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Construction Economics

Construction economics is the study of how resources are allocated, costs are managed, and value is
created within the built environment. For a student of civil engineering quantity surveying, mastering the
terminology is essential because each term carries specific implications for project budgeting, risk
assessment, and contractual negotiations. The following exposition presents the key vocabulary, definitions,
practical examples, and common challenges associated with each concept. The material is organized
alphabetically to aid quick reference and to serve as a ready‑to‑use glossary for coursework and
professional practice in the United Kingdom.

Accrual basis accounting – a method of recording financial transactions when they are earned or incurred,
rather than when cash changes hands. In construction projects, this means recognising revenue when work
is completed and expenses when materials are delivered, even if payment is delayed. For example, a
contractor may record a £500,000 revenue entry for a completed structural phase in the month it is certified,
despite receiving the payment three months later. A challenge is ensuring that all provisional sums and
variation orders are correctly reflected in the accounts, which requires diligent monitoring of site
instructions and change orders.

Adjustment clause – a provision in a contract that allows the contract price to be altered in response to
specific events such as inflation, changes in statutory rates, or variations in material costs. The clause
typically defines the index or formula to be applied. In the UK, the Construction (Design and Management)
Regulations often trigger adjustments for health and safety compliance costs. Practically, a quantity
surveyor must calculate the impact of the adjustment and present a revised cost estimate to the client. A
common difficulty is interpreting the contractual language to determine whether an event qualifies for a
price adjustment.

Agency – an organization that represents public or private interests in the procurement and delivery of
construction projects. In the UK, examples include the National Infrastructure Commission and local
authorities. Agencies set procurement policies, define project scopes, and oversee compliance with
legislation such as the Public Contracts Regulations 2015. Quantity surveyors may interact with agencies
when preparing tender documentation or responding to bid inquiries. The main challenge is navigating
agency-specific procurement procedures, which can differ significantly between public and private sectors.

Allowance – a fixed sum allocated in a bill of quantities for a work item that has not yet been fully designed
or for which detailed specifications are unavailable. Allowances are used to accommodate uncertainties and
are later adjusted when actual costs are known. For instance, an allowance of £50,000 may be set for
“landscape works” in the early stages of a development. When the landscape contractor submits a final
invoice of £55,000, the quantity surveyor reconciles the difference, either absorbing it into the project
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budget or seeking a variation. The difficulty lies in appropriately estimating allowances to avoid large
overruns or excessive contingency.

Amortisation – the systematic allocation of the cost of an intangible asset over its useful life. In construction
economics, amortisation commonly applies to the depreciation of capital equipment such as plant and
machinery. If a crane costs £2 million and has a useful life of 10 years, the annual amortisation charge would
be £200,000. This figure is included in the overheads of the contractor’s cost model. A challenge is aligning
amortisation schedules with the project’s cash flow, especially when equipment is sold or leased before the
end of its depreciation period.

Annualisation rate – the factor used to convert a monthly or quarterly cost into an annual figure, facilitating
comparison across projects. For example, a monthly overhead of £30,000 translates to an annualisation rate
of £360,000. Quantity surveyors apply this rate when preparing cost plans that span multiple years, such as
long‑term infrastructure programmes. The main issue is ensuring that seasonal variations in labour or
material costs are reflected accurately when annualising short‑term data.

Apportionment – the method of distributing shared costs among different cost centres or projects. Shared
costs may include site office expenses, utilities, or management salaries. Apportionment can be based on
floor area, labour hours, or another logical driver. For instance, if the total site office cost is £120,000 and
the office serves three projects with floor areas of 5,000 m², 3,000 m², and 2,000 m², the apportionment by
area would allocate £60,000, £36,000, and £24,000 respectively. A challenge is selecting an equitable basis
that satisfies stakeholders and complies with accounting standards.

Appendix – supplementary material attached to a contract or tender document that provides additional
detail, such as technical specifications, drawings, or schedules. Appendices are often referenced in the main
contract clauses to avoid cluttering the primary text. For example, Appendix A may contain the detailed bill
of quantities, while Appendix B lists the health and safety plan. Quantity surveyors must cross‑check the
content of appendices to ensure consistency with the contractual obligations. Errors in appendices can lead
to disputes over scope and payment.

