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Introduction

The last few years have seen the UK construction sector
battle a wide range of domestic and global challenges.

A pandemic, political instability, international conflict and
skyrocketing inflation have all meant dampened output
and rising insolvencies in our industry.

The mechanical, electrical and plumbing As a leading expert in engineering services
(MEP) market has been no exception to this cost consultancy in the UK, Turner &

rule. As a crucial cog in keeping buildings Townsend alinea set out to bridge the gap
running, MEP contractors’ ability to navigate between clients and contractors.

these complexities is essential to construction In February 2024, it brought together leading
programmes.

MEP main and subcontractors at two separate

It is important, therefore, that clients have a roundtable events to discuss how our

close understanding of the state of the MEP industry can better work together against a
market. Without this, their ability to build challenging economic backdrop to deliver the
on time, to budget and indeed, at all, will be best quality and value possible.

limited.
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‘ Planning for success

Though inflation is beginning to soften,
continuing high material prices and rising
labour costs mean insolvencies are still a
major concern among contractors.

MEP industry concerns & influence

Insolvencies

Labour costs

Fixed pricing

Source: TTa MEP Contractor Survey Q1 2024
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In the wake of the collapse of MJ Lonsdale last

year, there were reports of £65m being owed to
trade creditors, putting further risk on the supply

chain and leading to increased concerns over
the mechanical, electrical and plumbing (MEP)
sub-trades. The true extent of the MJ Lonsdale
collapse is yet to be seen, but MEP contractors
and their supply chains are continuing to

feel the impact of these shocks. According

to the Insolvency Service, 23 percent of the
construction sector’s insolvencies in the year
to December 2023 were made up of electrical,
plumbing, and other construction installation
specialists.

During our roundtables, we discussed the

financial pressures on the specialist supply chain

and issues around its capacity to keep up with
industry demand. To mitigate the impacts of
insolvency risk, the contractors are seeing an

increased requirement to provide credit insurance

and bonds. Owing to the high levels of risk,
however, there is a reduction in the number of

insurers providing such bonds, as well as trading

limitations being imposed on some specialist
firms. The knock-on effect of this is impacting
MEP package prices, putting a tighter squeeze
on sub-trades, and making some schemes
commercially unviable.
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Over the past few years, market pressures
have led to a number of negotiated fixed-
price contracts. With continued headwinds
around the increased cost of borrowing and
inflated material prices, the impact is being
acutely felt within the supply chain, who
often operate on tight margins. In addition,
there is a sense among the supply chain that
they are being subjected to unreasonable
payment terms or missed payments, which is
increasing the financial burden.

Both main contractors and subcontractors
discussed the measures they are taking

to mitigate risks, including back-to-back
payment terms, or requesting direct
payments from clients to maintain a healthy
cash flow. This isn't a quick fix, however,
and more transparency is required between
clients, professional teams and contractors
in order to maintain a healthy balance.
Ultimately, the strength of the market is
reliant on a healthy supply chain, so more
work is required to diversify the supply
chain and communicate more regularly to
understand their commitments and potential
weak points.




Key risks

Against the volatility seen in the MEP market
over recent years, we asked the main
contractors and sub-contractors about the key
risks they expect to face over the coming 12
months.

Beyond rising insolvencies and the issues
this poses for the industry, cost volatility
was raised by all. Both sets of contractors
were of the opinion that, although volatility
around materials and plant has eased, there
are still significant concerns about offering
fixed prices, particularly for projects with long
programmes or lead-in periods. A number of
the sub-contractors stated that their margins
do not allow the “wriggle room” to offset
losses on other items.

Compounding this issue is the availability of
specific plant, especially those coming from
Asia and those required by the data centre
market. The contractors quoted the buoyancy

Both sets of contractors were of the opinion that, although volatility
around materials and plant has eased, there are still significant
concerns about offering fixed prices, particularly for projects with

of this market as a risk to the commercial
sector, due to the sheer scale of its projects
and data centre clients tending to procure
plant directly - allowing them to secure
priority with suppliers.

