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Executive Summary
Hargreaves Jones (HJ) have been requested by SGN to assess the actual impact of both the baseline core
index, used by Ofgem to determine the final allowance SGN were afforded in the current GD1
determination, and to analyse and compare the indices to other recognised construction industry indices
across the same period. HJ have been also requested by SGN to provide an indicative assessment of the
actual impact of cost increases, if any, across the GD1 period to enable a reconciliation against the actual
allowance SGN were allowed in the final GD1 determination with Ofgem. SGN provided a significant
number of contracts for review relating to mains replacement and associated works (‘REPEX’) typically
undertaken by SGN direct labour and Contractors.
Summary of Indices
Given the limited time available, the HJ analysis initially focussed on the labour component of costs and
identified that, across the relevant period (2013 to 2019), there was a generally consistent increase in the
aggregate RPI and the specific components used to inform real price effects in the order of 15 %.
Analysis of other labour based indices that were considered for comparison against RPI indicated an
average increase in the order of 13.5%. The above would suggest that there has been no recorded
fundamental difference between the inflationary assumption baseline used by Ofgem, actual indices and
other industry recognised indices
Summary of Cost Impacts across Contracts
In the time available, HJ’s analysis focussed on selected representative Contractors and specific rates that
were considered to be appropriate. The selection criteria will require further review with SGN to ensure that
no other factors, and in particular SGN specific requirements or known market conditions, have influenced
the selected Contractors prices.
The analysis indicated that












Whilst there were significant inconsistences between all Contractors in terms of price movement
over the period against individual types of work, prices generally appear to have increased in the
range of 15 to in excess of 50%. This could be explained by specific Contractors efficiencies and
appetite for particular works but would require a more detailed analysis to produce an accurate
assessment.
Analysis of works types by Contractor all indicated increased prices and the range of price increase
was work type dependant. There were significant inconsistencies between the works types but again
the trend of price increase was positive and ranged from 10 to in excess of 50%
Analysis of the Southern Contractors only average rates by work type appeared to indicate a more
consistent trend over the period and a range of price increases of 10 to 20%. Analysis of the price of
a model package of works using Southern Contractors prices indicated price increase of over 30%
from 2013 to 2019. Whilst the analyses are not exactly comparable they both indicate price
increases in excess of RPI.
A review of the contracts provided indicated an inconsistency in the provisions to deal with inflation
and a limited use of Cost Indices. Whilst some provision was made in all Contracts the mechanism
for adjustment ranged from the subjective assessment, to a combined performance/indexed
assessment and a simple CPI calculation.
Given the varied nature of the analysis outputs it is not yet possible to annualise or normalise all the
results and it is recommended that further analysis is undertaken to fill data gaps and provide
consistent information across work types and geographies to provide a more accurate assessment of
price increases across the period.
The information reviewed and the output of the contract analyses do indicate that there is potentially
a significant difference between the baseline indices originally used for inflation adjustment and the
actual real price increases from within contracts driven by market conditions and Contractor prices.
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1.

Introduction

1.1

Hargreaves Jones (HJ) have been requested by SGN to assess the actual impact of both the baseline
core index, used by Ofgem to determine the allowance SGN were afforded in the current regulated
formula period (GD1) determination, along with research and analysis of comparison to other recognised
construction industry indices across the same period.

1.2

HJ undertook to confirm this actual data using publicly available sources and industry information where
available

1.3

HJ have been also requested by SGN to provide an indicative assessment of the actual impact of cost
increases, if any, across the GD1 period to enable a reconciliation against the actual allowance SGN
were afforded in the final GD1 determination with Ofgem.

1.4

HJ undertook to calculate the actual impact as follows :
1.4.1
1.4.2
1.4.3
1.4.4
1.4.5

Analysis of the actual development of SGN Contractor costs throughout the period using contract
data supplied by SGN for actual contracts awarded throughout the period
Analysis of like for like work rates embedded within these contracts, insofar as possible, across a
range of Contractors
Analysis of like for like rates for resources embedded within these contracts, insofar as possible,
across a range of Contractors
Analysis of information from within the separate contract geographies (South of England and
Scotland) in which SGN undertake work.
Analysis of price data supplied by SGN for a model package of works undertaken in the Southern
England.