Arbitration – a form of alternative dispute resolution where an independent arbitrator renders a binding
decision on a contractual dispute. In construction, arbitration is preferred for its speed and confidentiality
compared with litigation. The arbitrator’s award may address issues such as delay damages, non‑payment,
or defective work. A practical application is when a contractor and client cannot agree on a variation claim;
they may refer the matter to arbitration under the provisions of the FIDIC contract. The challenge is
preparing a robust case file, as the arbitrator’s decision is final and difficult to overturn.

As‑built – drawings or documentation that reflect the final state of a building after construction is
completed, incorporating all changes made during the project. As‑built documents are essential for facility
management, future renovations, and compliance verification. Quantity surveyors may be asked to verify
that the as‑built measurements align with the original bill of quantities for final settlement. A common
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difficulty is reconciling discrepancies between design intent and actual construction, which can affect the
final account.

Asset life cycle – the sequence of stages that a built asset passes through, from planning and design
through construction, operation, maintenance, and eventual disposal or renewal. Understanding the asset
life cycle enables better cost forecasting, particularly for long‑term infrastructure such as highways or
bridges. For example, the life‑cycle cost of a bridge includes initial construction, periodic resurfacing, and
eventual replacement. The challenge for quantity surveyors is integrating life‑cycle cost analysis (LCCA) with
the client’s budgeting framework, especially when short‑term budget constraints dominate
decision‑making.

Back‑charge – a deduction from a contractor’s payment to recover costs incurred by the client due to the
contractor’s failure to perform, such as re‑work or delays. Back‑charges are usually documented in a formal
notice and must be supported by evidence of the incurred cost. If a subcontractor fails to install fire‑stop
systems correctly, the main contractor may back‑charge the subcontractor for the remedial works. A
challenge is ensuring that back‑charges are proportionate and comply with contractual provisions to avoid
counter‑claims.

Benchmarking – the process of comparing a project's cost performance against industry standards or similar
projects to identify areas for improvement. Benchmarking may involve analysing cost per square metre,
labour productivity rates, or procurement efficiency. For instance, a quantity surveyor may benchmark the
cost of a new office building against the RICS Cost Planning Guide to assess whether the project is on
target. The difficulty lies in accessing reliable benchmark data and adjusting for differences in scope,
location, and market conditions.

Bid – a formal offer submitted by a contractor in response to a tender invitation, detailing the price and
terms under which they will execute the work. Bids must comply with the tender documents, including any
required forms, schedules, and supporting calculations. In the UK, the Joint Contracts Tribunal (JCT) provides
standard bid forms for many project types. A practical issue is accurately pricing the bid to be competitive
while protecting the contractor’s margin, particularly when uncertainties are high.

Bill of quantities (BQ) – a detailed document that lists all the work items, measured quantities, and
associated rates required to construct a project. The BQ serves as the basis for pricing, cost control, and
measurement of work. It is usually prepared by a chartered quantity surveyor following the RICS New Rules
of Measurement. For example, a BQ may contain a line item “500 m³ of reinforced concrete, C30/37” with an
associated rate. Challenges include ensuring the BQ is comprehensive, avoiding omissions that could lead
to costly variations later.

Block schedule – a time‑phased plan that groups project activities into blocks or stages, often used for
cash‑flow forecasting and resource allocation. Block schedules may be aligned with milestones such as
“foundation completion” or “roofing erection.” Quantity surveyors use block schedules to predict when
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costs will be incurred and to monitor cash‑flow against the funding profile. A challenge is maintaining the
schedule’s accuracy when variations or unforeseen events disrupt the planned sequence.

Bond – a financial guarantee provided by a surety company to ensure the performance of a contractor’s
obligations, such as the completion of work or payment of subcontractors. Common types include
performance bonds, payment bonds, and maintenance bonds. In the UK, the Construction Industry Scheme
(CIS) may require contractors to provide bonds for certain public works. The practical implication is that the
client can claim on the bond if the contractor defaults, but the contractor must factor bond premiums into
their tender price. Managing bond requirements can be administratively intensive.

