clients of where they
sit within the marketplace in terms of prices paid and relative volume. The
outcomes and deliverables from this Task Group therefore rely partly on the
success of the Standards / Lean Supply Chain Task Group (TG2) which will roll out
and embed many of the approaches developed.

To achieve the required outcomes and deliverables it is envisaged that the Task
Group is likely to need to do some, if not all, of the following:

e define what good looks like for Government in relation to  procurement,
lean client process and the intelligent client;

e in relation to the above, understand the relative maturity of individual
Government organisations and their delivery partners in terms of their
capability and behaviour, and the route -map and resource requirements to
bring clients and industry up to a consistent standard;
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e address resource requirements from within the Task Group member
organisations and via partnerships with private clients and industry, while
taking advantage of opportunites t o wor k together with I nfra
Client and Industry Groups;

e escalate resource issues where the GCB may be able to influence particular
Departments and public sector bodies to provide more support for cost
benchmarking;

o define in more detail the objectives, specific actions, deliverables and the
scope covered by this Task Group, as compared to others @ identifying any
key interdependencies;

e spend most of its time addressing common approaches that can be
successfully rolled and embedded across Government;

e take ownership of the work that has already been undertaken on behalf of
the GCB, which includes intermediate outcomes associated with the GCB
papers, workshop reports and scheduled workshops listed in Appendix 3 of
the Task Group Terms of Reference;

e in measuring cost reductions reported under this programme, recognise the
need to also baseline and monitor any corresponding impact on the level of
service provision.

! Construction Costs are defined as total project capital costs including related
front end project initiation / development costs - such as consultancy and supply
chain fees - but excluding land purchase and in use operational expenditure (which
is not to disregard whole lif e cycle costs that are addressed by specific actions
within the GCS but to acknowledge the challenges involved in validating the
realisation of whole life cycle based efficiency savings before the end of the
current parliament). This definition represents a working definition and is subject
to possible further refinement by the Joint Data and Benchmarking Task Group as
part of the ongoing development of the programme benefits tracking methodology.

2 Commissioning in this context is meant to relate to th e initiation and subsequent

procurement of construction projects and not to the post construction phase prior
to handover of the completed asset to the client.
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Appendix C - Comparison of three new procurement models

Key Characteristics

Headings / Prompts

Cost Led Procurement

Integrated Project Insurance

Two Stage Open Book

Specification

Definition of quality

Articulation of costs

Req. team characteristics

Team selection criteria

No. of bidders

Costled procurement. Integrated framework
supplierteams use ECI period to develop
innovative bids against output specification
provided as functional requirement.

Client provides clear definition of design anc
jdzt t AGe NBIjdzZA NBYSy i3
LINE OdzZNBYSYy G Q F YOAGA?Z
etc). Supplier teams develop proposals to m
requirement within cost envelope.

Affordable quality benchmark set with
efficiencytopd t A OS® 524y 46 N
time agreed.

Integrated supply teams led by intelligent Tie

1, with transparency of costs and objectives
all.

Team members selected for ability to deliver
and collaborate/innovate to drive savings ow:
time.

Two with a maximum of three.

No. of procurement stages Pre-qualification, framework procurement,

Design development

project procurement, award of contract.

Through EQirocess during bid, focussed on
cost reduction over time. Also development
standard components between projects to
reduce costs. Stage reviews at outline, sche
and detailed design work stages.

Outcomebased (functionaly; no prescription
of solutions

Sufficientlyclear to enable incentives to be
applied

As per NEC@efinitions, with transparency of
overheads (e.g. to avoid duplication of
insurance allowances)

IntegratedLINE2 2SO0 GSFY I a
¢ i.e. consultants, construction manager,
specialists, key suppliers, QS and facilities
manager

Success criteria (e.g. quality, speed, WLC) ¢
GKS aStSOGAzy ONRGSH
GKS ¢St Ye

Initial list for each role in IPT depends on

success criteria and number of capable
competitors

Two: (1) IPT selection and (2) agreement of
design solution and cost plan under
GO2YLISGAGADS GSyaArzy
After IPI and Alliance agreed, this is within t
IPT respnsibilityc LIN2 A RSR Of A
change the outcomévased brief or interfere
with progress
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Client statement of need. Team to develop
system of user requirements for QA

Standardised approach through reduced
supply chain for defined programmes of
work

Fully benchmarked

Fully integrated consultant / contractor
resource

Best mix of consultants and contractors
demonstrating ability across a range of role
to delivera programme of work

Framework partnersalthough could be usec
for a single project

Two stage collaborativeith breaks

Gateway review quality controlled



Headings / Prompts

Cost Led Procurement Integrated Project Insurance

Two Stage Open Book

Team remuneration

Contract award criteria

Form of contract

Transfer of risk

Incentivising efficiency /
sanctions

Enabling innovation

Innovative aspects

Validation / challenge

Supply teanfunds work through ECI processAt cost plus modest profit; up to Gateway 3
Winning bidder will recover cost through recovery may be apportioned and incentivise
contract/framework. (Proposition Appendix 1)

Ability to deliver functional specification with Public Contracts Regulations 2006 Article
the cost ceiling, while meeting all of the desi30(1)(a) & 30(2): criterig most economically
and quality targets. advantageous

Standard form NEC option C with pain gain Pending finalisation of an Alliance Agreemei
(for use with IP1), NEC3 Option C suitably
amended to incorporate IPI

Keyrisks identified during ECI stage and
allocated/mitigated. Joint risk pot established: NS O2 JSNBR 06 @&
for each contract. passeddown line

Client and the IPT (together with any funder
LtL ¢

Pain/gain share at project and programme lePerformance and efficiency (and hence

to align objectives of all in delivery partnerstcollaboration) are incentivised by gashare
and painshareformulae. Client can confident
sanction the investment if IPI is in place

ECI and aggressive benchmarking target
encourage innovation.

The IPT commits to meeting the outcome
based brief, with gain/pain dependant on
degree of achievement.

Outcome driven, focus on continuous cost
reduction and effectiveise of supply chain.

Lack of prescriptive specifications and
contractually imposed standards will free the
IPT to win by innovation

Challenge is set atutset with clear cope and The risk assurers give independent technica

cost target. Verification via independent audiand financial validation; the challenge come:

team. from the SEA Proposition to beat objective t
practice benchmarks by 15920%
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Fixed price against deliverables for stages
work

Best value; most economically
advantageous

Collaborative

Risk held by party best placed to igite
and manage it

Lump sum OHP

Mix of disciplines with competency based
appointments for key roles

{Ay3tS AyGSaINI: GdSR i
making best use of all resources

Gaeway/peerreview



Headings / Prompts Cost Led Procurement Integrated Project Insurance Two Stage Open Book

Req. behavioural changes Focus for all players on collaborative, Collaboration is key: it will be promoted by tt

transparent working. Greater attention given facilitator, is the area of greatest concern to
cost reduction over time insurers, and all the IPT will know its direct
impact on their gain/pain shares

Client / industry maturity Requires strong client capability to define  Old ways die hard, and integration in the

Key preconditions

Rewarding performance

Other characteristics

requirement and understand costs (intelligerindustry is still skisdeep. But exemplar projec
client). May not be feasible for some clients with innovative arrangements have shown h
given current maturity levels. adaptable most can be

Suitable or contractors with reasonable level

maturity and ability to respond to intiyent

client

Supply chain transparency Genuine integration, collaboration, open boc
Defined downward?3f A RS LI G KCay2 o0fl YSky2 OflFAYEésS
Genuine integration assurance, and single IPI cover embracing t
Client capability client, any funder and the IPT as one

As well as gain share, performance rewarde The success criteria must be (a) measurable

through further work for successful teams. prioritised, so that there is alignment betwee

Concentration on immediate rewards aswell KS Of ASyiQa ySSRa |

long-term. interests. But enjoyment from teamwork and
award of the next job are equally powerful
rewards

If framework suppliers cannot deliver, projeclmpact onthe client¢ KS RN} 3 2y

to be offered outside. has been a function of the flaws of fragment
Best suited to programmes with lowest cost procurement. An integrated
consistent/repetitive product, but not industry taking responsibility for delivering
exclusively. underwritten outcomes will allow the client,

after having selected and mobilised the IPT,
stand back and save the manarking
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Best person for the job not by job
description

Less interfaces

Formation of integrated teams witthe
belief in collaborative working

Framework is the carroalthough a
pain/gain mechanism could be incanated
for a single project

Framework / lump sum OHP is net of any
discounts. All supply chain discounts to be
passed back to clients



Key Aspects generating 120%cost reductions

Cost Led Procurement

Est cost red.
contrib. %

Key Aspect

Focus on achieving project cost 5%
benchmark

Early contractor involvement 2%
Opportunity for continuous 2%
improvement

Ability to specify whole life 2%
performance

Supply chain integration 5%
Driving out waste through 2%

continuous learning

Integrated Project Insurance

Key Aspect

Improving tendelprocesses,
between client and Tier 4and down
the supply chain

Removal of systems of prices,
variations and claimg caused by
fragmentation, lowest price and
confrontation

15%- 20%

Removindblame/liability culture of
traditional contracts and associatec
insurances

Integrated design and rationalisatic
acrosshuilding/services elements,
and removal otontractual bondage
to traditional standards, and legal
disincentives to innovation

Time and cossavingglue to efficien
team coordination

Qustained interaction between
academic bodies and industry
practitioners plan

Est cost red.
contrib. %

Two Stage OpeBook

Key Aspect

Est cost red.
contrib. %

Evidence from London Borough Programme of 9 Primary

Schools

Standard framework approacah
ProcurementWuldabilityQRight first time

Standardised specificatiose.g. Windows
and Doors, Ironmongery, Balustrade and
Roofing.