1.5

HJ have been provided with a significant number of contracts and associated details to enable this
assessment to be undertaken but given the limited timescale for an indicative response requested by
SGN, HJ have had to determine key criteria for data selection and analysis to inform this indicative report.

1.6

Further details in respect of both the data and criteria selection process and methodology employed for
analysis is provided in Section 3, Contract Analysis, of this report.

1.7

The areas of cost within the Contract Analysis only form part of the SGN overall cost and the inflationary
impacts on other heads of cost outside of the scope of this analysis will need to be accounted for by SGN
when they undertake a full reconciliation against the final allowances within the GD1 determination.

1.8

HJ have also been requested to review the Contract provisions for Price Adjustment across the various
contracts provided.
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2.

Actual Indices

2.1

Introduction
Within this section, HJ have collated actual data for the performance of various indices using publicly
available sources and industry information where available to confirm an actual baseline for analysis.
These indices were either the baseline or components of Ofgem fixed assumptions to adjust allowances
within the price control period. Thereafter, HJ have reviewed alternative indices that are considered
appropriate for comparison to the assumptions originally made by Ofgem.

2.2

Retail Price Index (RPI)
RPI was used by Ofgem as the general measure for inflation in the GD1 price control period. Table 1
below identifies the actual RPI index and RPI percentage for each of the years 2013 to 2019 and also
details the aggregate RPI percentage increase. This information was taken from the Office for National
Statistics (ONS).
Table 1
ONS
Date
Jan-13
Jan-14
Jan-15
Jan-16
Jan-17
Jan-18
Jan-19

RPI All Items:
RPI All Items:
Index
%
245.8
3.3%
252.6
2.8%
255.4
1.1%
258.8
1.3%
265.5
2.6%
276.0
4.0%
283.0
2.5%
15.13%

Aggregate
RPI
1.033
1.062
1.074
1.088
1.116
1.160
1.189

The details in Table 1 indicate an actual RPI increase of in the order of 15% since 2013. A copy of the
source data obtained from the ONS website is included in Appendix 1.
2.3

Indices used by OFGEM for Real Price Effects (RPE)
Within Ofgem’s GD1 price controls, the ONS indices were used to inform Real Price Effects (RPE)
assumptions relative to labour costs. Numerous categories for labour were identified and the table below
details the cost increase of these elements during the GD1 period for Non-Seasonally Adjusted (NSA)
Average Weekly Earnings (AWE).
Table 2: Labour Cost (Source: ONS)
Date

Jan-13
Jan-14
Jan-15
Jan-16
Jan-17
Jan-18
Jan-19

NSA AWE: Index:
Total Pay: Private
Sector Services
149.9
152.0
155.1
159.6
162.6
167.0
174.9
16.68%

NSA AWE
Private Sector

NSA AWE
Construction

457.0
494.0
472.0
486.0
495.0
509.0
531.0
16.19%

519.0
546.0
534.0
566.0
574.0
600.0
623.0
20.04%

NSA AWE
Transport /
Storage
519.0
527.0
541.0
549.0
549.0
566.0
608.0
17.15%

The details in Table 2 indicate an average increase of 17.51% for labour costs (based on the four indices
identified above). A copy of the source data obtained from the ONS website is included in Appendix 1.
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2.4

Review of Alternative Indices

2.4.1

The following indices were identified as potentially appropriate alternative indices to those used by
Ofgem:
BCIS

The Building Cost Information Service for the UK construction industry, part of the Royal
Institution of Chartered Surveyors
BEAMA
UK association for manufacturers of electrical infrastructure products and systems)
BIS
Department of Business Innovation and Skills
BEIS
Department for Business Energy and Industrial Strategy
Baxter Indices Price Adjustment Formulae Indices for Civil Engineering
CECA
Civil Engineering Contractors Association
SPONS
Civil Engineering and Highway Construction Pricing Book, edited by AECOM
LAXTONS
Building Pricing Book (New Rules of Measurement & Standard Method of Measurement)
2.4.2

BEAMA provide labour indices from 2010-2019, but they are only applicable to mechanical and electrical
engineering (the latter of which Ofgem had already identified but not considered appropriate for their GD1
determination).

2.4.3

Research into BIS, BEIS and ‘Baxter’ highlighted that data captured by these indices is frequently
provided for and captured within the BCIS online data.