Breakdown structure – a hierarchical decomposition of a project’s scope into smaller, manageable
components, such as the Work Breakdown Structure (WBS) or Cost Breakdown Structure (CBS). The WBS
defines the deliverables, while the CBS aligns costs with each work package. For example, a WBS level for
“structural works” may be broken down into “foundation,” “columns,” and “beams.” Quantity surveyors use
the breakdown structure to allocate costs, monitor progress, and prepare interim valuations. A difficulty is
ensuring that the breakdown aligns with both design documentation and contractual divisions.

Budget – the financial plan that outlines the expected costs, revenues, and cash flow for a project over its
duration. Budgets are established during the feasibility stage and are refined as design development
progresses. In construction economics, budgets are often expressed as a total construction cost, a
contingency allowance, and a profit margin. For example, a £10 million budget may include a £500,000
contingency and a £1 million profit. Maintaining the budget requires continuous cost monitoring and
proactive risk management.

Building information modelling (BIM) – a digital representation of the physical and functional characteristics
of a building, used for collaboration, design coordination, and cost estimation. BIM Level 2 is the current UK
standard for public sector projects, requiring the exchange of information in a common data environment.
Quantity surveyors extract quantities directly from BIM models, improving accuracy and reducing the need
for manual take‑offs. However, challenges include ensuring data integrity, managing model updates, and
integrating BIM with existing cost management systems.

Business case – a documented justification for a project, outlining the expected benefits, costs, risks, and
strategic alignment. The business case includes a cost‑benefit analysis (CBA) and may present several
options for delivering the desired outcome. In the UK, the HM Treasury Green Book provides guidance on
preparing robust business cases for public investment. Quantity surveyors contribute by providing detailed
cost estimates and sensitivity analyses. A common challenge is quantifying intangible benefits, such as
social impact or environmental improvement.

Capital cost – the total expenditure required to acquire, construct, or upgrade a fixed asset, including all
associated fees, taxes, and contingency. Capital costs are recorded on the balance sheet and depreciated
over the asset’s useful life. For a new school building, capital costs may comprise design fees, construction
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works, site acquisition, and statutory approvals. The difficulty is distinguishing between capital and
operational costs, especially when services such as maintenance are bundled together.

Cash flow – the movement of money into and out of a project over time, reflecting receipts, payments, and
financing activities. Positive cash flow indicates sufficient liquidity to meet obligations, while negative cash
flow can signal funding shortfalls. Quantity surveyors develop cash‑flow forecasts to align with the client’s
funding schedule and to identify periods of peak expenditure. For example, a cash‑flow model may show a
large outflow during the structural phase, followed by a gradual decline. Managing cash flow is challenging
when variations, delays, or change orders alter the timing of payments.

Change order – a formal document that records an amendment to the original scope of work, usually
involving adjustments to the contract price and schedule. Change orders arise from client requests, design
revisions, or unforeseen site conditions. They must be approved by the contract administrator before work
proceeds. For instance, a change order to increase the height of a tower by 2 m may add £200,000 to the
contract price and extend the completion date by three weeks. The main challenge is documenting the
change accurately and negotiating fair compensation.

Chief Inspector of Works (CIW) – a senior professional appointed by the client to oversee the quality, safety,
and compliance of construction works. The CIW may conduct inspections, review progress reports, and
certify completion. In the UK, the CIW role is often fulfilled by a chartered surveyor or an architect. Quantity
surveyors interact with the CIW when presenting interim valuations or responding to non‑conformity
notices. The difficulty lies in coordinating inspection schedules to avoid delays in certification and payment.

Client – the party that commissions the construction project, provides the funding, and ultimately receives
the completed asset. The client may be a public authority, a private developer, or a corporate entity.
Understanding the client’s objectives, risk appetite, and procurement preferences is crucial for tailoring the
cost strategy. For example, a client focused on sustainability may require life‑cycle cost analysis as part of
the tender. A challenge is aligning the contractor’s commercial interests with the client’s strategic goals,
especially when budgets are constrained.