Space saved through programme wide
feasibility reducing overall floor area

Aggregated procurement at supply chain le
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Process Chart: Key Stages

- Cost Led Procurement Integrated Project Insurance Two Stage Open Book

Stage Key Activities / Responsibilities Key Activities / Responsibilities Key Activities / Decisions| Responsibilities
Decisions Decisions

Initiation / Bus Identify outcomes Client to engage with  Address Business Need Client with Advisory Appoint integrated

Case requiredby stakeholders to and priorities Team provider from
taxpayer understand and develop framework(s) against use
requirement requirements
Concept/ Define thequality Client to use benchmark Outcomebased brief Client/Advisory Team Integrated team against
Feasibility requirement and data to identify whatis  Review inherent risks  Risk assurers defined deliverables for
cost ceiling affordable fixed fee framework rates
Scheme Two contractors  Client to assess against Use selection criteria to Client with Advisory As above
Development/ work up scheme predetermined select on capability Team
IPI: Selection of through ECI period deliverables se
Team EU: Article 53(1) (a)
Tender Design / Optioneering to find best IPT with independent  As above
IPI: Initial Desigt design/cost plan risk assurance
Selection / Awar Supplier teams Client to assess bids bas Benchmarking/risk Client, cost adviser, risk Lump sum contract fixed
IPI: Alliance complete solutions on ability to meet assurance of design assurers, IPT and insur price OHP
Agreement in ECI process,  functional specification solution and cost plan
leading to award of within cost ceiling
contract
Construction Standard gateways Contractor led review by Design to meet brief IPT, with risk assurers  As above,
Design (i.e. scheme independent body
IPI: Design design/detailed
develop design)
Construction Stage reviews Contractor led Construct toorief IPT, with risk assurers
Commissioning Signoff against Contractor led, D2 F2NJ aa2 ¥ IPT, with risk assurers
preset criteria independently verified
Operation Contractor takes Interface agreement Operate to the brief IPT, with risk assurers  Performance Client
two year defects contractor/FMprovider measurement
provision

Key Pros and Cons
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Cost Led Procurement Integrated Project Insurance Two Stage Open Book

Pros cons Pros Cons Pros Cons

Strong focus on Requires very capable clie Process waste is cut, makin There will be resistance fro Mature frameworks, Potential for inflated
outcome fortaxpayer, to prepare the desired low carbon construction vested interestg until those cost and time budgets / cost plans
including targeted deliverables and adjudicateaffordable threatened adapt and retrai predictability good,

reduction in costs bids

Encourages innovationCost ceiling may lead to
compromise on quality

The project cost is settled bySome clients will be

objective processes, not thereluctant to recognize, up

vagaries of the market front, the realistic cost of
their projects

Secures continuous
improvement and
savings over time
(glidepath)

Requiresnput from supply The client knows that the co

chain in ECI without cost plan is insured before he

recovery allows the investment to
proceed

Model ensures mutuallOnly major players likely tcThelPT can commit to meet Some clients will find it har

aligned objectives for ehead delivery teams. an outcomebased brief, and not to dictate solutions or

in supply chain Method for inclusion for  is profitmotivated to do so interfere with delivery
SMEs needs to be sought.

Potential to incorporateAlthough unlikely, excess The IPT is liberated to
specificpolicy objectivegainshare could be seen ¢cinnovate, with the security o
within specificaton WgAY RFI £ Q independent risk assurance

Insurers have a new
opportunity to manage their
risk¢ which will strengthen
relationships

Client provided with
greatercertainty over
cost

Cost ceiling may be
undeliverable

Flexibility for suppliers Potential fordesign intent tcThe industry will have the

about how outputis  be lost in the process. opportunity to earn high

achieved margins for high
performance/efficiency
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builds on these

Reduces interfaces, Early commitment to
baton passing and clien construction partner
FOGAYy3 |a 6

disputes, Enables BIM

Best people fothe
roles rather than
traditional
appointments

Requires volume, pipeline,
workload

Early engagement of
supply chain / local
suppliers

Efficiency through
aggregation

Simple approach to
incentivisation

Based on benchmarking
and performance
measurement



Appendix D
Contract Form Working Party Output and Recommendations

Following the Contract Form Working Party on 27 October 2011, the Working Party
(Working Party) prepared this paper for consideration by the wider
Procurement/lean Client Task Group (Task Group) in outlining the basis of the
discussionsand key recommendations for the standard forms of contract.

Executive Summary
A Options for Contracts

The Working Party considered each of the procurement models (ie Cost -
Led Procurement, Integrated Project Insurance and Two -Stage Open
Book) against the leading standard form contracts currently in use (ie
PPC2000, NEC3 Option C and JCT Constructing Excellence). The Working
Party discounted bespoke contracts, and heavily amended standard forms

B Framework Mechanisms

In some cases the proposed procurement models rely on framework or
tender mechanisms outside the contract. While detailed consideration of
framework approaches was beyond the remit of the Working Party, it was
acknowledged that the general lack of standard -form framework
arrangements makes it difficult for clients to procure frameworks on a
consistent basis.

The Working Party identified a number of key issues of relevance to
frameworks (ie clear duration, rules, numbers of framework partners,
strategic pricing, KPIs, supply chain links, intellectual property rights,
form of call -off and key personnel etc).

C Requirements for Trial Projects

There is a good opportunity to trial the forms of contract on live  trail
projects to look at how they were applied and the r eal experiences of
the teams. The Working Party noted the importance for the trials to be
applied on the same basis, and proposed a set of 'rules' that should apply
to each of the trials (ie no amendments to processes/risk allocation,
standard payment peri ods, no LDs or retention, no general liability caps,
no performance bonds or PCGs, consistent supply chain contracts, use of
Project Bank Accounts and use of integrated programmes). The Working
Party also proposed an independent verification role, so that the Task
Group could review the trail s at key gateway stages.

The Working Party felt that all three of the contract forms (ie PPC2000,
NEC3 Option C and JCT/CE) could be used, but recommended that the
trials use the following contract forms:

o CostLed Procurement: NEC3 Option C Integrated Project
Insurance: PPC2000;
o Two-Stage Open Book:JCT Constructing Excellence;
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11

Options for Contracts

The Contract Form Working Party (the Working Party) was presented with
three separate procurement models, namely (i) Co st-Led Procurement, (i)
Integrated Project Insurance and (iii) Two -Stage Open Book.

The Working Party began the workshop by examining each of the
procurement models in turn, reviewing the defined characteristics and
seeking to agree the best fit with avai lable standard form construction
contracts (focusing on JCT Contracting Excellence, NEC3 Option C and
PPC2000). For the purposes of this review, the Working Party discounted
bespoke contracts and heavily amended standard forms.

Cost-Led Procurement

The key characteristics of the Cost -Led Procurement model are set out in
the separate comparison template. These include reference to " integrated
framework supplier teams ", who "develop innovative bids against output
specification " and "develop proposals to meet requirements within cost
envelope"

The Working Party noted that a number of the key characteristics of the
Cost-Led Procurement model relied on pre -contract framework or tender
mechanisms. These included, for example:

o An obligation on bidders to develop and submit bids at their cost;

o Competitive discussions with two bidders with a maximum of three;

o Processes for the selection of preferred partner(s) prior to price bids;

o Selection of bidder on preliminary bid on basis that it can achieve the

initial offer (ie significant design development and price development
pre-contract).

The Working Party separately considered the merits of framework
approaches, and identified key provisions that should be addressed in
framework documents (see Section 2 below).

The comparison template notes that the suggested form of contract was a
standard form NEC Option C with pain/gain share provisions. In fact, early
contractor involvement under this procurement model is undertaken prior to
contract award by two (or possib ly more) bidders working at risk. It is clear
that these activities are intended to be covered by framework or tender
processes, rather than by early award of a conditional Project Contract.
Under the Cost-Led Procurement model, contract finalisation is t he first
award of the contract to a framework partner, which takes place prior to
commencement of the project on site.
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1.2

1.3

Integrated Project Insurance

The key characteristics of the Integrated Project Insurance ( IPI) procurement
model are set out in the com parison template. These include an " integrated
project team ", "independent technical and financial validation" , "genuine
integration, collaboration, open -book" and "single IPI cover".

The Working Party acknowledged the likely challenges in setting up
acceptable integrated project insurance. This insurance is intended to go
beyond the traditional approach to insurance cover, to include:

o insurance covering all members of the integrated project team
(including the Client) on a “first party" basis and covering third party
actions;

o insurance covering "cost overruns" over the agreed cost plan;

o no blame, with legal costs shared and rights of subrogation waived.

The intention is for the insurer to take the top -slice of risk in a project. In
order to achieve thi s, there is a strong reliance on technical and financial
validation - to review the project at key stages, and to assist insurers to
consider the risks and take an appropriate position.

Aside from the pure insurance issues (which are clearly a significant
innovation under the IPI procure route), the characteristics of the IPI model
demonstrate a number of contractual mechanisms that reflect best -practice
procurement.

Two-Stage Open Book

The key characteristics of the Two Stage Open Book procurement model a re
"two -stage design and build", "ECI, "open-book", "output specification " and
"team working ethos ". The approach is described as drawing on the best
experiences from two -stage design and build, and Early Contractor
Involvement ( EC).

The Working Party discussed the process for the selection of the preferred
supplier via a 'beauty parade', with the client and the supply chain working
together to develop designs and cost plans prior to the award of the second
stage contract. It was note d that this would be a similar approach to
contracts let for Front -End Engineering and Design (FEED) in the energy and
process sector. However, the challenge is to achieve this through a standard
contract form rather than a bespoke arrangement.

The basis of pricing depends on the contractor's offer being based on
declared overheads and profits - with prices being built up during the first

stage by reference to a pre -agreed price benchmark/cost budget. The
model also refers to a series of independent gatew ay reviews during the first
stage - which are intended to validate and challenge the proposed solution

(ie is the project viable, affordable and are risks addressed).
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Following independent validation, the deal is closed by entering into the
second stage- at which point risk is transferred to the contractor (subject to
any agreed risk register) and the contract proceeds at a fixed price - with a
pain/gain mechanism to incentivise performance.

Framework mechanisms

The Working Party considered the potential for Framework Agreements,
particularly in view of the reliance on pre -contract framework/tender
mechanisms in some of the identified procurement routes (particularly Cost -
Led Procurement).

It was considered that a detailed examination of framework mechanisms and
options for Framework Agreements was beyond the remit of the Working
Party, but it was acknowledged that the general lack of standard -form
framework arrangements makes it difficult f or clients to procure frameworks
on a consistent basis.

The Working Party considered the value of clearer guidance on framework
approaches, and noted the following key principles:

o Clear duration (recognising a 4 year maximum where the Consolidated
Directive applies);

o Manageable number of suppliers - 3 to 6;

o Clear rules of competition within the framework;

o Overheads/Profit and financial data for selection process;

o Clear KPIs and performance management;

o Supply chain management/expectation (limitations, call-off contract
usage etc);

o Intellectual Property protection/transparency;

o Clear form of call -off contract;

o Key CV's for client and contractor team (re key personnel locked -in

and committed to the programme);

o Common information system requirements (i .e. data, BIM, planning
forms etc);

o Actively managed frameworks are preferred by the supply chain, so
framework purposes and outputs should be clearly identified at the
outset.

To be successful, framework need to have clear pre -conditions to award.
The Working Party identified common framework concerns & including the
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3.1

view that contractors and suppliers alike do not like 'lazy' frameworks - ie
where it is felt that there is little chance of winning work, or where
frameworks are used as a quick route to m arket.

The Working Party flagged up the need to further work on framework
approaches and encouraging consistency in the forms and mechanisms used.
Rob Gerrard (NEC) identified the NEC Framework Contract as a contractual
option, and noted that it is poss ible to use it with other contract forms.
Chris Paul (T&H) also noted the work on development of standard
Framework Agreements/Alliance Agreements which have already been
adopted by Central and Local Government on the Job Centre Plus
programme, National Change Agent programme, NOMS alliance and the MOJ
successor.

Requirements for trail projects
Proposed rules

The Working Party noted that Government procurement has tended to
converge on NEC3, with the exception of MOJ and MOD procurement. It was
felt that there was an opportunity to trial other forms of contract and to run
trial projects to look at how they were applied and the real experiences of
the teams.

As outlined in the recommendations of the Working Party (see section 4
below), it was felt that al | three key contracts (i.e. PPC2000, NEC3 and
JCT/CE) could fit any of the procurement routes. However, it was
acknowledged that many standard forms are subject to significant
amendment when applied to projects and this can make it difficult to link
published standard forms to more bespoke risk profiles and project
processes.