The Building Safety Act, specifically the

lack of understanding/experience of it, was
seen as a risk, with many of the contractors
commenting that the true impact of it is still
unknown. One contractor mentioned that the
act would support the requirement for early
involvement of the specialist supply chain,
which could go hand in hand with the call for
earlier engagement in the design generally.

Labour was raised as a key issue, both from
an availability and skills perspective. With the
general buoyancy of the market, a number

of the sub-contractors were quoting projects
having issues securing the required amount of
labour. One contractor anecdotally mentioned

long programmes or lead-in periods.
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their pipeline in the North East would alone
drain the local labour force, regardless of
wider projects in the area. This led on to
another stating they were having to “pay city
wages to encourage labour out”.

A change in government was raised as

both a risk and an opportunity, with the
potential impacts this would bring to public
spending, particularly around hospitals and
“mega prisons”. All of the above is making it
increasingly difficult for contractors to offer a
fixed price offer without a significant number
of caveats and exclusions.

Having explored these challenges, we then
discussed how we could look to overcome
them. With many outside of contractors’
control, the sharing of risk was identified

as an important measure in mitigating the
impacts of these issues. So, instead of asking
the contractors to take on the risk in full,
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which will ultimately result in higher costs
for clients, could we consider a construction
management contract? This has been done
successfully on a number of our projects, but
everyone must be set up for the process.

It was also noted that an attractive project
would encourage the supply chain to put their
best foot forward, avoiding a “stop-start”
approach to market engagement on a project,
giving confidence and therefore appearing
attractive to the market.




‘ Opportunities for 2024

While a fair degree of caution
and concern was expressed
at our roundtables, there

was still optimism and a
recognition of opportunities
in 2024 and beyond for the
MEP market to embrace and
build upon.

Data centres — Stick or twist?

Our attendees acknowledged the data centre
market as particularly buoyant, not only with
new developments in the UK and Europe, but
also with a growing need to refurbish existing UK
stock to meet more intensive client demands of
High Powered Computing.

Contractors with longer-term presence in the
market are seeing the data centre share of

their overall revenue increase, and they are
involved less in other, traditional sectors. While
the existing supply chain is close to saturation
point, there’s an opportunity for future-thinking
clients to diversify their talent pool and support
new entrants to the market, which will ultimately
benefit the wider sector’s pool of knowledge and
skills. This will need a bold approach from clients
to disrupt the status quo in the short term.

While the data centre sector provides an
opportunity for new entrants and smaller players
to grow, other contractors may decide to stick
to long-established markets which may have
capacity issues that provide the opportunity

to cement themselves as recognised, reliable
experts in that field. In either case, it's important
that clients and the wider project team are
identifying and selecting the appropriate
contractors for their projects to achieve best
commercial value.

At Turner & Townsend alinea, our supply chain
relationships across all sectors allow clients to
develop the right contractor selection strategy to
achieve the project goals.

An improvement in collaboration?

The construction industry has long struggled
with collaborating in a truly open and
transparent way, but with other influences like
the Building Safety Act, supply chain resilience
and embodied/operational carbon all becoming
important factors, the need to work together
more closely and openly is constantly growing.

There’s an opportunity for contractors who
exhibit the right behaviours to steal a march on
their competition and show how to design, build
and operate buildings in the right way. Of course,
these behaviours of trust, collaboration, and
transparency need to be present throughout the
whole project team so that they do not fall back
into the traditional adversarial approach.
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The kids are the future

A common theme was the competitive landscape
of labour and staff and how this is impacting
contractors’ ability to deliver.

On-site skills are set to be significantly impacted
by the proposed removal of “grandfather

rights” at the end of 2024, which will require
construction workers to reapply for their
Constructions Skills Certification Scheme
(CSCS) cards and acquire a National Vocational
Qualification or equivalent. Adding to this
pressure is the trend of site management staff
being hired by the data centre sector into client
organisations.

Reassuringly, many contractors are bringing
in apprentices and focusing on training and
development, although the rate of new hires
in the construction market is still below what’s
required.