Co‑ordination – the process of synchronising the activities of multiple parties, such as architects, engineers,
contractors, and suppliers, to ensure that the project progresses smoothly. Effective co‑ordination reduces
the likelihood of clashes, re‑work, and schedule disruptions. Tools such as BIM clash detection and regular
coordination meetings support this activity. Quantity surveyors play a role by co‑ordinating cost
information across disciplines, ensuring that cost implications of design changes are communicated
promptly. A common obstacle is information overload and the need to maintain a clear chain of
communication.

Compensation event – an occurrence defined in a contract that entitles the contractor to additional time or
money, typically arising from events beyond the contractor’s control. Under NEC contracts, compensation
events may include late provision of information, client‑initiated changes, or adverse weather. The
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contractor must submit a notification and a revised programme to claim the entitlement. For example, a
sudden change in ground conditions may trigger a compensation event for additional excavation costs. The
challenge is accurately quantifying the impact and adhering to the contractual notification deadlines.

Completion – the stage at which the contractor has fulfilled all contractual obligations, and the client can
take possession of the asset. Completion is usually certified by the contract administrator, who issues a
Completion Certificate. The date of completion is critical for determining the start of the defects liability
period and for calculating liquidated damages if the project is late. A practical issue is ensuring that all
punch‑list items are resolved before certification, as unresolved defects can lead to withholding of final
payment.

Contingency – an allowance set aside in the budget to cover unforeseeable risks, uncertainties, or variations
that may arise during construction. Contingency is distinct from risk reserves, which are allocated for
identified risks with quantified probabilities. A typical contingency for a new build may be 5 % of the
estimated construction cost. Managing contingency involves balancing the need for financial protection
against the desire to minimise project cost. The difficulty lies in justifying the level of contingency to the
client, especially when cost pressures are high.

Cost benefit analysis (CBA) – a systematic approach for evaluating the economic merits of a project by
comparing the total expected costs with the anticipated benefits, usually expressed in monetary terms. CBA
incorporates both direct and indirect effects, such as travel time savings, environmental impact, and revenue
generation. In the UK, public sector projects often require a CBA to satisfy the Treasury’s Green Book criteria.
Quantity surveyors contribute by estimating the construction cost and providing sensitivity analysis. A
challenge is assigning monetary values to intangible benefits, which may involve assumptions that affect the
reliability of the analysis.

Cost control – the process of monitoring and managing project expenditures to ensure they remain within
the approved budget. Cost control activities include variance analysis, forecasting, and implementing
corrective actions. For example, a cost controller may identify a £100,000 overrun in mechanical works and
recommend value engineering to reduce scope. Effective cost control requires timely and accurate cost
data, often facilitated by integrated project management software. A common difficulty is dealing with
delayed or incomplete cost information from subcontractors.

Cost estimate – a quantified projection of the expected cost of constructing a project, based on the
available design information, market rates, and historical data. Estimates may be preliminary (conceptual),
detailed (design), or definitive (final). A preliminary estimate may use unit rates per square metre, while a
detailed estimate relies on a complete bill of quantities. The accuracy of an estimate improves as design
development progresses. A challenge is managing the uncertainty inherent in early‑stage estimates, which
can lead to significant deviations from the final cost.

Cost management plan – a document that outlines the procedures, tools, and responsibilities for managing
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project costs throughout the lifecycle. The plan typically includes cost estimating methods, budgeting
processes, reporting formats, and variance thresholds. It also defines how changes will be handled and how
cost performance will be measured. For a large infrastructure scheme, the cost management plan may
stipulate monthly cost reports, a 10 % variance trigger for re‑forecasting, and the use of Earned Value
Management (EVM). Implementing the plan requires disciplined data collection and stakeholder buy‑in.

