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Consider the ‘Project Environment’. 
 

Reflect and give examples of ‘Project Selection Models’ and their advantages and disadvantages. 
 
Contrast these models against value for money. 
 
Project Selection Models  
 
1.  ‘Project Modelling’ enhances any organisation, by maximising potential capital investment, 
whilst identifying and mitigating risk.  For best effect, this ‘Systems Process’ should be carried 
out within the project pre-development phases, of the ‘Project Life Cycle’, namely the 
‘Initiation’ phase. 

 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
Fig 1.  Industry Standard Project Life Cycles, Chartered Institute of Building (CIOB)1, Code of Practice 

4th Edition. 

 
2.  As per Meredith 20002, ‘Project Modelling’ consists of both ‘Numeric’ and ‘Non-Numeric’ 
modelling, consisting of the following vignettes; 
 
Non-Numeric Modelling 
 

a. The Sacred Cow3.  ‘We’ve always done it that way’, ‘The Boss said so’ versus ‘If it’s 
not broken, don’t try and fix it’.  Whilst ‘Sacred Cows’ are no longer desirable within an 
organisation, they must be interrogated for their origins, as these models were not 
born as ‘Sacred Cows’, but have evolved from all the alternative models and reached 
their own culminating point, as a product of their own success, never to be expanded 
on further. 
 

b. The Operating Necessity.  This type of ‘Project Modelling’ is embedded within the 
organisational structure and facilitates business function.  If this modelling is wrong, or 
non-profitable, then the organisation or system will fail. 
 

c. The Competitive Necessity.  Competition within the market place is fierce and 
organisations strive to remain at the ‘Sharp End’ of business.  To achieve this 
aspiration, organisations develop and constantly evolve systems, through modelling, 
to remain competitive and drive business. 
 

d. The Product Line Extension.  This type of modelling allows organisations to expand 
and grow within their own structure, through the successful implementation of existing 

 
 

 
 

 
 
 
 
 

 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

http://www.amazon.co.uk/Project-Management-A-Managerial-Approach/dp/0470533021/ref=dp_ob_image_bk/280-5865771-5268765#reader_0470533021
http://www.sandymunro.net/articles/Management_-_Sacred_Cows.pdf
http://www.ciobstore.com/
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models, expanded and evolved to encompass growing trends and needs, akin to the 
organisations ‘Business Model’.  
 

e. The Comparative Benefit Model.  Various models are undertaken and viewed / 
contrasted against each other, weighted against outcomes.  A selection committee 
 

Numeric Modelling 
 

a. Simple / Discounted Payback Method.  Payback methods consider the initial 
investment costs and the resulting annual cash flow.  The payback period is the 
amount of time (usually measured in years) to recover the initial investment in an 
opportunity. Unfortunately, the payback method doesn’t account for savings that may 
continue from a project after the initial investment is paid back from the profits of the 
project, but this method is helpful for a ‘first- cut’ analysis of a project, in conjunction 
with ‘Risk’ and ‘Inflation’. 
 

b. Average Rate of Return.  This is the ratio of the average cash inflow to the amount 
invested. 
 

c. Discounted Cash Flow.  More commonly known as the ‘Net Present Value’ or NPV, 
addresses inflation and the required rate of return; 
 
 

 
 

d. Equivalent Annual Cost Method.  EAC is the cost per year of owning, operating, and 
maintaining an asset over its lifetime.  Thus its calculation is; 
 

EAC = NPV/A t, r 
 
where A= the present value of an annuity factor 
                                             t = number of periods 
                                             r = interest rate 
 
In other words, EAC is calculated by dividing the NPV of a project by the present value of 
an annuity factor. 
 

e. Internal Rate of Return.  This equates to cash flows in and out of the organisation 
and is calculated as; 
 

 
 

f. Profitability Index.  Also known as the ‘Benefit Costs Ratio’, this is simply the NPV of 
all capital, divided by the initial investment.  Obviously if this is greater than 1, then the 
project may be accepted. 

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

http://www.investinganswers.com/financial-dictionary/businesses-corporations/factor-5492
http://www.amazon.co.uk/Project-Management-A-Managerial-Approach/dp/0470533021/ref=dp_ob_image_bk/280-5865771-5268765#reader_0470533021
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Modelling Criteria 
 
3.  Both ‘Non-Numeric’ and ‘Numeric’ modelling are overarched by criteria, which influences 
organizations, in their selection process, some of which can be found below; 
 

 Realism.  Reality of manager’s decision. 
 

 Capability.  Able to simulate different scenarios and optimize the decision. 
 

 Flexibility.  Provide valid results within the range of conditions. 
 

 Ease of Use.  Reasonably convenient, easy execution, and easily understood. 
 

 Cost.  Data gathering and modeling costs should be low relative to the cost of the 
project. 