For that reason, the Working Party agreed the following rules for the trial
projects to ensure the standard forms were compared on a realistic basis:

o No amendments to the contract pr ocesses and procedures;

o No amendments to risk allocation (except for contractual
risk registers and mutually agreeable charges);

o Minor amendments only acceptable where reflecting the
procurement process (eg reference to framework
agreements);

o No changes to payment periods unless improving/shortening

cashflows in line with the Fair Payment Initiatives;

. The approach to liquidated damages, retentions, liabilities
and performance guarantees should be consistent across all
trail s;
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3.2

3.3

o No liquidated damages o but if liquidated damages are
required and agreed by the team, they should be limited to
a maximum of 10% of the contract value, with a 4 week
holiday between the end date and the application of
liquidated damages;

o No retentions throughout the supply chain;

o No general liability caps & but if caps are required and
agreed by the team, they should follow Treasury guidelines
and relate to the risk assessment or level of supplier's
insurance;

o Performance Bonds and Parent Company Guarantees will not
be required, and cli ents will rely on due diligence process
applied in advance of preferred contractor selection;

o Supply chain contracts will not conflict with the main
contract;

o Use of Project Bank Accounts;

o Development of integrated programmes.

Independent verification

The Working Party noted the importance of the trials being applied on a
consistent basis, in accordance with the above rules, and with the
contractual approaches cascading down the supply chain. Without this
assurance, the Working Party felt that the experienc es of the trials would be
difficult to analyse or apply to other projects.

It was felt that the Working Party members were best placed to provide a
guasi-gatekeeper role, reviewing contracts and providing a general peer
review role. The scope of this gatek eeper role, and the gateway steps and
impact of peer review/comments was not considered by the Working Party.

Selection of appropriate trail projects
3.3.1 Cost-Led Procurement

As outlined in the recommendations of the Working Party (see
section 4 below), it wa s felt that any of the three major forms (ie

PPC2000, NEC3 Option C or JCT/CE) could be used as a basis for
Cost-Led Procurement.

Of these, the Working Party felt that NEC3 and JCT/CE were most
well suited, recognising that both include pain/gain shares to

incentivise construction phase efficiencies and have appropriate
provisions dealing with collaborative transparent working.
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3.3.2

3.3.3

The Working Party recognised that there was less experience with
the JCT/CE contract, and it was felt that the JCT form was
generally less well known and less tested in the marketplace.

For that reason, the Working Party considered that JCT/CE would
be the most appropriate standard form to apply to a trail project
for Cost-Led Procurement.

Integrated Project Insurance

As outlined in the recommendations of the Working Party (see
section 4 below), it was felt that any of the three major forms (ie
PPC2000, NEC3 Option C or JCT/CE) could be used as a basis for
the Integrated Project Insurance route.

Of these, the Working Party considered that PPC2000 would
provide the most relevant trail project. In particular, it was felt
that the integration of the project team through a single multi -
party contract would make it easier for insurers to have a
complete picture of the project and the means of delivery. The
fact that PPC2000 already had contractual options for Integrated
Project Insurance (described as "Whole Project Insurance” in
PPC2000) was also helpful to minimise the need for significant
amendments.

For that reason, the Working Party con sidered that PPC2000 would
be the most appropriate standard form to apply to a trail project
for Integrated Project Insurance. The Working Party felt that this
was a particularly interesting opportunity for a  trail project, as
there is generally little con cept of IPI in the market. It was also
noted that Integrated Project Insurance could be developed as an
option under other forms of contract, and so the information
gleaned from interface with insurers on the trail would be of
wider interest.

Two-Stage Open Book

As outlined in the recommendations of the Working Party (see
section 4 below), it was felt that any of the three major forms (ie
PPC2000, NEC3 Option C or JCT/CE) could be used as a basis for
the Two-Stage Open Book .

Of these, the Working Party considered that NEC3 Option C would
provide a useful trail . This was not necessarily driven by an exact
fit between the characteristics of the Two -Stage Open Book model
(particularly the absence of a single contract covering the pre -
construction and constr uction phases), but to some degree by the
need to give each of the main contract options the opportunity to
run a trail .
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4 Recommendations
4.1 Considerations of the Working Party
The Working Party received recommendations ahead of the workshop.

41.1 Alan Muse (RICSkonsidered that any of the three major forms (ie
PPC2000, NEC3 Option C 0dCT Constructing Excellence) could be
used as a basis for each of the defined procurement models. This
was felt to be consistent with the findings of the Arup report
prepared for O GC, which was circulated prior to the workshop.

4.1.2 David Mosey and Chris Paul (Trowers & Hamlins LLP) provided first
and second preferences identifying the following contracts as
suitable for the procurement models:

@) Cost-Led Procurement : (First preference  NEC3 Option C/
Second preference JCT Constructing Excellence);

(b) Integrated Project Insurance : (First preference PPC2000/
Secondpreference NEC3 Option C);

(© Two-Stage Open Book: (First preference PPC2000/ Second
preference NEC3 Option C).

4.2 Recommendations of t he Working Party

Following discussions, and in advance of the results of any trail s, it was
difficult to select a single contract for any of the defined procurement
models. This was due, in particular, to the ability of PPC2000 and NEC3
Option C to be applied to any of the procurement models. The lack of
familiarity with the JCT Constructing Excellence form made it difficult to
recommend as a solution, although it was noted that the results of the trall
may assist.

4 November 2011
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Appendix E - Functional Requirement Setting

Attendees:

Paul Meigh (Cabinet Office) Andrew Butt (Cabinet Office)

Keith Waller (IUK) Mark Bew (BIS/BIM)

Steve Goring (EA) Russell Symes (EFA)

Jeremy Bloom (HA) Phil Keeble (MoD)

Terry Stocks (MoJ) Bob Wallbridge (NIEP)

Richard Molloy (Atkins) Stephen Underwood (Kier) Terry
Elphick (Skanska) Alasdair Reisner (CECA)

Trevor Hursthouse (SEC)

Workshop Purpose

To determine principles of functional requirement setting (based on measur es of
value for money, and centred on performance / output) which would apply to
Government clients.

Address the questions of:

1) What Government clients are already doing in relation to functional
requirement setting?

2) Sector by sector application of funct ional requirement setting?

3) What represents best practice (drawing on industry perspective / existing
guidance)?

4) What represents the right balance in terms of functional requirement
before clients go to market?

5) How this varies depending on the procurement r oute?

Workshop Agenda

Part 1: Review existing departmental and industry practice / guidance

Part 2: With reference to the new models of procurement, explore the depth of
specification required before clients go to market

Part 3: Confirm key principles representing best practice including right balance
re: depth of specification required before going to market
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1. Introduction / Workshop Outcomes
The workshop was successful in generating the following outcomes:

1) Principles of functional requirement setting that address the earliest
appointment of the integrated team (as defined by the new models of
procurement) and which are applicable across government.

2) Corresponding assumptions.

3) Other considerations.

It was therefore considered that time was best spent during the workshop

addressing principles of functional requirement setting as they related to the new

models of procurement, rather than covering in general the principles of

requirement setting as they would apply to diffe rent client capabilities, project

complexities and/or procurement routes.

Next steps: Attendees to comment on notes and final version of the principles of

functional requirement setting that will be prepared for publication 2 July 2012.

2. Principles of Functional Requirement Setting

In facilitating the earliest appointment of the integrated team and encouraging

i nnovation, t he clientds out come / out put

following minimum content within 10 -15 pages + minimal annexes:

- Operational objectives (for example, the number of people, assets or
volume of traffic to be accommodated);

- Unit capital and operational costs to be achieved (as challenging target
costs, as far as possible derived from relevant benchmarks);

- Asset lifespan;

- Sustainability (the minimum number possible of key social, economic and
environmental measures);

- Health & safety measures;

- Timetable (including latest delivery date and key decision milestones @& with
corresponding 0goo6/ 6no god6 criteria);

- Scope of services required of integrated team (testing appropriateness of
allocation of duties between client and across the supply chain);

- Specific corporate policies and objectives;
- Behavioural and collaborative integrated working requirements;

- Local / operational / regulatory context and constraints;
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- Key performance requirements (minimum possible and including for
example renewals policy, durability, flexibility / adaptability)

These principles of functional requirement setting will be incorporated  within the
trials of the new procurement models and the outcome / output requirements
generated will be published, so as to provide illustrations for future reference.

It is considered that the functional requirement at each successive stage of the
proj ect should retain the same content list with increasing levels of detail.

3. Corresponding Assumptions re: Principles of Functional Requirement Setting

- To be applied earliest between Strategic Outline Case and Outline Business
Case.

- To ensure value for money, Business Case will include challenging whole life
cost targets based on existing cost benchmarks and/or other market tested
affordability criteria.

- I ntegrated team is appointed on the basis
requirement and then works with the client to develop the functional
specification & drawing on existing specifications and POE (Post Occupancy
Evaluation) feedback - within the challenging cost envelope.

- Provided the integrated team can achieve t
requirements within the challenging cost envelope, then the integrated
team automatically proceeds to deliver the project.

- Otherwise the client goes out to market again or reviews affordability by
revisiting the original business case.
4. Other Considerations

- The outcomes of this workshop have the potential to inform the current BIM
prompted review of the RIBA Plan of Work and PAS 1192.

- There is a relationship between the outcomes of this workshop and the
Infrastructure Cost Review study addres sing standards.

- Innovation and continuous improvement tend to be best stimulated by
repetition and increasing standardisation, particularly of requirement (e.g.
efficiencies achieved in supermarket construction), whereas in contrast
single project innovat ion can increase risk.
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Appendix F dPresentation to the Lean Client process task group

SUBGROUP MEMBERSHIP

Nicholas Pollard Navigant

Paul Meigh Cabinet office

Andrew Butt  Cabinet Office

Thomas Goodyer H M Treasury Infrastructure UK
Terry Stocks Ministry of Justice

Michael Coleman Partnerships for Schools.