Cost of capital – the rate of return required by investors to provide financing for a project, reflecting the risk
profile of the investment. In construction economics, the cost of capital influences the discount rate used in
net present value (NPV) calculations. For example, a public authority may apply a 4 % cost of capital when
evaluating a new highway. A higher cost of capital reduces the present value of future cash inflows,
potentially affecting the project’s viability. Determining an appropriate cost of capital can be complex,
especially for joint ventures with multiple equity partners.

Cost overruns – the amount by which actual project costs exceed the original budget or estimate. Overruns
may result from inaccurate estimating, design changes, inflation, or unforeseen site conditions. For instance,
a project estimated at £20 million may experience a £2 million overrun due to rising steel prices. Analysing
overruns involves identifying the root causes, quantifying their impact, and implementing mitigation
measures. A persistent challenge is preventing overruns from escalating into disputes, particularly when
contractual provisions for variations are ambiguous.

Cost planning – the systematic approach to forecasting, budgeting, and controlling costs from the initial
concept through to completion. Cost planning integrates cost estimating, benchmarking, and risk analysis
to develop a realistic budget. In the UK, the RICS Cost Planning Standard provides guidance on the stages
of cost planning, including feasibility, outline, and detailed cost plans. Quantity surveyors use cost planning
to advise clients on the affordability of design options and to set realistic expectations. A difficulty is
maintaining alignment between cost plans and evolving design information.

Cost recovery – the process of recouping expenditures incurred during a project, typically through billing,
invoicing, or reimbursement mechanisms. In construction contracts, cost recovery may involve the
submission of interim payment applications based on measured work. For example, a contractor may
recover the cost of temporary works by submitting a separate cost recovery claim. Ensuring timely cost
recovery is essential for cash‑flow management. The challenge lies in complying with contract procedures
and providing sufficient documentation to support the claim.

Cost risk – the potential for cost variation arising from uncertain events, such as price fluctuations, labour
shortages, or regulatory changes. Cost risk is quantified using techniques like Monte Carlo simulation,
sensitivity analysis, or risk registers. Managing cost risk involves identifying, assessing, and allocating risk
through contractual mechanisms (e.G., Risk‑share clauses). For instance, a contractor may agree to bear the
risk of material price escalation up to a specified cap. A common issue is achieving an equitable risk
allocation that does not unduly burden either party.
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Credit rating – an assessment of a party’s creditworthiness, reflecting its ability to meet financial obligations.
In construction, contractors’ credit ratings influence their ability to secure bonds, obtain financing, and win
contracts. Agencies such as Moody’s or Standard & Poor’s assign ratings based on financial statements and
market performance. A contractor with a high credit rating may negotiate more favourable payment terms.
Maintaining a strong credit rating requires diligent financial management and timely settlement of debts.

Critical path – the sequence of activities that determines the shortest possible project duration; any delay on
the critical path directly extends the overall schedule. Identifying the critical path is a core function of
project scheduling, often performed using the Critical Path Method (CPM). For a building project, the critical
path may include site mobilisation, foundation works, structural framing, and roof installation. Quantity
surveyors monitor the critical path to anticipate cost implications of schedule changes. A challenge is that
the critical path can shift as variations and re‑sequencing occur, requiring continual re‑analysis.

Critical path method (CPM) – a scheduling technique that calculates the earliest and latest start and finish
dates for each activity, identifying the critical path and float for non‑critical activities. CPM supports
cash‑flow forecasting by linking activity durations with cost data. For example, a CPM schedule may show
that the concrete pour must start on day 30 to avoid delaying the façade installation. Implementing CPM
effectively demands accurate activity durations and logical dependencies. Inaccurate data can lead to
misleading float calculations and poor decision‑making.

Current price – the market price of a material, labour rate, or unit of work at a specific point in time. Current
prices are used for updating cost estimates, tendering, and interim valuations. Price indices such as the BCIS
(Building Cost Information Service) provide current price data for a wide range of construction items. A
quantity surveyor may adjust a historical cost by applying a current price index to reflect inflation. The
difficulty is ensuring that the selected price data matches the geographical location and specification of the
project.