2.4.4

CECA publications are limited to “schedule of day works” for 2002, 2007 and 2011 and Infrastructure
Yearbooks which would not provide the appropriate data to support this analysis.

2.4.5

SPONS and LAXTONS provide yearly publications, which could allow for a review of average labour
rates between 2013-2019 to arrive at a percentage variance that could be compared against Ofgem
indices and RPI. HJ have obtained copies of SPONS Civil Engineering and Highway Works Price Book
for 2013, 2016 and 2019 which identify the following as detailed in Tables 3 to 5. Details of the SPONS
data is included in Appendix 1.
Table 3: Constructed Civil Engineering Cost Index, Base 2010=100 (Source SPONS)
Date
2010
2011
2012
2013
2014
2015
2016
2017
2018

Annual Average
100
107
112
113
113
108
108
112
114

Annual Change
7.5%
4.2%
0.7%
0.0%
-4.0%
-0.2%
3.9%
1.8%

Table 4: CIJC Basic Rates of Pay: Standard / General Activities (Source SPONS)
Rate Description
General Operative
Skill Rate 4
Skill Rate 3
Skill Rate 2
Skill Rate 1
Craft Operative

2013
£7.87
£8.48
£8.98
£9.60
£9.97
£10.46

2016
£8.27
£8.91
£9.43
£10.08
£10.48
£10.99

Page 6 of 29

2019
£9.19
£9.91
£10.50
£11.21
£11.64
£12.23

Variance 2013-2019
17%
17%
17%
17%
17%
17%
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Table 5: CIJC Basic Rates of Pay: Highly Skilled Requirements (Source SPONS)
Rate Description
General Operative
Skill Rate 4
Skill Rate 3
Skill Rate 2
Skill Rate 1
Craft Operative

2016
£15.00
£19.07
£19.07
£25.34
£34.70
£20.55

2019
£17.13
£22.00
£22.00
£29.24
£40.06
£43.64

Variance 2016-2019
14%
15%
15%
15%
15%
112%

Note: Rates calculated on a rounded value of a 40-man working team from historical civil engineering and
railway projects. Higher than normal rates due to logistic factor. Rate for highly skilled ‘Craft Operative’
was introduced in 2016 and is considered anomalous at this time.
Table 6: Drainage / Pipework Gang (Source SPONS)
Rate Description
Drainage / Pipework Gang
Drainage / Pipework Gang
Drainage / Pipework Gang
Drainage / Pipework Gang

2.4.6

(Small Bore not in Trenches)
(Small Bore in Trenches)
(Large Bore not in Trenches)
(Large Bore in Trenches)

2013
£46.31
£71.13
£46.31
£62.86

2016
£60.27
£89.45
£60.27
£79.72

2019
£61.2
£94.28
£61.27
£83.29

Rate Variance
32%
33%
32%
33%

BCIS indices for labour elements which provide an alternative to that used by Ofgem through the ONS
indices have been reviewed. This review highlighted two labour categories which were considered
relevant, the “Civil Engineering Cost Index” and “General Labour Cost Index”, and both applicable to the
fundamental skilled labour source for SGN actual costs.
Table 7: Labour Cost (Source: BCIS)

Date
Jan-13
Jan-14
Jan-15
Jan-16
Jan-17
Jan-18
Jan-19

BCIS 2005 mean = 100

BCIS 1985 mean = 100

General Civil Engineering Cost Index

General Labour Cost Index

144.9
145.8
143.9
144.5
151.2
156.0
160.6
10.83%

380.9
383.4
392.6
406.0
417.6
429.1
443.0
16.30%

The details in Table 3 indicate an average increase of 13.56% for labour costs (based on the two indices
identified above). Copies of the BCIS source data is included in Appendix 1.
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2.5

Materials and Plant
An in-depth analysis has not been undertaken by HJ but whilst reviewing the source data for the labour
indices, HJ captured index data for materials, plant and equipment. Ofgem used both BCIS and ONS
indices for various categories to inform the RPE assumptions within the GD1 price control. The different
categories included:








FOCOS Resource Cost Index of Infrastructure: Materials
Price Adjustment Formulae Indices (PAFI) plastic pipes and fittings
PAFI pipes and accessories
PAFI structural steelwork
PAFI Plant and Road Vehicles
Machinery and equipment (output PPI)
Manufacture of machinery and equipment (input PPI)

