BIS Response to the Davis Langdon report: ‘Review of BERR/BIS Construction Price and Cost Indices’ dated February 2010.
The Department for Business, Innovation and Skill (BIS) welcomes the general conclusion that the indices continue to be valuable, functional and useful and the recommendation that they should continue to be publicly funded

BIS acknowledges the findings of previous international studies on methodologies for measuring construction price trends which endorsed the UK approach, which measures prices from contracts rather than using other measures as a proxy. However, BIS also acknowledges the sampling limitations that had built up in the data collection processes at the time the report was carried out.

BIS also broadly welcomes the suggestions for improvements. Some of these have already been addressed by BCIS, who have drafted a progress report covering work undertaken to date. A development plan has been drawn up by BCIS outlining future work to improve the indices. Other recommendations are either considered not feasible for a variety of reasons or inappropriate because the coverage of the indices funded by BIS has changed since the Davis Langdon review
. 
Our detailed response to each of the recommendations is set out below.

1 Improve the data collection of TPIs

· Source cost information from non-traditional procurement routes: This is being addressed, and the BCIS development plan and progress report detail work carried out so far and future plans.

· Rather than relying on BoQs, it might be possible to audit a sample of public sector projects for cost information: This is not feasible at the current time as it would require a Government mandate to ensure compliance.

· Data gathering may need to be re-focused from the public client to the QS involved in bid preparation: This is addressed in the BCIS development plan.

· SAP type systems could be used to monitor projects in real time: SAP requires contractors to enter information online to obtain energy efficiency ratings and is enforced under the Building Regulations. This recommendation is not considered feasible as it would require a similar Government mandate to ensure compliance and would involve considerable setup costs, either to adapt the existing SAP system or to build a parallel one.

· An elemental approach via cost capture is being proposed as an alternative methodology by the Highways Agency - their framework contracts include base costs: An exercise, based on the Highways Agencies ‘Sample Projects’ framework contracts, is underway and is detailed in the BCIS development plan.

2 Statistical techniques could be used for data analysis

· Reliability could be checked using standard deviation or standard error of estimate : BCIS have revised their methodology document with three “Notes and definitions” documents, which are intended to aid users in assessing the reliability and accuracy of the indices. Sample sizes are published in the Excel documents accompanying the release. 
· Provide a range estimate: We have not identified a current need among users for range estimates in addition to sampling error estimates, but will continue to consider it as part of our ongoing user consultation.

· Econometric approaches could be utilised (TS ARIMA, multiple regression): BCIS already produce forecasts for PUBSEC using two regression models, an opinion survey and market intelligence. Scope for further use of regression analyses is kept under review.
· Hedonic regression techniques could be considered to estimate M&E items: We considered hedonic regression but found that the necessary information is not available in tender documents. We have no current plans to extend the data collection to allow hedonic regression to be applied.

3 Sample size and coordination of efforts

BCIS should focus their efforts and resources on collecting private sector project information, thereby increasing the size of the sample of private sector projects: This recommendation is not appropriate to the public sector indices collected by BCIS for BIS. The issue as it affects OPIs is addressed in the BCIS progress report.

4 Rationalisation of duplicate indices and either discontinuing or re-estimating outdated PAFI models

The indices addressed by this recommendation are no longer produced as part of the contract that BIS has with BCIS, and the recommendation is therefore no longer appropriate.

5 Re-establish the PCI Working Group
This recommendation was accepted by BIS and BCIS. BCIS are canvassing members of a number of extant working groups, including ERG and IUK, to establish the composition of the PCI working group. 
� The responsibility for the Price Adjustment Formulae Indices and the Measured Term Contract Updating percentages, which are covered in the Review, was passed to the Building Cost information Service of the RICS before the report was completed and they are no longer funded by BIS.