Daily rate – a labour cost expressed as a charge per day, commonly used for specialist trades, plant
operators, or site supervisors. Daily rates simplify budgeting for short‑term engagements or when detailed
hourly rates are unavailable. For instance, a site manager may be quoted at £450 per day. Converting daily
rates to weekly or monthly totals requires accounting for working days and holidays. A challenge is verifying
that the daily rate includes all required overheads, such as insurance and pension contributions.

Deferred cost – an expense that is incurred in one accounting period but is recognised in a later period,
often due to the timing of revenue recognition. In construction, deferred costs may arise from
pre‑construction activities such as design work or procurement that are capitalised until the project reaches
a certain stage. For example, a feasibility study costing £100,000 may be deferred until the project obtains
funding approval. Managing deferred costs requires careful tracking to ensure they are allocated to the
correct cost centre.

Defect – any part of the work that fails to meet the contractual specifications, drawings, or standards.
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Defects are identified during inspections, handover, or the defects liability period. The contractor is usually
obligated to rectify defects at no additional cost. For instance, a misaligned door frame constitutes a defect
that must be corrected before the final completion certificate is issued. The challenge is documenting
defects clearly and ensuring timely remediation to avoid disputes.

Design‑build – a procurement method where a single entity (the design‑builder) is responsible for both the
design and construction of a project. This approach promotes integration, reduces the number of
contractual parties, and can accelerate delivery. In the UK, the Design‑Build Contract (DBC) is a common
form. Quantity surveyors involved in design‑build projects must manage cost risk across both design and
construction phases, often using target cost contracts. A difficulty is balancing the client’s desire for cost
certainty with the design‑builder’s need for flexibility.

Design development – the stage of the project where the schematic design is refined into detailed
drawings, specifications, and schedules, providing sufficient information for cost estimating and tendering.
Design development typically includes structural calculations, material selections, and coordination of
services. Accurate cost estimates rely on the completeness of design development. A practical issue is that
changes during design development can trigger variation claims, affecting the project budget.

Design risk – the risk that design errors, omissions, or ambiguities will lead to cost overruns, delays, or
re‑work. Design risk can be mitigated through thorough peer review, clash detection, and adherence to
design standards. For example, an overlooked structural load may require costly reinforcement after
construction has started. Quantity surveyors assess design risk by reviewing design documents and
estimating contingency for potential design‑related variations. The challenge is quantifying design risk in
monetary terms for inclusion in the risk register.

Disbursement – the payment made by a client to a contractor or subcontractor for work completed, usually
based on an interim valuation. Disbursements are recorded in the contractor’s cash‑flow statements and
affect the project’s financial health. A typical disbursement schedule may involve monthly payments tied to
measured progress. Ensuring timely disbursement requires accurate measurement, compliance with
contractual documentation, and prompt submission of payment applications. Delays in disbursement can
lead to cash‑flow strain and potential disputes.

Discount rate – the rate used to convert future cash flows into present values, reflecting the time value of
money and risk. In construction economics, discount rates are applied in NPV analysis, life‑cycle costing,
and investment appraisal. The UK Treasury’s recommended discount rate for public projects is currently
3.5 % For the first 30 years, falling to 2.5 % Thereafter. Selecting an appropriate discount rate influences the
perceived profitability of a project. A challenge is justifying the chosen rate to stakeholders, especially when
market conditions fluctuate.

Distress – a situation in which a contractor is unable to meet its financial obligations due to cash‑flow
problems, leading to potential insolvency. Distress can arise from cost overruns, delayed payments, or poor
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risk management. Early warning signs include overdue supplier invoices, reduced cash reserves, and
frequent change order requests. Quantity surveyors can help mitigate distress by implementing robust cost
control, monitoring cash‑flow forecasts, and negotiating fair payment terms. The difficulty lies in detecting
distress early enough to implement corrective measures.

Divisible contract – a contract that can be broken down into separate, independently executable portions,
often used for large‑scale projects where work is divided among multiple contractors. For example, a
highway project may be split into several sections, each awarded under a separate divisible contract. This
approach allows for specialised contractors to focus on specific works but requires careful coordination to
ensure seamless integration. Managing interfaces between divisible contracts can be challenging,
particularly when variations affect multiple sections.