The Collaborative, Integrative

To o o o I Ix

Intelligent Client

Supporting Experts and Authors of Document (CV slide 40)
GCS Procurement / Lean Client Process Task Group i Intelligent A John Carlisle CWL/Sheffield Business School

Clei L el A Nicola Temporal Temporal Consulting

A Denise Bower Engineering Project Academy, University of
Leeds

PROTECT [IL1]
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Socio-Technical Systems

Goals/ Visions/ People
Values
Rapid appraisal of the project /
programme, then the invitation Processes/ Work organis &
Procedures practices
GCS Procurement / Lean Client Process Task Group i Intelligent

Client Sub Group

Culture Technology .
PROTECT [IL1]
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Project complexity Project categorisation

Simple Example:

Crawford-Ishikura Factor Table for Evaluating Roles (CIFTER) C ateg 0 ry / C I ass M atr |X
Project Management Complexity Factor Descriptor and Points
i Veryhigh | High | Moderate | Low/Ve B M Pt | promr | S | S | vt | e

1. Stability of the overall project context ’Vl 9 (g) o Tow ( 4)“' ,:w"‘;s__!, | e | vt | mtorest | Taorion | 1w
2 Number of distinct disciplines, methods, or ap- Low Moderate High Very high Category Level 2 Level 3

proaches involved in performing the project (1) (2) (3) (4) 5. Physical

Facilities

3. Magnitude of legal, social, or environmental im- Low Moderate High Very high 51 Decommissioning

plications from performing the project (1) (2) (3) (4) 5.2 Dematinon
4. Overall expected financial impact (positive or Low Moderate High Very high 5.3 Maint &

negative) on the project’s stakeholders (1) (2) (3) (4) i
5, Strategic importance of the project to the or- Very low Low Moderate | High/Very s41cil

ganization or organizations involved (1) (2) (3) high (4) 5.4.2 Enerey
0. Stakeholder cohesion regarding the characteris- High Moderate Low Very low 343

tics of the product of the project (1) (2) (3) (4) 5.4.4 Indusial
7. Number and variety of interfaces between the Very low Low Moderate | High/Very 545 Commarcial

project and other organizational entities (1) (2) (3) high (4) 5.4.6 Residential

5.4.7 Ships.
5.4.8 Other
5.5 Other
PROTECT [IL1] ~\ . PROTECT[ILL] o TeR
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Consistent use of new procurement

models

GCS Procurement / Lean Client Process Task Group i Intelligent
Client Sub Group

New models of procurement

New Procurement Models

Model Specific Characteristics

Characteristics common across Models

Cost Led Procurement

(example: HA Managed Motorways, utility
alliance model)

- Key driver for integration: client
requirement for integrated proposition with
challenging target cost

- Assumes awarded within framework to
facilitate continuous improvement

- Early contractor involvement

Client specifies output for £X/m2 (set
against downward cost curve)

- Client works with integrated supply
chain to create design and construct

- Target price with pain / gain mechanism solution
(e.g. NEC 3 Option C) . Openbook
- Mini competition within framework and o
taken outside framework if required £X/m2 Independent verification
not achieved Achi i i
Act of full on

Integrated Project Insurance

- Keydriver for integration:i nsur er p

requirement and third party assurer

- Beauty parade evaluated on fee levels and
ability to deliver
throdé integration a

- Insurance backed cost plan and single all
risks policy

c
n

3"dWay i 2 Stage D&B

(example EPC Type 2:

- Key driver for integration: challenging
cost target and third party verification
e ﬁArPdmr/ew%)

)

- Beauty parade evaluated on fee levels and
ability to deli vmeqgs
throdé integration a

- Option for fixed price and risk transfer to
integrated supplier at 2" Stage

C|
n

lientos challenging
d innovation

l'ientds challenging
d innovation

PROTECT [IL1]
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Understand the cultural role of the

Lean client

GCS Procurement / Lean Client Process Task Group i Intelligent
Client Sub Group

The lean client

1.The lean client needs to create the optimum
environment where sustained shifts in behavioural ,
and system approaches will be invited/encouraged
throughout the life of the contract

2.They need to understand that they are navigating a
cultural JOURNEY towards an emotionally mature
and efficient organisation

3. They must therefore understand and own the
challenge!

PROTECT [IL1]
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Maturity Model for Capability Maturity Model for Capability

Enhancement Enhancement

Level 5cOptimisedSystem ~  p===============s===========s===s=========================z=z2=== )ﬁ % Level & OptimisedSystem

Technology Technology

Level 4 Managed System |- == - S omo oS o oo osoososoooossosooooooosooooooooosoo Level 4 Managed System ~ |r === === mm = mm s o e oo e

SYMPTOMS
Start/stop infrastructure
investment Level  Governance
Lack of clarity and direction causing
incomplete designs
Blurred governance structures
Use of contingencies at part of the
available budget Milestones
Application of unnecessary Anows what they need and can prioritise

Level ¢ Processes and Level ¢ Processes and

N standards Procedures ~ |=======--=---mmmcemmmmemmmemmmemeof oo » Mble to translate service requirements into
Ur:necessary use of bespoke functional/technical requirements
solutions Anderstands why you are
Competition process does not fEstablishes correct measurements, metrics,
produce lowest cost targets for success
Public Sector clients are too risk KCost intelligence i finds appropriate
averse benchmarks

Level X Governance

o o Professe
Prof No strategic investment within the pro} Anformation management
Level I¢ Initial System supply chain Level I¢ Initial System Ancentivises supply chain

No investment in capability
PROTECT [IL1]

PROTECT [IL1]

Culur Technology.

Cul Technology.
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Maturity Model for Capability Maturity Model for Capability

Enhancement Enhancement

Level 5cOptimisedSystem ~  p===============s===========s===s=========================z=z2=== >< Level & OptimisedSystem

Technology Technology

Level4 Managed System ~ [r==========ss==s=ssss=ssssssssss=sssssssssssssssas Level & Managed System |- === === === === m oo oo
f

v

Milestones

Aunderstands whole life costs
------------------------------------------ Able to future-proof asset

Mble to challenge 6spd
Aable to bridge interfaces between
organisations

fensure project supersedes individual

Level  Governance Level  Governance

v

Milestones . o stakeholders
Level 2 Processes and /Establishes project purpose, principles, Level 2 Processes and
Procedures  |e=========s--ss-ssssss-ss-soms-omsso roles and tasks before the detail Procedures ~ |================c================-=

Konsistent attitude towards others
Mble to challenge changes from above
Alexible

Andvocates on behalf of the team i no
blame culture

Arimely decision-making .
Rewards supply chain Fro
Level Ic Initial System

Prol

Level 1¢ Inital System

PROTECT [IL1] R PROTECT [IL1]

Culur Technology Technology.
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Maturity Model for Capability

Enhancement

Level & OptimisedSystem

Level 4 Managed System

Level  Governance

Level 2 Processes and
Procedures

Level 1¢ Inital System

Determined
Credible
Trustworthy

Professe:

Prol

Capability Maturity\Map ‘

Goals/Visions

People

Level 5 z Optimised
System

Level 4 z Managed
System

Technology

Level 3 7 Governance

OUTCOMES

Continuity of infrastructure
investment

Improved governance via clear
public sector accountability
Objective challenge of the
specification of requirements
and cost estimates

Smart use of competition
Investment in efficiency
Continuous capability and
capacity enhancement

Level 2 z Structured
Processes and
Procedures

Level 1 z Initial System

PROTECT [IL1]

Technology

Individual Competence A
& Systemic Capability

Processes/

...................................... i, S 2,
| N

ultur Technology

Outcomes

Continuity of infrastructure investment
Improved governance via clear public sector
accountability

Objective challenge of the specification of
requirements and cost estimates

Smart use of competition

Investment in efficiency

Continuous capability and capacity
enhancement

Determined
Credible

Symptoms

Start/stop investment

Lack of clarity and direction

Blurred governance structures

Use of contingencies at part of the available
budget

Use of unnecessary standards

Bespoke solutions

Processes|

Freceanen i
Competition process does not produce
lowest cost
Risk averse
No strategic investment within the supply

Time:

Technology chain

PROTECT [IL1] No investment in capability
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THE RELATIONSHIP JOURNEY

COOPERATIVE

NEGOTIATED
2 RELATIONSHIP

UNEVEN
RELATIONSFHIP

RELATIONSHIP

JOINT
CONTINUOUS
CRICICIPOINTS IMPROVEMENT
o RISIS POINTS (WIN/WIN)
CRISIS OF JOINT Process Thinking
INTERESTS

PURPOSE

POSITIONAL (INVOLVEMENT)

(OLD
FOLICIES)

-
COMPLACENT
CRISIS

INITIAL

ADVERSARIAL
(DEFENSIVE) |

COERCIVE

(WIN/LOSE)
:]r—:r]—:‘]ﬁ—x:] CRISIS OF
INTER-
ﬁb 5}1 E r_‘J_E:_b DEPENDENCE

Hierarchical Thinking

PROTECT [IL1]

NEGOTIATED

UNEVEN
HELATIONSHIP

THE RELATIONSHIP JOURNEY

COORPERATIV

HRELATIONSH

RELATIONSHIP
Fear at losing control, no longer

competent/valued.
Answer: Train in New Skills, which are
now valued and rewarded

JOINT
CONTINUOUS
IMPROVEMENT
(WIN/WIN)

Process Thinking

CRISIS OF JOINT
PURPOSE INTERESTS
N PosITIONAL | ((INVOLVEMENT)
COMPLACENT (OLD
INITIAL POLICIES)

ADVERSARIAL
(DEFENSIVE)

COERCIVE
(WIN/LOSE)
=)
CRISIS OF
=0 = INTER-

o e
e P DEPENDENCE

Hierarchical Thinking PROTECT [IL1]

CRISIS

o m
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THE RELATIONSHIP JOURNEY

o PosITIONAL | (INVOLVEMENT)
COMPLACENT (OLD crisis
INITIAL POLICIES)
ADVERSARIAL
(DEFENSIVE)
COERCIVE
(WIN/LOSE)
=
CRISIS OF
—_— o =l INTER-
LR LR ) DEPENDENCE
Hierarchical Thinking
PROTECT [IL1]

UNEVE)N NEGOTIATED COOPERATIVE
RELATIONSHIP RELATIONSHIP RELATIONSH
Uncertainty that current policies will JOINT
not support but even punish, new CONTINUOUS
P IMPROVEMENT
S . . (WIN/WIN)
Answer: instifute new policies/drivers
CRISIS OF JOINT Process Thinking
PURPOSE INTERESTS

UNEVEN
HRELATIONSEHIP
1P

NEGOTIATED
LELATIONSEHIP

THE RELATIONSHIP JOURNEY

COORPERATIVE
HRELATIONSHIP

Cautious: Waiting for the crisis JOINT
that will show top management |;\C/||C:>)gg\'/\lg|\(/|3;\15-r
reverting to old ways. (WIN/WIN)
Answer: A golden opportunity to break
the Paradigm! Demonstrate faith in the
CRISIS OF Relatlonshlp JOINT Process Thinking
PURPOSE \ INTERESTS
R POSITIONAL NLVEMENT
COMPLACENT (OLD ~N RIS
INITIAL POLICIES)
ADVERSARIAL
(DEFENSIVE)
COERCIVE
(WIN/LOSE)
D
dab db E’ ddb DEPENDENCE
Hierarchical Thinking
PROTECT [IL1]
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Issues

Lean client is required to understand and own contextual
issues

Arhe construction industry is a high risk / low margin
industry this has a big impact on behaviours.