HJ reviewed alternative categories using the BCIS and ONS indices for the GD1 period and established
at a high level that across the construction industry, costs for materials (even specialist materials such as
prefabricated steel) have increased in line with other categories.
However, as detailed in Table 8 below, plant costs indicated a smaller increase than both labour and
materials.
Table 8: Materials and Plant Cost (Source: BCIS and ONS)
BCIS
1985 mean = 100
Date
Jan-13
Jan-14
Jan-15
Jan-16
Jan-17
Jan-18
Jan-19

Materials Cost
Index
259.4
261.2
262.2
254.5
267.2
280.1
288.4
11.18%

BCIS
2010 mean = 100
Construction
Material Price
Indices: All Work
110.0
110.4
110.2
106.1
111.7
116.6
121.7
10.63%

ONS
Prefab Structural
Components for
Building/Civil Eng
102.0
104.2
109.1
109.1
111.1
113.6
121.6
19.22%

BCIS
1985 mean = 100
Plant Cost Index
353.2
349.8
323.9
316.7
347.9
359.3
368.0
4.19%

The BCIS and ONS source data are included in Appendix 1.
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2.6

Existing Contract Provisions
The Contracts reviewed are listed below together with the Contract Provisions for price adjustment as
indicated:
Contractor /
Contract

Provision for Price Adjustment

Indices Used

Commercial Sensitivity

No Indices
referenced

Contractor 1

Commercial Sensitivity

Contractor 2

No Indices
referenced

Commercial Sensitivity
RPI
referenced

Contractor 3
.

Commercial Sensitivity
Contractor 4

No Indices
referenced

Contractor 5

Commercial Sensitivity

Contractor 6

Commercial Sensitivity

Contractor 7

Commercial Sensitivity

Contractor 8
Contractor 9
Contractor 10
Contractor 11

Commercial Sensitivity

No Indices
referenced
No Indices
referenced
No Indices
Referenced

.

CPI
referenced

Commercial Sensitivity
.

Commercial Sensitivity

CPI
referenced
CPI
referenced

Commercial Sensitivity

CPI
referenced
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2.7

Data for Market Preference for Indexation
There is little specific market data available to indicate a strong preference for any set of Indices. Whilst
RPI and CPI are widely used as tools for Inflation assessment they are not industry specific and generally
cater for Retail and Consumer customers.
Construction Contracts tend to apply Indices that focus on their particular type of works such as Civil
Engineering, Building and Mechanical and Electrical Engineering and historically clients have tended to
use the BCIS and BEAMA (or similar) as appropriate. Such Indices are widely used in these sectors but
within the sectors the nature of the works they can vary greatly, and the BCIS caters for a wide range of
construction activities and building types.
The BCIS Price Adjustment Formulae Indices method of calculating fluctuations in contracts was
introduced in 1973 in response to a request from the industry to provide a ‘speedy yet credible’ way of
calculating and reimbursing fluctuations. The method relies on resource cost indices for trades and
individual resources.
There are currently four sets of indices:
 Civil Engineering Series.
 Building Series
 Specialist Engineering Series
 Highways Maintenance Series
The indices are currently operated by the Building Cost Information Service of RICS. Further information
about the BCIS Indices is available from the Royal Institution of Chartered Surveyors website which
includes an informative Case Study from the Crossrail Project. Whilst Crossrail is one of the biggest
transportation projects in Europe, the BCIS Indices are comprehensive and lend themselves to projects
both large and small. The Crossrail project consisted of many, varied types of Contracts. Each contract
has a different mix and weightings of the indices modelled to the works that are to be delivered. The
index series that are used have been selected from:




Price Adjustment Formulae Indices Building Series 3
Price Adjustment Formulae Indices Civil Engineering 1990 Series
Price Adjustment Formulae Indices Specialist Engineering Series 3.