 

 Easy Computerization.  Must be easy and convenient to gather, store and 
manipulate data in the model. 

 
Industry Exemplars 
 
4.  The following Industry Exemplars are taken direct from ‘Project Management: Achieving 
Competitive Advantage’, Second Edition, by Jeffrey K. Pinto4. 

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

http://www.google.co.uk/url?sa=t&rct=j&q=&esrc=s&frm=1&source=web&cd=4&ved=0CE0QFjAD&url=http%3A%2F%2Fwps.pearsoncustom.com%2Fwps%2Fmedia%2Fobjects%2F7225%2F7398617%2FMGT310_Ch03.pdf&ei=AjBqUpK8N42p0AWYnIHwBQ&usg=AFQjCNFwvk5IkMHxHU_lfk99B8DI9tEuwQ
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Advantages & Disadvantages 
 
5.  Meredith 20022 purports the following advantages and disadvantages of modelling; 
 

 
 
6.  Overarching all of the above is the main disadvantage of modelling, that of market 
uncertainty, in the guise of Inflation, GDP, RPI, CPI, Austerity, Crash etc. 

 

 
Analysis 
 
6.  The following analysis can be drawn; 
 

 ‘Project Modelling’, whilst ever evolving is encountered at the ‘Project Pre 
Development Stage’ of the Life Cycle.  However, this does not necessarily mean that 
the process is extant in that location.  Once modelling is ‘live’, variables should be 
constantly re-inputted throughout the duration of the project Life Cycle. 
 

 Whilst CIOB1 ‘Best Practice’ varies across the Construction Industry, the ‘Project Pre 
Development Phase’ is easily identifiable. 
 

 ‘Non Numeric Modelling’ is open to human bents and as such should be subject to 
‘Due Diligence’. 
 

 Whilst ‘Numeric Modelling’ produces viable data, that can be equated and weighted 
across the spectrum of models, it is reliant on correct and substantiated data input, to 
produce a true reading. 
 

 All modelling is only current in that point of time, as predicting future market 
variations, is at best a ‘Guestimate’.  Hence Risk. 
 

 To be in tune with Havard 20085, the profitability Index acceptance level should be 
raised from 1 to 1.2, to encompass the meaning of a ‘successful’ development that of 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

http://www.amazon.co.uk/Project-Management-A-Managerial-Approach/dp/0470533021/ref=dp_ob_image_bk/280-5865771-5268765#reader_0470533021
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20% profit margins. 
 

 Payback can be a quick method for comparing alternatives. 
 

 Net Present Value (NPV) offers the advantage of accounting for the time-value of 
money.    
 

 The predictability of Inflation (RPI / CPI) and Interest Rates over time, is not 
guaranteed and is fluid.  Who would have successfully predicted the world economic 
downturn, at the latter end of 2008 (Less BRICs), whilst all knew the 10 – 15 year 
property boom and bust cycle, through recent history, the late PM (Great Britain – 
Gordon Brown), reassured all, as chancellor and then PM that ‘Boom and Bust’ had 
ended, hence, Property Developers that had convinced investors over the viability of 
‘Docklands’ style developments in Liverpool and Manchester soon became unstuck.  
It seems, Inflation and Interest Rates are very fluid variables and hard to predict.  
Projecting this current stagnation forward again may be folly, as the 0.5% enjoyed 
now, will only increase once the economy gains momentum. How do we predict 
exponential growth, if any, a la 1991 (Historically 1970’s / 1930’s etc) onwards? 
 

 The present and future value of capital is not as clear cut as projecting forward and 
back.  Yes £1000 pounds today may be worth more in the future and hence 
investment capital in real terms has a less Net Present Value, but there is a 
correlation to products.  In 2008 £1000 would have bought you 1 DFS sofa, however 
in today’s economic climate it will buy you three.  A flippant example, but true.  
Therefore, whilst Capital Values in property stagnate or increase, other sectors 
experience differential economic conditions and thus what really is the true capital 
value of £1000 in any space or time and is it sector specific? 
 

 Value For Money.  There is an obvious trade-off between investment capital required 
for modelling, versus the potential margins to be gained on completion of the project. 

 
Summary 
 
15.  ‘Project Modelling’, in all guises both ‘Numeric’ and ‘Non-Numeric’ require resources in 
time, man-hours and capital, but if utilised correctly can benefit any organisation through 
identifying, achieving and possibly surpassing project margins, again in the resources of time, 
man-hours and ultimately capital.  This modelling process, which is only as good as its inputs, 
should be established within the ‘Project Pre Development Phase’, but should not be tied to 
this and should remain ‘Live’ throughout the duration of the project and revisited with all 
variations and ‘live’ figures, projecting forward always.  Concurrent and feeding the modelling 
process is ‘Risk’ acceptable or otherwise, which is subject to unpredictable market conditions. 
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