Arhe purpose of the intelligent client approach is not to
provide fAia new car to drivebo
driveno

Arhe behaviours cannot be mandated but rather they have
to be invited through: Contract format, strategic
alighment, integrated leadership, recruitment strategy
"right person for the jobo

PROTECT [IL1]

Follow a recognised approach for the

collaborative element in order to
effectively manage
part relationship journey

GCS Procurement / Lean Client Process Task Group i Intelligent
Client Sub Group
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TC 5 Elemental Model

© Temporal Consulting 2011

The points must be / Element 1 3
’ Aligned |
addressed in equal Strategic

Leadersmp

measure for Ilfe of

ContraCt EIementS
‘r‘ Develop
Develop Capability relationship

x Element 2 )

by building skills to \ building
manage \ ability
adversarial /
partnering
dilemmas

Element 4,
Make RM

tools & )—(

Enable open dialogue
through the accurate &
timely raising of issues

| reinforcers |
*\_ available

PROTECT [IL1]

Select \ . o
Values & Provide continuing
Bellefs focus on desired

\
/ = beliefs

The Strategic Board must demonstrate
leadership & ongoing commitment to
the RM approach

N

partnering values &

Adopt the same approach to

managing the relationship as
any other project risk

Joint relationship management / collaboration plan
addressing:

KAverall joint vision or project charter (based on true
alignment of intentions and not tick box T so that
cultural expectations are realistically and sincerely
identified in advance, not when something starts to go
wrong)

Aelection criteria that require demonstration not only
of professional competency but collaborative
competency and emotional intelligence

PROTECT [IL1]
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Approaches supporting

Approaches to procurement culture

Collaborative relationship roadmap to delivery (or

relationship journey) incorporating: A Early Contractor Involvement (ECl)-need to fimodel 0o

productive meetings, usually with the help of a facilitator

ANorkShOPS / training /team building to deliver A Charters: Some found them useful / initially powerful before they
collaboratively become tick box exercises; while others were concerned they

Klans for engaging lower tier suppliers often proved meaningless at the local project level, since only
Kollaborative planning sessions senior management involved in their creation; can also be

Klan for jointly building, maintaining and managing undermined by middle managers6 ingd
the culture A Complementing the task orientation of construction: There is a

tendency for left-brained task orientated individuals i which are

Aneans by which culture monitored as part of the predominant in the construction industry 1 to require assistance in

risk profile developing confidence in the language of behaviours through the
use of tangible tools and processes. Here are some examples
below:
AOwnership of behavioural issues and consequent impact AContractors need to learn how to g
in atimely and competent fashion
PROTECT [IL1] PROTECT [IL1]
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Approaches supporting

culture

A Middle managers: collaboration needs to embrace not just the
senior team and the project team
middle managers back at the home organisation, and give them
the new competencies to succeed in the new environment..

Creating integrated mindset: Look to find shared experiences at
senior level; emotional intelligence and the deep appreciation that
the quality of relationship matters to the quality of output; realism
to accept that relationship workshops are only the tip of the
cultural iceberg; appetite to manage future difficulties differently
than in the past.

Can invite shift in behaviours by modelling what needs to happen
but cannot mandate. Nevertheless what the executive does and
does not recognise and reward will make a huge difference.
Leadership shadow is critically important.

PROTECT [IL1]

o

Existing partnering guidance

Recognition of the 3 tenets of partnering / alliancing

-mutual objectives: alignment in the form of a charter and incentive
mechanism or instead of a charter, use the Hexagon as the basis
for alignment

-continuous improvement: heavily focused on cost saving; and
addressing Hexagon

-issue resolution: which should be helped by the new approach to
insurance

PROTECT [IL1]
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Coaching and training

Establist
culture

Decision to partner

change

v

Advertisement
Questionnaires
Interviews

Selection process

Articulate the required behaviours

Forms of agreeme

¥

Initiating the
partnering process

v )’ v

Monitoring Achieving continuou: Dispute
performance improvement avoidance/resolutior GCS Procurement / Lean Client Process Task Group i Intelligent
¢ Client Sub Group
Auditing

European Construction Institute Partnering
PI'OCGSS PROTECT [IL1]
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the behaviours might

Behaviours

Collaborative Working The ability to work with and support others in the
pursuit of separate or competing objectives.

Note - Having competency does not mean that individuals have the willpower to
consistently apply these competencies.

In practice do you:

Actively seek to understand the motives, values and attitudes of others?
Memonstrate strong interpersonal skills and engage with others effectively?
Actively listens to and frequently seek the opinions and contributions of others?

Anvolve others and share appropriate information, knowledge and outcomes in a timely
fashion?

Kncourage others to share appropriate information, knowledge and outcomes in a timely
fashion?

Aask for assistance when needed?
MRespond positively to the requests of others for help and support?

Andentify areas for resource sharing and opportunities to collaborate or partner with
others both internally and externally?

Mevelop and maintain networks of working relationships?

Aomfortably work with and as a part of different groups (internal, external, permanent,
temporary, cross-functional and cross discipline)? PROTECT [IL

The 6Perfectd Public Sector CI

Mas a high awareness and ability to manage and lead on both the
cultural and business issues. Not just one dimension.

Aunderstands that in the current climate of change and huge
business challenges they have a significant role as catalysts for
cultural change between the public and private sector

Mas a high level of emotional intelligence as well credible practical
experience

MResolute/Has Conviction/Determination/Backbone
Krediblei Technically respected/ admits

A ead from a psychological stance of joint interest working
e.gTrustworthy ,Open and Honest

PROTECT [IL1]

€

Page77 of 125



UNCLASSIFIED

Behaviours

The O6Perfectdé Intelligent Public Se

Aunderstands whole life cost (cradle to grave)

Anows what they need and can prioritise - time/cost/quality/CO2

Aable to translate service requirements into functional/technical
KAequirements

Mble to future-proof asset - adaptable to other uses

Mble to challenge O6specialisté reqy

Anderstands why you arfiaotjustéoithegake pfr
it/ webve always done it

Kost intelligence i not just derived from advisors/finds appropriate
benchmarks

Adble to challenge changes from above
PROTECT [IL1]

Behaviours

The 6Perfectd Public Sector CI
Alexible

AEstablishes project purpose, principles, roles and tasks before the
detail

Konsistent attitude towards others

Aadvocates on behalf of the team/Establishes a no blame culture
AEstablishes correct measurement/metrics/targets for success
Aimely decision-making

Anformation management

Adble to bridge interfaces between organisations

Znsure project supersedes individual stakeholders
Rewards/Incentivises supply chaifcr

i 6
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Summary

A Rapid appraisal (categorisation to ensure that the right
strategy is adopted)

A route map to |mp|em entation A Agree where you are on the maturity / relationship map and
where you want to get to (maturity assessment)

A Choose appropriate procurement strategy and model of
collaboration (contract route, partnering process and 5
GCS Procurement / Lean Client Process Task Group i Intelligent element model)

Client Sub Grou i . .

. A Work hard to achieve the desired behaviours - these must
be clearly stated for the collaborative, integrative Intelligent
Client

PROTECT [IL1]
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Goals/Visions People
e —

. Capability Maturity:Ma
Leading the change ‘

Individual Competence ‘
programme & Systemic Capabilty processeo ]

Level 5z Optimised ~ f ™77 TTTTTTTTToTmmmsssssssssssomsmssses me“‘e‘ P Hsanalion &
System [
. =3
SoS and Ministers need to: T Crecnmiony
A Visibly lead from the very top Level 4 ¢ Managed e S
yotem e A e AN vt
A validate and verify the approach outlined Determined o/ e e
A Form a steering group to oversee the change programme acooemnee | Credible Kool
A Hold master classes with key clients and tier 1 contractors 'Io'rustworthy """""""""""
. . . en MPLACENT
A Exemplar projects where the model outlined above is P | roLtED
implemented and trialled. Level 22 Structured . comonel "EESE)
Processes and (WIN[;LOSE)
A Learn lessons from project development and procurement Procedures S. m#
phases
A Full roll out with incentives and full governance structures S I
i . evel 1 Z Initial System ‘-‘ = .
A Measure journey against agreed KPIs \‘,’bxo“ Time.
— —

PROTECT [IL1] Technology

PROTECT [IL1]
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Background to Sub Group Experts

Prof. Denise BowerProfessor of Engineering Project Management and Director of the Engineering Project Aed:
the University of Leedshe has recently completed a study for the European Construction Institute examining
approaches to organizational capability and capacity building in the area of project manageéteergcent work
includes the evaluation of procurement strategies, assessroobrporate strategy, the development of
organisational partnering guidelines, the evaluation of the success criteria for a number of partnering arrangem
and recommendations of contract strategies for overseas projects. Der@$misof the Capatyi Building Panel of thi
Institution of Civil Engineers (ICBgnise is the author and joint author of many books and publications, inclultirey
Management of Procurement, Engineering Project Management, Dispute Resolution #Sttnfriaure Projectsral
Managing Risk in Construction Projects.

Dr John CarlisleOrganisational psychologist andsking Professor at SheffieBlsiness School. Started in this 1
with Shell in 1993, following grourateaking work in cooperativeupply chains across theorld. Siccessful projec
include creatim of a culture of openness armboperation for the TKE projeof the Hong Kong Mass TranBiailwa:
Corporation, which came in early and $1.5 billion beludget.

Nicola Temporal Consultant in relationship magament, who is informed by hgssychotherapy training and has
years experience supportingroject teams in the construction indugtrHer work has supported the developmeni
collaborative cultures across the HA sector including M25, Areas 3, 1, AdtylBRimingham Box and manag
motorway projects M62, A556. Other public sector clients have included EssexqrHsiife and Oxfaishire count
councils, supporting the delivery of client and supplier teams as a means of achieving targeted efficiencies

Her work is highly specialised developing integrated client supplier cultures informed by the 5 elemental m¢
various tools and techniques designed over two decades, some of which have been shared in this presentatior
PROTECT [IL1]

Page81 of 125



UNCLASSIFIED

Appendix G 0 Effectiveness of Frameworks Report

Government Construction Strategy

Effectiveness of Frameworks

A report by theWorking Group on the
Effectiveness of Frameworks of the
Procurement and Lean Client Task

Group

Final version i 7th March 2012
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1. Executive Summary

1.1 The Effectiveness of Frameworks Working Group of the Procurement and Lean Client
Task Group was established to deliver Objective 10.1 of the Government Construction
Strategy:

fifo assess the effectiveness of frameworks, in collaboration with departments and the
National Improvement and Efficiency Partnership (NIEP) for Constructiono .

1.2 This Report is presented to the Government Construction Board (GCB) on the findings and
recommendations of the Effectiveness of Frameworks Working Group (The Working Group).

1.3 The Working Group has collected evidence from key central government departments and
the wider public sector via the NIEP. This evidence indicates that benefits can accrue from the
use of effective frameworks in procuring construction and they include:-

1.3.1 Delivering sustainable efficiency savings;

1.3.2 Reduction in consultancy and construction costs;
1.3.3 Delivery of projects closer to target cost and time;
1.3.4 Reduction of disputes, claims and litigation;

1.3.5 High client satisfaction rates;

1.3.6 High proportion of value of work undertaken by Small and Medium-sized
Enterprises (SMES);

1.3.7 High proportion of local labour and sub-contractors;
1.3.8 High take-up of government initiatives e.g. Fair Payment, Apprenticeships,
Localism etc;

1.3.9 High proportion of construction, demolition and excavation waste diverted
from landfill;

1.3.10 Good Health and Safety performance against national average;
1.3.11 Acting as a key enabler to integration of the supply team.
1.4 The Working Group found that effective framework agreements do exist in the public sector

and these have already delivered substantial benefits - both cashable and non-cashable to
public sector clients.

15The Wor ki n gvedBgatom lpaé islentified that many public organisations believe
that they could not deliver their programmes of construction procurement without the use of
framework agreements.