A full list of the indices used on the contracts is provided in Appendix 1 which is included to demonstrate
the nature and diversity of the range of Indices – noting however, that the list represents a selection of the
Indices that are available.
2.8

Potential Indices for GD2
As discussed above, a variety of published Indices are available. Given the nature of the works that are
the subject of this Report, a construction-based set of Indices would seem appropriate to provide an
accurate reflection of the movement in prices in the industry. The most comprehensive, with a proven
track record, are the BCIS Indices. As discussed in Section 2.7 above and demonstrated in the attached,
the Indices are provided in four index series (Building, Civil Engineering, Specialist Engineering and
Highways Maintenance).
Whilst over 200 indices are provided with a user ability to select as appropriate for the nature of the
project, SGN contracts would probably focus on the Civil Engineering series.
However, in order to gain the optimum benefit from the use of the Indices, a breakdown of prices, in a
simple elemental format, is required to be aligned to the appropriate index. This would require a degree of
discipline in setting up contract pricing schedules in a consistent manner which may then lend itself to a
mix of BCIS and BEAMA Indices for greater accuracy.
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It should be noted, however, that the BCIS and BEAMA indices are construction related indices and
would probably not be accurate for the other cost centres that may be being considered in a large
organisation such as SGN. Such other cost centres that would require alternative specialist Indices or
maintenance of RPI or CPI may include Payroll and Specialist Consultants.
In order to simplify the process, reduce administrative burden and in the absence of detailed data, HJ
suggests that SGN should limit the Indices to Labour, Plant and Materials and apply the indexation to an
assessed weighting of such elements. Applying a 70% Labour, 15% Plant and 15% Materials for a simple
‘Street Job’ the comparison between BCIS, RPI and CPI provides for the Annual changes as indicated in
Table 9 and Figure 1 below.

Table 9: BCIS vs RPI & CPI Annual % Increase
Year
2013
2014
2015
2016
2017
2018
2019

BCIS 'Blended' Index
1.85%
1.79%
4.34%
7.34%
10.95%
15.16%
19.35%

RPI
3.30%
6.16%
7.33%
8.76%
11.58%
15.99%
18.93%

CPI
2.64%
4.65%
4.97%
5.18%
7.19%
10.36%
12.37%

Figure 1: BCIS vs RPI & CPI Annual % Increase
25%
20%
15%
10%
5%
0%
2013

2014

2015

2016

BCIS 'Blended' Index

2.9

2017

RPI

2018

2019

CPI

Forecasting
The BCIS Indices have the added advantage of providing forecasts for a future five-year period. This
facility provides forecasts for several Indices sets including the following used for comparison purposes:








BCIS General Building Cost (excluding M and E) Index,
BCIS General Building Cost Index,
BCIS General Civil Engineering Cost Index,
BCIS Labour Cost Index
BCIS Materials Cost Index,
Retail Price Indices

The forecast can be downloaded with either monthly, quarterly or annual predictions. The current
annual predictions are shown in Figure 2 below.
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Figure 2 : BCIS Forecast Indices
Series:

BCIS General
Building Cost
Index

BCIS General
Civil
Engineering

Base:

1985 mean = 100

2005 mean = 100 1985 mean = 100

1985 mean = 100

20-Aug-2019

23-Jul-2019

20-Aug-2019

Last updated:
Notes:
Downloaded:
Date
2019
2020
2021
2022
2023

BCIS Labour Cost BCIS Materials Cost
Index of Retail Prices
Index
Index

25-Apr-2019

1985 = 100

14-Aug-2019
Compi l ed by BCIS from the
ONS's RPI

Index
360
371
383
399
417

2.9%
3.1%
3.2%
4.2%
4.5%

Index
164
169
175
182
190

3.1%
3.0%
3.6%
4.0%
4.4%

Index
450
463
478
500
528

3.4%
2.9%
3.2%
4.6%
5.6%

Index
293
302
312
322
334

2.4%
3.1%
3.3%
3.2%
3.7%

Index
306
314
324
334
344

2.7%
2.6%
3.2%
3.1%
3.0%

A comparison of the annual predictions and ‘Year on Year’ Percentage Increases are provided in the
above Table and depicted in Figures 3 and 4 below.

Figure 3 : Comparison of Indices Forecast
'Year on Year'
6%

5%

4%

3%

2%
2019

2020

2021

BCIS General Building Cost Index
BCIS Labour Cost Index

2022

2023

BCIS General Civil Engineering Cost Index
BCIS Materials Cost Index

Index of Retail Prices
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Figure 4 : Comparison of Indices Forecast
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3.

Contracts Analysis

3.1
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l Sensitivity
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4.