Double‑check – a verification process where two independent parties review the same calculation,
measurement, or document to ensure accuracy. Double‑checking is a common quality control practice in
cost estimating and measurement. For instance, a quantity surveyor may double‑check the quantity of
brickwork extracted from the BIM model against the manual take‑off. The benefit is reducing errors that
could lead to financial loss. The challenge is allocating sufficient time and resources for double‑checking
without causing project delays.

Durability – the ability of a building or structure to withstand wear, weather, and ageing while maintaining
its intended performance. Durability considerations affect material selection, specification, and maintenance
planning. For example, using high‑performance concrete can improve the durability of a marine structure
exposed to saltwater. Quantity surveyors incorporate durability requirements into cost estimates by
accounting for higher specification grades or longer maintenance intervals. Balancing durability with budget
constraints is often a key challenge.

Earned value management (EVM) – a performance measurement technique that integrates scope, schedule,
and cost data to assess project progress. EVM calculates metrics such as Planned Value (PV), Earned Value
(EV), and Actual Cost (AC) to derive cost performance index (CPI) and schedule performance index (SPI). For
a construction project, EVM may reveal that a CPI of 0.95 Indicates cost overruns, while an SPI of 1.10
Suggests the project is ahead of schedule. Implementing EVM requires reliable data collection and a
disciplined reporting framework. A common difficulty is achieving data consistency across multiple
contractors.

Economic feasibility – an assessment of whether a project is financially viable, considering costs, revenues,
and broader economic impacts. Feasibility studies may include cost‑benefit analysis, market analysis, and
risk assessment. In the UK, large infrastructure projects such as rail extensions undergo rigorous economic
feasibility testing to secure government funding. Quantity surveyors contribute by providing accurate
construction cost estimates and sensitivity analyses. The challenge is ensuring that feasibility assumptions
are realistic and that uncertainties are adequately addressed.
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Economic order quantity (EOQ) – a formula used to determine the optimal order size that minimises total
inventory costs, balancing ordering costs against holding costs. Although more common in manufacturing,
EOQ concepts can be applied to construction procurement of consumables such as cement or steel. For
example, ordering cement in batches of 10 tonnes may reduce holding costs while still meeting site
demand. Applying EOQ requires reliable demand forecasts and knowledge of supplier lead times. A
difficulty is that construction projects often have variable consumption rates, making EOQ calculations less
straightforward.

Economic value added (EVA) – a performance metric that measures the value created over the required
return on investment, calculated as net operating profit minus a charge for the cost of capital. In
construction, EVA can be used to evaluate the profitability of a development project. For instance, a project
generating £2 million in operating profit with a cost of capital of £500,000 would have an EVA of
£1.5 Million. While EVA provides insight into value creation, it requires accurate cost of capital estimation
and reliable profit data, which can be challenging in complex projects.

Effective date – the date on which a contract or amendment becomes legally binding. The effective date
may differ from the signing date, particularly when conditions precedent must be satisfied before the
contract takes effect. For example, a construction contract may become effective on the date the client
receives planning permission. Understanding the effective date is crucial for determining the start of the
contractual obligations, such as commencement of works and the commencement of liquidated damages.
Misinterpretation can lead to disputes about entitlement to extensions or penalties.

Effort estimate – an estimate of the amount of labour time required to complete a specific task or activity,
often expressed in person‑hours or person‑days. Effort estimates are used in project planning, resource
allocation, and cost estimation. For a façade installation, a quantity surveyor may estimate 800 person‑hours
of skilled labour. The accuracy of effort estimates depends on the quality of the design information and the
experience of the estimator. A challenge is accounting for learning curves and productivity variations across
different crews.

Embedded cost – a cost that is built into the price of a component, service, or system, often not visible as a
separate line item. For example, the cost of a fire‑protection system may be embedded within the overall
building envelope price. Identifying embedded costs is important for accurate cost breakdowns and for
negotiating contracts. Quantity surveyors may need to de‑compose embedded costs to assess the true cost
of individual elements. The difficulty lies in obtaining sufficient detail from suppliers to separate embedded
components.