1.6 The Working Group Recommends that:-

1.6.1 The principles established in this report should be adopted and
implemented by the Government Construction Board,;

1.6.2 The findings from this investigation should be made available to
framework owners/managers to highlight the potential risks to effective
framework agreements through poor practice;
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1. Executive Summary (Cont)

1.6.3 Rather than look back to existing frameworks, in order to categorise these
as Effective, Ineffective or Indifferent, the Government Construction Board
should agree that future framework agreements should address the core
principles and key features of an Effective Framework i as detailed in
section 5.3 of this report;

1.6.4 That the Government Construction Board should put in place governance

to act as a O6cl earing houageémentotoaspaso posed

their compliance with the agreed features of an Effective Framework. An
Accreditation Mark should be awarded to compliant frameworks;

1.6.5 The life of the Effectiveness of Frameworks Working Group should be
extended to develop an implementation plan and support the delivery of
future work in this area. A quick win for this plan could be the production
of a short how-to guide for construction frameworks.

2. Introduction

2.1 The Government Construction Strategy (Cabinet Office, May 2011) calls for a radical
change in public sector construction procurement, by changing the relationship between public
sector construction procuring authorities and the construction industry. This is so as to ensure
that Government consistently gets a good deal; the country gets the social and economic
infrastructure it needs for the long-term, while maintaining a healthy and profitable industry.

2.2 Objective 10(i) of the Government Construction Strategy requires the Cabinet Office to

assess it he effectiveness of framewor ks, in col
National Improvement and Efficiency Partnership (NIEP)f or Co n s t. [TheStrategyn 0

notes at section 2.38 that there is a plethora of construction frameworks in the public sector

with varying degrees of qualty: i Evi dence and commentary from

and contractors point to the highly effective use of some frameworks, but also to other
frameworks which are |l ess effectivebo

2.3 The work to assess the Effectiveness of Frameworks, in discharging that Strategy
objective, was directed by a Working Group drawn from Task Group 1 i Procurement and
Lean Client, with representatives from the Cabinet Office, Hampshire County Council, the
National Efficiency and Improvement Partnership for the Built Environment (NIEP), the Civil
Engineering Contractors Association (CECA), the Specialist Engineering Contractors Group
(SEC Group), Kier, Partnerships for Schools, HM Treasury, University of Salford, the
Department of Health, the Ministry of Defence, Environment Agency and the Ministry of
Justice. The work was led by the Cabinet Office and with support from the NIEP and the
Centre for Construction Innovation from the University of Salford.

2.4 This report represents the findings of that investigation for consideration by the
Government Construction Board.
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3. Context

3.1 For the purpose of this investigation the Working Group defined Framework Agreements in
line with the Public Contracts Regulations (2006):

fi[An] agreement or other arrangement between one or more contracting
authorities and one or more economic operators which establishes the terms (in
particular the terms as to price and, where appropriate, quantity) under which the
economic operator will enter into one or more contracts with a contracting
authority in the period during whi.ch th

3.2 There are a wide range of frameworks available to public sector construction clients.
Frameworks are not standard in approach because they have been designed to deliver the
different business needs and outcomes that particular clients are required to achieve. For
example, frameworks vary from the very large and complex to small specific arrangements for
a particular service. Frameworks also vary quite widely in terms of the number of service
providers appointed and overall predicted value. In some instances a complete service is
provided by a single contractor with total exclusivity, in others large numbers of suppliers are
appointed, with some who may never secure work. The following framework types currently
exist within the sector:-

3.2.1 National and regional frameworks for central government departments and
executive agencies;

3.2.2  National, regional and sub-regional frameworks within the NIEP community;

3.2.3 Collaborative frameworks by a group of local authorities or other organisations
within a discrete geographic area;

3.2.4  Unilateral arrangements available to a broad cross-sector of authorities;
3.2.5  Single organisation frameworks;

3.2.6  Government Procurement Service frameworks available to the wider public
sector;

e

fram

3.2.7  Other specialist frameworks, for example, Partnerships for Schools 6 Contr act o1

Framework for Academies.
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4. Approach to the Investigation

4.1 For the purposes of this investigation the public sector is defined as:-

4.1.1 Central government departments;

4.1.2 Executive agencies and Non-Departmental Public Bodies;
41.3 Local authorities;

41.4 Fire and police authorities;

41.5 Further and higher education institutions;

4.1.6 Schools (independent, VA and Free) and Academies.

4.2 Frameworks have been used extensively in construction for a wide range of works and
services, including:-

42.1 Construction works;

422 Professional services;

4.2.3 Specialist works;

424 Supply chains and bulk purchasing arrangements;
4.2.5 Maintenance and FM.

4.3 The evidence gathered for this report was drawn from frameworks for construction works,
some of which also included design and professional services elements. For the purpose of
this investigation no new primary research process has been undertaken. Data has been
collected from Government departments and agencies from material that has already been
produced for other purposes. Existing frameworks are being managed and measured for a
range of reasons including gateway reviews, on-going performance reviews and renewal
decisions. While this is a rich source of quantitative and qualitative evidence, care is needed
in interpreting it as the information has been collected using different methods.

4.4 The Working Group has collected evidence from key central government departments
(DfE, DoH, EA, MoD, MoJ) and the wider public sector via the NIEP. At the time of
establishing their respective framework each public body will have sought to identify the
business needs. As these business needs can differ, they are likely to have designed and
developed different approaches to frameworks. These differences may go some way towards
explaining to the market place the distinctive elements of frameworks that sometimes lead to
confusion.

4.5 The narrative for each framework is presented in Appendix 1 i Framework Descriptions.
This served to allow the investigation to progress with a common understanding amongst the
investigators and the participants. Discussion on the difference between approaches in the
government departments and the NIEP emphasised that:-

45.1 The broad principles of framework procurement and operation are the same
even if processes are different;

45.2 The frameworks all seek leverage to maximise benefits to clients in the long-
term;

45.3 The frameworks all seek to ensure early supply chain engagement and

integration, and;

454 Each of the frameworks seeks to ensure consistency of approach within their
own operation.
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4. Approach to the Investigation (Cont)

4.6 The approach and structure of the investigation is summarised in Figure 4. The
investigation began with a review of material produced by the National Audit Office, Office of
Government Commerce, Cabinet Office Efficiency and Reform Group and the NIEP. In
parallel, the NIEP consulted with its network of construction and consultancy frameworks and
collated live data from each region to form a national data set.

4.7 The NIEP work provided a methodology that included a template for presenting benefits
achieved by frameworks and a classification to map the key features of frameworks to the
procurement life-cycle of planning, procurement and operation. This approach has been
adopted in this investigation. This has been tested through three multi-stakeholder workshops
and input received from critical commentators including the Procurement and Lean Client Task
Group and specialist industry representative bodies such as Specialist Engineering
Contractors Group, National Specialist Contractors Council, and Civil Engineering Contactors
Association.

Figure 4: The Approach to the Investigation

Central

Government
Evidence
Review of
existing
material
(NAO,
0GC, ERG)
|—) con-lizzlrince Workshop 1 Workshop 2 Workshop 3
NIEPand  |—> Group discussion Group discussion Group discussion
I_) University of on frameworks on Evidence on Evidence
Salford [LaiBER (19/12/11) (07/02/12)
NIEP
n 3
Review
(based on
evidence
from RIEPs)
Procurement and
> Critical Commentators Input =2 | Lean Client Task
Group input
'J_: Analysis of existing £——| Analysis of &= Draft Report Final
—— ||| material and NIEP — ||| Central Govt — ||| to Task Report

IF evidence

I evidence I} Group 1
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5. Findings

5.1

51.1

5.1.2

5.1.3

514

The Wor ki ngoncisiomsu gnd secommendations are built from the
following:-

The Headline Evidence on Frameworks Performance reviewed in this
investigation (Section 5.2; detailed evidence sheets are presented in Appendix
2);

Key features of an effective framework structured around the three phases of
planning, procurement and operation (Section 5.3);

A summary of an effective framework that has emerged from the investigation
I from the data, and from the workshops conducted (Section 5.4);

The key risks to framework effectiveness identified by the working group
during the course of the investigation (Section 5.5).

5.2 Headline Evidence on Framework Performance

521

5211
5.21.2
5.2.1.3
5214
5.2.15
5.2.1.6
5217
5.2.1.8

5219

5.2.1.10
5.2.1.11

5.2.2

Based on evidence of framework performance that was collected during this
investigation the Working Group identified that the following benefits accrued
from the use of effective frameworks in procuring constructions:-

Delivering sustainable efficiency savings;

Reduction in construction and consultancy costs;
Delivery of projects closer to target cost and time;
Reduction of disputes, claims and litigation;

High client satisfaction rates;

High proportion of value of work undertaken by SMEs;
High proportion of local labour and sub-contractors;

High take-up of government initiatives such as Fair Payment, apprenticeships,
localism etc;

High proportion of construction, demolition and excavation waste diverted from
landfill;

Good Health and Safety performance against national average;

Acting as a key enabler to integration of the supply team.

The benefits identified above demonstrate that effective framework agreements
do exist in the public sector. The Working Group was informed that many

organisations could not deliver their programmes effectively without the use of
framework agreements.

®See Appendix 2 for collated framework performance evidence
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5. Findings (Cont)

5.3 Features of an Effective Framework

5.3.1 The key features of effective framework agreements that are detailed in the Table below are not necessarily exclusive to framework
arrangements; the attributes can also be prerequisites in other effective construction procurement mechanisms or routes to market.

1 FRAMEWORK PLANNING (9 months)

1.1 Business Need

1.1.1 | Identify the core business needs of the client and determine how they will be reflected in framework planning, procurement and operation.

1.1.2 | Properly planned and developed business cases ensuring framework strategy is supported and that business need, income, cost, benefits
and the risks are properly outlined.

1.1.3 | Engage with all stakeholders and co-design the framework strategy, consider strategic objectives of localism, sustainability, efficiency.

1.1.4 | Collaborate with partner organisations in the locality, regionally and nationally, ensuring an overall fit with existing landscape.

1.2 Market Capacity

1.2.1 | Understand capacity, know your market and define an achievable throughput to ensure that the supply chain achieves predictable turnover.
Through the achievable throughput the framework generates adequate dhcomedto pay for management arrangements.

1.2.2 | Through consultation avoid conflict with duplication of established procurement arrangements.

1.3 Appropriate Governance

1.3.1 | Establish framework ownership arrangements, agree governance and commercial terms; and ensure the framework is effectively governed.

1.3.2 | Consider appropriate risk sharing arrangement to help inform the form of contract for the underlying contracts, competency of contractors,
risk transfer and pain / gain share arrangements.

1.3.3 | Identify a suite of complimentary arrangements e.g. consultancy, minor and major works, repairs and maintenance.

1.4 Design Outcomes
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1.4.1 | Agree Building Information Modelling (BIM) strategy.

1.4.2 | Agree sustainability strategy:

Waste to landfill (WRAP), carbon reduction, whole life cost (BIM), Key Performance Indicators (KPI) performance measurement and
management.