Summary of Analysis

4.1

Introduction
Competitive pricing by Contractors of contracts reimbursed via schedule of rates result in anomalies
between Contractor rates reflecting the Contractor pricing methodology to recover his direct costs and
overheads and profit. The SGN Framework agreement provided for some form of inflation for the initial
three year period from 2013 up to September 2016 at which point it is assumed that the Contractors, if
approached by SGN and so minded, would deploy various pricing strategies to secure a contract
extension at rates that would be sufficient to provide a profit.
It is considered that the Contractor pricing strategy would at least consider the profit and loss against the
works undertaken in the initial three year period and notwithstanding the inflation provisions of the
contract, the actual impact on his cost base across the initial period from factors such as inflation and
regional market conditions.
These factors are likely to be the main driver for the significant increase in prices that occurred when the
Framework Agreements were extended by SGN with various Contractors from October 2016 but HJ
acknowledge that other non-price related factors may have existed to influence e.g. Contractors
performance, Contractors business plans, Client reliance and/or perceived distressed Clients or
marketplace etc.

4.2

Rates Analysis
Whilst there were significant inconsistences between all Contractors in terms of price movement
over the period against individual types of work, prices generally appear to have increased in the range of
10 to in excess of 50%. This could be explained by specific issues relating to work geography,
contractors’ efficiencies and appetite for particular works but would require a much more detailed analysis
to produce an accurate assessment.
Analysis of works types by Contractor (excluding rates for resources) all indicated increased prices and
the range of price increase was work type dependant. There were significant inconsistencies in price
increases by contractors between the works types but again the trend of price increase was positive and
ranged from 10 to in excess of 50%
Analysis of the Southern Contractors only average rates by work type (excluding rates for resources)
appeared to indicate a more consistent trend over the period and a range of price increases in the order
of 20%.
HJ acknowledge that the rates analysis could be distorted by the change in what was to be included
within Contractors rates for the extension of existing Framework agreements. However, HJ consider that
given the key rates selected for analysis (in particular the open cut and insertion rates), it is more likely
that the price increases indicated are being suppressed as the new rates do not include the whole work
scope (particularly gas mains abandonment) that was included in the original rates.
Table 1 of this report details an actual RPI increase of in the order of 15% since 2013 and this analysis
indicates that the movement in contractor prices for specific work types has been to varying degrees been
in excess of this index.

4.3

Average Total Cost of a Model Works Package Analysis
SGN provided data using a model package of works that was considered to be a representative typical
works package in Southern England that was extended to detail average prices that would have been
charged by various Contractors if they undertook the model package of work using their agreed
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Framework prices. HJ acknowledge that as this sample reflects only 4 to 5% in value of the total annual
spend for this type of work by SGN in the South of England network.
Nonetheless, the overall average total model package cost, accounting for Contractor rate differences
between SGN geographic lots increased by Com % over the period 2013 to October 2016 and by Com %
over the whole GD1 period to date from 2013.
merc
merc

ial

ial

The significant price increases by Contractors in October 2016, reflecting their new agreements for
Sensi
Sensi
extension of the existing Framework agreements, are incorporated within these model prices and therein
tivity
tivity to
negate the inconsistencies between Contractors in how they may have revised specific work type rates
allow for the revised inclusions required by SGN within the new rates.
Table 1 of this report details an actual RPI increase of in the order of 15% since 2013 and this analysis
indicates that the increase in Contractor prices for the model package of work in excess of this index.
The nature of the model work package analysis means that exact correlation with the HJ rates analysis
for Southern Contractors only to 2017 would not be reliable. HJ consider that the increase in prices
indicated by the key rates analysis is likely to have been suppressed (by the impact of amendment to
what is to be included within the prices for work type rates from October 2016) but nonetheless both
analyses indicate price increases that are in excess of actual RPI with the model work package actually
indicating a greater price increase than the rates analysis.
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Appendices
Appendix 1

Source Data References and Cross Rail Indices

Appendix 2

List of SGN Contract Documents

Appendix 3

Framework Indices 2013 - 2014

Appendix 4

Key Rates

Appendix 5

Scotland and Southern Values

Appendix 6

Contractor Rates Review

Appendix 7

Tables and Figures of Rates Increases

Appendix 8

SGN Average Total Cost Model Package data
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