Engineering change order (ECO) – a formal document issued by the engineering team to modify the design,
specifications, or technical parameters of a project. ECOs are common in complex projects where design
changes must be tracked and approved before implementation. For instance, an ECO may alter the load
capacity of a steel beam, requiring a redesign and associated cost adjustments. Quantity surveyors evaluate
the cost impact of ECOs and incorporate them into the variation claim process. Managing ECOs can be
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challenging when multiple disciplines are involved, leading to coordination overhead.

Enabling works – preparatory activities required to facilitate the main construction works, such as site
clearance, demolition, temporary services, and access roads. Enabling works are typically undertaken early in
the project schedule and may be funded separately from the main construction contract. For a
redevelopment site, enabling works might include removing existing structures and establishing a
temporary site office. Accurate costing of enabling works is essential to avoid under‑budgeting, as they can
constitute a significant proportion of total project cost. A challenge is forecasting the duration and cost of
unforeseen site conditions.

Entitlement – a right granted to a party under a contract, such as the right to claim additional time, money,
or compensation in certain circumstances. Entitlements are defined by contract clauses, such as extensions
of time for weather‑related delays or compensation events for client‑initiated changes. Understanding
entitlements is vital for both contractors and clients to manage expectations and to avoid disputes. A
common difficulty is interpreting contract language to determine whether a particular event triggers an
entitlement.

Equivalence ratio – a factor used to compare the cost of different construction solutions that achieve the
same functional outcome, facilitating value engineering decisions. For example, a steel frame may be
compared to a timber frame using an equivalence ratio that accounts for material costs, labour productivity,
and service life. Quantity surveyors calculate equivalence ratios to present alternative options to the client,
highlighting potential savings or performance benefits. The challenge is ensuring that the comparison is
based on consistent assumptions and that non‑cost factors, such as sustainability, are also considered.

Escalation clause – a contractual provision that allows for price adjustments in response to changes in
market conditions, such as inflation or commodity price movements. Escalation clauses are often linked to a
recognized index, like the BCIS Construction Price Index. For example, a contract may include an escalation
clause that adjusts the price of concrete by 2 % per annum. The clause protects both parties from
unexpected cost changes but requires careful monitoring of index movements. A difficulty is negotiating
the appropriate index and ensuring that the escalation mechanism is transparent.

Estimate at Completion (EAC) – a forecast of the total cost of a project at the point of completion, based on
current performance data and any anticipated changes. EAC is commonly used in Earned Value
Management to assess cost performance. It is calculated by adding the actual cost incurred to date to the
estimated cost to complete. For instance, if a project has incurred £5 million and the forecasted cost to
complete is £3 million, the EAC would be £8 million. Accurate EAC calculations depend on reliable progress
measurements and realistic assumptions about future performance.

Estimated cost – a projected cost derived from limited design information, often used in the early phases of
project development to assess feasibility. Estimated costs are less precise than detailed estimates and
typically have a wider range of accuracy. For example, an estimated cost for a residential development may
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be expressed as £150,000 ± 20 %. Quantity surveyors communicate the level of uncertainty associated with
estimated costs to inform decision‑making. The challenge is managing client expectations when the
estimate is later refined, potentially revealing a higher final cost.

Evaluation criteria – the set of factors used by a client to assess and select a tender, often including price,
technical capability, sustainability, and delivery schedule. In the UK public sector, evaluation criteria must be
transparent and non‑discriminatory, complying with procurement regulations. For a construction contract,
the evaluation criteria may allocate 70 % weight to price and 30 % to quality and environmental
performance. Quantity surveyors must understand the criteria to tailor their bids accordingly. A challenge is
balancing competitiveness on price with the need to demonstrate technical competence.

Examination of accounts – a formal review of a contractor’s financial statements, typically conducted by a
client or a third‑party auditor to verify the accuracy of cost claims and to assess financial health.
Examination of accounts may be required under certain contract clauses, such as the JCT Standard Building
Contract, before final payment is made.
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