1.4.3 | Agree economic regeneration strategy:

Recycling the local £, encouraging social enterprise, monitoring engagement.

15 Supply Chain Engagement

1.5.1 | Agree SME and supply chain engagement strategy i

- Ensure engagement in national, regional and local frameworks

- Emphasise the involvement and integration of tier 2/3 suppliers within the framework and design team
- Ensure transparent approach and client engagement with supply chain

- Local sourcing, fair payment provision down the supply chain , measure and monitor engagement
Agree employment and skills strategy:

Proactive intervention for jobs, apprenticeships/ local employment outcomes linked to framework processes, monitor engagement
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2.0 FRAMEWORK PROCUREMENT (12 months)

2.1 Business Case

211 |Agree framework management arrangements to ensure they opdédwverat e
excellent outcomes.

2.2 Stakeholders

2.2.1 | Lead or collaborate with other like minded client organisations.

2.2.2 | Properly planned and resourced procurement with engagement of key stakeholders.

2.2.3 | Ensure competent procurement professionals are engaged to understand OJEU regulations and procurement procedure to ensure quality
tenders and few queries and/or challenges from the supply chain.

2.3 Supply Chain Engagement

2.3.1 | Simplify procurement processes to encourage greater SME involvement
Ensure obligations in the framework agreement which bring certainty to delivery of SME engagement strategy (fair payment, collaborative
values flow down the supply chain, pipeline visibility, performance management)
Provide mechanisms for greater client influence over negotiations with its supply chain

2.4 Design Outcomes

2.4.1 | Structure lots and value bands to ensure adequate workload and appropriate risk sharing arrangement to match the right supplier for the type
of work being tendered.
Continuous Improvement

2.4.2 | Set measurable targets for continuous improvement (localism, efficiency, sustainability) with stakeholders.
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3.0 | FRAMEWORK OPERATION (48+ months)

3.1 Management of Framework

3.1.1 | Invest in development and management of framework - dedicated framework management team proactively managing and capturing
benefits, supporting clients.

3.2 Appropriate Governance

3.2.1 Establish relationship and regular forums between framework management, contractors, supply chain, consultants and clients.

3.3 Business Case Review

3.3.1 | Demonstrate value for money and competitive tension are achieved through cost benchmarking and targeting.

3.3.2 | Demonstrate early engagement of contractors and supply chain in the design process where their contribution reduces cost and increases
whole life value.

3.4 Creating Programmes / Clusters

3.4.1 | Sustainable workload in well organised programmes of work in line with predicted throughput.

3.4.2 | Common delivery and standardisation of work through programmes.

3.4.3 | Create clusters and programmes of work of sufficient scale and duration to incentivise the supply chain and maximise local economic and
social impact, demonstrate continuity of workload for supply chains.

3.5 Supply Chain Engagement

3.5.1 | Implement mechanisms that bring certainty to intended level of SME engagement and client visibility of supply chain
Enable clients to have some influence over negotiations and management of supply chain decisions
Early engagement of supply chain to influence specification and buildability decisions
Provide pipeline visibility
Ensure clear processes are established to ensure collaborative values and Tier 1 terms and conditions are cascaded down the supply chain
Demonstrate fair payment practices are adopted through supply chain to encourage cash flow down to Tier 3

3.6 Framework Outcomes

3.6.1 | Ensure that the Framework achieves its target spend.

3.6.2 | Implement BIM and whole life cost assessment in the design process enabling carbon impact and longevity decisions to be made about

building components.
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3.6.3 | Demonstrate a reduction in carbon footprint and waste to landfill through products utilised and impact of the supply chain.
Continuous Improvement

3.6.4 | Encourage innovation and standardisation through supplier groups and champions, strategic forums, capturing lessons learnt, championing
new areas of development.

3.6.5 | Demonstrate continuous improvement in time, cost, social, economic and environmental targets and relationship between parties on the
framework.

3.6.6 | Demonstrate decrease in worklessness by providing training and employment opportunities for apprentices and local people through the
framework.

3.6.7 | Actively supports clients through management arrangements ensuring that clients are left with a legacy of improvement.

3.6.8 | Putin place a structured/managed continuous improvement process to carry across key lessons learnt to any further frameworks being

established.
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5. Findings (Cont)

5.4 Definition of an Effective Framework

5.4.1 For the purposes of this work the Working Group agreed that an Effective Framework is

one that:-
54.1.1
541.2

54.1.3

54.1.4

54.15

54.1.6

5.4.1.7
54.1.8
54.1.9
54.1.10

54.1.11
5.4.1.12

Has a demonstrable business need;

Has effective governance processes, active stakeholder engagement and client
leadership;

Actively supports its clients throughout the project lifecycle, ensuring that clients
and the supply chain receive a legacy of improvement;

Is driven by aggregated demand to create volume and generate efficiencies,
and provides sufficient work opportunities to cover supplier investment;

Ma i n t empettive éensiondin terms of value, quality and performance during
its life;

Is designed and managed to deliver the required outcomes and continuously
improve upon them;

Can demonstrate greater value for money for the taxpayer;
Pays fairly for the work done and the risks taken;
Contributes to the development of an effective and efficient construction market;

Harnesses the power of public sector procurement to provide jobs and skills,
local employment and enables SMEs to prosper;

Ensures supply chains are engaged from the earliest stages of a project;

Ensures transparency and collaborative values flow down the supply chain to
produce supply chains that clients can have confidence in.

5.5 Risks to Framework Effectiveness

5.5.1 The following major risks to undermining framework effectiveness were identified by the
Working Group and critical commentators, during the investigation:-

55.1.1
551.2

5.5.1.3

5514

5.5.1.6

55.1.7
5.5.1.8
5.5.1.9

Framework agreements that are not driven by demonstrable business need;

Framework agreements that are not designed to effectively deliver the business
needs of potential clients;

6 Ndma n a g-d-chidework agreements that are merely used as short cuts to
market rather than a means of sustainable effective delivery;

Public sector clients engaging advisors/consultants who are not familiar with or
committed to collaborative partnering processes and who promote lowest cost
tendering. This potentially leads to tension between these consultants /advisors
and framework contractors;

Frameworks perceived as an opportunity to generate income, sovereignty and
job protective behaviours;

Frameworks perceived as a quick route to market (OJEU avoidance);
Less expert clients believing that lowest cost tendering will deliver best value;

Less expert clients not understanding that more complex schemes may benefit
from retaining some risk by the client.
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6. Conclusions

6.1 Discussion

6.1.1 Framework agreements remain a sensitive topic to framework owners, potential clients
and to suppliers. The approach to construction procurement, including through frameworks,
has varied between sectors and contracting authorities. The regulatory environment of the
particular construction sector and the business needs of the clients have been key drivers.
The reasons for variances have not always been apparent to potential users or suppliers.
Where the procurement processes are transparent potential users can derive more benefit.
Where the required outcomes of the procurement process are transparent, the potential
suppliers are more tolerant. Some framework owners have moved towards stronger control
mechanisms on the behaviour of client users.

6.1.2 Against this background, the Working Group found that effective framework
arrangements do exist in the public sector and these have already delivered substantial
benefits The Working Groupbs investigati
believe that they could not deliver their programmes of construction procurement without the
use of framework agreements. Client capacity and the costs of traditional procurement
arrangements themselves are prohibitive.

6.2 Recommendations

6.2.1 The Working Group Recommends that:-

6.2.1.1 The principles established in this report should be adopted and
implemented by the Government Construction Board;

6.2.1.2 The findings from this investigation should be made available to
framework owners/managers to highlight the potential risks to effective
framework agreements through poor practice;

6.2.1.3 Rather than look back to existing Frameworks, in order to categorise
these as Effective, Ineffective or Indifferent, the Government Construction
Board should look forward and agree that future framework agreements
should address the core principles and features of an Effective
Framework i as detailed in section 5.3 of this report;

6.2.1.4 That the Government Construction Board should put in place governance

on

to act as a O6clearing housed for proposed

their compliance with the agreed features of an Effective Framework. An
Accreditation Mark should be awarded to compliant frameworks;

6.2.1.5 The life of the Effectiveness of Frameworks Working Group should be
extended to develop an implementation plan and support the delivery of
future work in this area. A quick win for this plan could be the production
of a short how-to guide for construction frameworks.
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6. Conclusions (Cont)

6.3 Future Work

6.3.1 It is also proposed that the Effectiveness of Frameworks Working Group should be
charged with finding a way to investigate in more detail:-

6.3.1.1 Maintaining competitive tension - the impact of frameworks on contestability and
competitiveness of construction markets;

6.3.1.2 The impacts of frameworks on the business models of suppliers i especially
investigate how behavioural change can be driven beyond Tier One;

6.3.1.3 How a standard approach to the design, management and evaluation of
frameworks can be developed.
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Appendix 1: Framework Descriptions

Department for Education, Partnerships for School: Contractors Framework

The Partnerships for Schools (PfS) Contractors Framework was set up to allow
designated educational bodies such as local authorities and academy sponsors, in
England to procure Primary, Secondary and Special Schools based on a known
construction cost, that is derived from a fixed funding formula. The framework splits
England into North and South sectors with 12 design and build contractors in each
sector.

The OJEU compliant framework allows for the inclusion of local selection criteria in line
with the principles of the framework. The project call-off process is in two stages;
firstly, the Preliminary Invitation to Tender (PITT) comprising initial engagement and
short listing, and secondly, the full Invitation to Tender (ITT) and evaluation. The ITT
stage is a mini-competition between two design and build contractors based on the
most appropriate and best quality design for the given cost. As the funding for
projects is fixed, bidders could offer @dded valuebitems to make its bid more attractive
by demonstrating it would achieve better value for money. These items have recently
been reviewed by PfS, resulting in the funding calculation being revised downwards
and more contractor-led standard designs encouraged as per the James Review to
provide @ashablebdsavings which the framework contractors have supported.

The framework is managed by PfS with regular contractor forums in which issues are
raised and discussed. The designated educational body (usually, but not always, a
local authority) is the contracting party and responsible for the selection and delivery of
its scheme supported by PfS. The design and build contracts are standard and must
be used by the framework supplier. The designated educational body is responsible
for the involvement of any local stakeholders. Users of the framework have access to
the dJsers Guidebpublished by PfS, plus designated PfS personnel to provide support
to sponsors, project managers, and delivery teams to ensure they have the resources,
knowledge and skills to successfully deliver projects.

The PfS Contractors Framework not only has to deliver all projects within the agreed
cost, quality and programmed requirements, but also meet core performance KPIs at
framework level such as time predictability, client satisfaction and sustainability
measures (such as SME engagement, apprenticeships , waste and carbon
measures). A National Audit Office report looking at Building Schools for the Future
(BSF), included investigation of various procurement approaches including the
Contractors Framework (commonly called the Academies framework, stated a 9.5%
reduction in outturn costs under the framework when compared with single
procurements previously undertaken.
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Department of Health: ProCure21+

The ProCure21+ framework is for the development of capital schemes in the English
NHS (and associated partners). it can be used for major and small works,
refurbishments, business and estates planning, capital planning and clinical planning.
There is no lower or upper value threshold. Six Principal Supply Chain Partners
(PSCPs) have been appointed to the framework, each offering a single point of contact
for the NHS client. There are over 200 Primary Supply Chain Members and a
significant number of other suppliers registered in their supply-chains. Clients have the
ability to influence the supply-chain to incorporate local suppliers.

The Department of Health facilitates the implementation of the framework and
procurement process by provision of implementation advice and guidance, and free
training. Clients must agree to the ProCure21+ Client Charter as a condition of using
the framework. The charter outlines good project management practice and the key
responsibilities of managing a ProCure2l+ scheme. There is a standard PSCP
selection process that enables NHS Clients to comply with procurement regulations
and negate them having to complete an OJEU process themselves. Selections are
based upon local criteria in line with the principles of the framework and are based on
guality not cost. A selection process can be completed within as little as 3 weeks, but
on normally takes 4-6 weeks. This saves approximately 6-9 months in procurement
time and associated costs, whilst enabling the provision of health care services sooner
and revenue earlier. Early engagement of the supply-chain is encouraged to increase
quality of design, engage key stakeholders, ensure cost robustness, minimise risk and
increase certainty of delivery on time and budget. This engagement provides added
value to the scheme and enhances the quality of the overall product.

Clients and the PSCPs agree a contract (NEC Option C with activity schedule) for the
development and delivery of the works. They follow standard principles, processes
and contract templates to develop and deliver the scheme, all mandatory conditions of
using the framework. This consistency of approach ensures high quality delivery
across the framework. Clients and PSCPs agree a guaranteed maximum price which
is linked to a gain-share mechanism. PSCPs bear the cost burden of unauthorised
changes and costs.

The framework has a solid governance structure that involves suppliers and clients in
development of the framework. The Department of Health engages a Programme
Board with representation from NHS clients, PSCPs, the Cabinet Office and the
Department for Business Innovation and Skills, alongside representatives from the
Department of Health itself. The Department also hold a monthly Partnership Group
meeting with all PSCP Framework Leads in attendance. There are various working
groups there-on that engage supply-chain members. There is a named board level
contact for each of the PSCPs who is ultimately responsible for all activities of that
PSCP under the framework. Each PSCP has a named Framework Lead for day-to-day
management of PSCP activities. Individual NHS clients are responsible for the
development and delivery of their schemes under the framework. They are the key
signatories to the NEC3 scheme contract, as set out in template form by the
Department of Health.
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Department of Health: ProCure21+

Key performance information and cost analysis data is collected for all schemes and is
made available to all schemes and the Cabinet Office. Core performance measures
data include cost and time predictability and client satisfaction KPIs. Sustainability
measures include waste, carbon and BREEAM. Cost benchmarking reports and 180
live cost analysis examples have been produced and are made available to schemes
for planning and benchmarking purposes. The Department of Health is working with
the PSCPs to set benchmarks across a range of NHS construction categories, from
which challenging cost improvement targets will be set. This is in response to the
Government Construction Strategy and the requirement to reduce the costs of public
construction.
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Environment Agency: National Contractors Framework

The Environment Agencyo6s National C agpinsg) a | Pr
Commer ci al Team have responsibility for the
suppliers. There are four main construction related frameworks that have been

procured for the Environment Agency (EA) to use:

National Engineering and Environmental Consultancy Agreement 2 (NEECA2)
National Contractors Framework 2 (NCF2)

National Cost Management Framework (NCMF)

National Site Investigation Framework 3 (NSIF3)

These frameworks were established primarily for use by the EA, although flexibility for
use by other operating authorities does exist on some of them.

The NCF 2 framewor k wa s established t o del i
especially in meeting Government targets on the number of properties protected and

BAP habitats. The principle framework objectives include achieving value for money in

the construction process as a whole, continuously improving quality and providing

consistent performance to the highest national standards across all EA projects. The

framework seeks to maximise savings through: benefits gained from value engineering

on a project or delivering a project below budget; benefits gained from a changed

course of action that prevents the EA from spending money that would have achieved

the same outcome, and; efficiency savings.

The EA manages the framework and contracts directly with the suppliers as projects
are called off. Individual project appointments are largely made via mini-competitions.
There is a standard three-stage selection process that enables the EA to comply with
all relevant procurement legislation and enables early contractor involvement in
projects. Selections are based on project specific criteria and are made on quality and
cost criteria. The EA and contractors have adopted a partnering approach in the
application of the provisions of the NCF2 agreement and work collaboratively in the
delivery of all contracts called off under this agreement. Unless agreed otherwise by
the EA and the contractor all works contracts called off this agreement will be based on
options of the NEC Engineering and Construction Contract (ECC).

The NCF2 management and governance structure has three tiers: National Framework
Board; National Framework Management Group; and; Integrated project management
teams. Contractors work together with the EA to develop common management
systems and processes for the operation of the frameworks. This offers an approach
that can deliver consistency, assist in continuous improvement, and deliver aligned
objectives. The agreement is managed nationally on behalf of the EA by the
Commercial Manager in the ncpms. Respective contractors appoint a national
framework manager to manage the agreement on behalf of the contractor and to liaise
with the EA on a national basis. Board and management meetings may be jointly held
with members of the EAGs NEECA2 Framewor k an
performance under the agreements.
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Environment Agency: National Contractors Framework

The EA and contractors work together so that data can be produced in an agreed and
consistent format to monitor and assess framework performance. The KPIs collected
include cost predictability, time predictability, reuse of materials, and waste to landfill,
Accident Frequency Rate, pollution incidents, houses protected BAP habitat creation,
and efficiency savings.
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Ministry of Defence, Defence Infrastructure Organisation: Project SLAM

The Mo DO s Project SLAM (Single Living Acco
defence service project which aims to upgrade progressively the worst Single Living
Accommodation (SLA) to Grade 1 physical condition. The MoD places a high value on

its servicemen and women, and by delivering the SLAM living environment evidence is

provided of this commitment.

The SLAM contract was awarded to Debut in December 2002 and construction work
began in April 2003. The Functional Prime Contractor is Debut Services Ltd (Bovis
Lend Lease Ltd & Babcock Support Services), a consortium acting as Prime
Contractor responsible for the design, construction and initial 7 year maintenance of
the new or refurbished facilities. There are over 250 Project SLAM supply chain
members that are SMEs.

The SLAM Project Living Accommodation upgrade comprises modernisation, including
refurbishment and new build, of 19,000 bed spaces throughout the United Kingdom

from dormitory-style communal barracks to single room en-suite accommodation. An
Integrated Project Team (IPT) was established at the start of the project to ensure that

the delivery meets the requirements of the p
been co-located with Defence Infrastructure Organisation at the SLAM offices since

the beginning of the project and this has been vital to the success of the project as it

has fostered a one team approach. The IPT produced the strategies, plans,
procedures, and programmes needed to deliver the construction programme to the

agreed time, cost and quality requirements. The initial five-year programme was
completed on 17th December 2007, 9,000 bed spaces having been delivered, starting

wi t h t he Awor st firsto. | n JanuarSgAM2 008
commenced.

To ensure that quality is measurable and is consistent across the SLAM programme,

the IPT has developed a Design Excellence Evaluation Process (DEEP). The DEEP

was developed in conjunction with the Commission for Architecture in the Built
Environment (CABE) and Gover nment 6 s Bet t e mitiafve.bThe MoDBas i | di n
also created DREAM (Defence Related Environmental Assessment Methodology) as a

bespoke environmental assessment tool for new build and refurbishment projects.

It is the objective of SLAM to deliver all projects within agreed cost, quality and
programmed requirements. Continuous improvement efficiencies have progressively
increased year-on-year over the 9 year period of SLAM and the aggregate final price
payable on projects is 2.4% below target price. Whole life maintenance cost savings
are also being generated as a result of the quality of the buildings produced. The KPIs
that have been developed to ensure maintenance of quality and quantity of output,
whilst achieving cost savings, include bed space delivery, outturn costs, programme
achievement, customer feedback, health & safety, post project evaluation, and
construction defects.
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Ministry of Justice: New Build Alliance

The Ministry of Justice (MoJ) uses three Alliance Frameworks for the delivery of new-
build and refurbishment projects (above £150k) on the MoJ estate in England and
Wales. There is no upper value threshold. The Alliances are as follows:
e O0New b uirlctiod - awaydedsin September 2004 (maximum term of ten
years).
e ORef ur bi-sawanded tn6February 2005 (maximum term of seven
years).
e 0 Con s ul-awarded yn Blovember 2003 (maximum term of ten years).

There are eight suppliers appointed to the new-build Alliance, eight suppliers
appointed to the refurbishment Alliance (four of these are also on the new-build
Alliance) and fourteen principal suppliers appointed to the consultancy Alliance. There
are more than 200 suppliers registered in the supply-chains of the Alliance suppliers.
The MoJ has the ability to influence the supply-chain to incorporate local suppliers and
SMEs.

The MoJ manages the Alliance and contracts directly with the suppliers as projects are
called off. Individual project appointments are made via mini-competitions or by direct
appointment. There is a standard two-stage selection process that enables the MoJ to
comply with all relevant procurement legislation and enables early contractor
involvement in projects. Selections are based on project specific criteria in line with
the principles of the Alliance and are based on quality and cost criteria. A first stage
selection process (to identify the preferred supplier) can be completed within as little as
3 weeks, but normally takes 6 to 8 weeks (saving at least 6 to 9 months in comparison
with tendering each project via an OJEU process). Early engagement of the supply-
chain is encouraged by the two stage approach and the design-build basis of the
contractual arrangements. This serves to gain contractor and supply chain input into
design, ensure cost robustness and appropriate risk management strategies for all
projects. This increases the certainty of delivery on time and budget and the quality of
the overall product. The framework enables the department to react quickly to
emerging procurement requirements. It is estimated that risk has been mitigated by
over £2m over the frameworks operation.

The MoJ uses the PPC2000 standard form of Partnering Contract that has minimal
amendments. A standardised suite of processes and contract templates are used to
ensure consistency and ease of use by the project team. An Agreed Maximum Price
for each project is agreed between the Alliance Supplier and the MoJ. Key
performance information and cost analysis data is collected for all schemes and is
made available to all schemes and the Cabinet Office.
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Ministry of Justice: New Build Alliance

The Alliance has a solid governance struct
comprising representatives from the MoJ and the Alliance suppliers. Information on

the delivery pipeline and updates on the MoJ ways of working, challenges, initiatives
etcare di scussed as part of 0Strategic Core Gr
management is undertaken by the Property Procurement Unit in consultation with the

Project Delivery Unit (PDU), while day-to-day supplier management at a project level is

generally undertaken by project sponsors from PDU who are allocated projects to

manage on behalf of the MoJ. Each Alliance supplier has a named Lead for day-to-

day management of activities. A 6Core Grou
MoJ and the Alliance suppliers deal with any issues that may arise on projects as part

of a defined structured hierarchy for project governance applicable to each project.

The major benefits of operating the Alliance Framework include reduced procurement
costs estimated at £10m, reduced burden on industry tendering of around £30m and
procurement risk mitigation (as stated above) of about £2m. This suggests a total
framework operation cost saving in the order of £42m to industry and the department.
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