There’s a role for us all to engage more with
schools, colleges and universities to promote the
construction sector, to create a more inclusive
environment for everyone to thrive in and to
secure a consistent pipeline of talented young
people for the future.

Contractors who can engage, show clear career
paths for apprentices and graduates, and provide
the necessary support will be in a great position
to give their businesses resilience and take
advantage of opportunities.

Bidding activity 2024

MEP contractors are actively bidding on
projects in the following sectors in 2024 in
ranked order.

Source: TTa MEP Contractor Survey Q1 2024
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Commercial

\ W 4

Data centre

\ W 4

Life science

\ W 4

Defence

\ W 4




Design & procurement

Aligning design and cost is key to the success
of every project. Turner & Townsend alinea’s
relationships with services engineers mean
we work hand in hand to guide designs to
meet budget and mitigate over engineering,
thereby preserving a project’s financial
viability.

Both the main contractor and sub-contractor
groups agreed with the importance of the
design and cost. However, they raised a
couple of other key issues causing concern;
the current accuracy and detail of some

MEP designs and then having to take full
responsibility for rectifying problems in the
design when it reaches them.

This situation ultimately culminates in the
client paying for design twice, and with
increased pressure on appraisals, may result

in projects becoming unviable and being
paused - so how do we tackle this?

A common problem is that MEP specialists
are not engaged early enough in the design
and construction process. This results in
some designs that need to be unpicked

and adjusted during procurement and post
contract, putting pressure on cost and
programme, rather than improving them, and
increasing the risk profile for main and sub-
contractors.

In this context, the growing use of
increasingly rigorous pre-construction service
agreements (PCSAs) was welcomed by some,
but their value was questioned by others,
especially where competition is reintroduced
at the end of the process, reducing the
commercial viability of involvement. The
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introduction of guaranteed maximum price
(GMP) mechanisms into the early engagement
strategy is one method for alleviating the
requirement of competition at the end of the
PCSA.

The idea of achieving an agreed project
budget at the end of RIBA Stage 4, set

by both Turner & Townsend alinea and

the MEP contractors during RIBA Stage 3,
was welcomed, as it would eliminate the
requirement of competition. However, this
may cause issues with main contractors if
the PCSA sub-contractors are not on their
approved supply chain. There are also issues
with nomination under Joint Contract Tribunal
contracts.

The use of construction management
contracts was also suggested as a means
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of minimising risk for both main and sub-
contractors. However, this ultimately pushes
the risk of time and cost up to sit solely with
the client, so it is unlikely to be a silver bullet
in most cases and doesn’t deal with the crux
of the issue.

A case-by-case approach should be taken to
the procurement of design, the use of PCSAs
without a guarantee of contract award, and
implementation of construction management
contracts, but it’s clear there is work to do.
A further roundtable discussion will soon be
arranged with MEP engineers/designers to
understand their thoughts on these issues.

A common problem is that MEP specialists are
not engaged early enough in the design and
construction process. This results in some designs
that need to be unpicked and adjusted during
procurement and post contract, putting pressure
on cost and programme, rather than improving
them, and increasing the risk profile for main

and sub-contractors.



Challenge of MEP embodied carbon measurement

As the construction industry works
towards the decarbonisation of UK real
estate and reaching the UK government’s
target of being net zero by 2050, there is
mounting pressure on the MEP market to
evidence embodied carbon data.

¢?¢9 30% of MEP subcontractors are claiming
l B tobe measuring embodied carbon.
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With so many resource-intensive materials
involved, research from CIBSE shows that
MEP systems can represent up to 75 percent
of embodied carbon in retrofit projects and 25
percent in new builds.

MEP contractors are taking steps to provide
embodied carbon calculations, however figures
are still high-level estimates due to the lack

of material EPDs (Environmental Product
Declarations) and the absence of government-
backed regulations.

While material suppliers are providing more

EPD data for individual parts, manufacturers

of complex MEP plant items, which are made

up of thousands of individual components, are
finding it impractical and costly (up to £7,000 per
component) to provide detailed EPDs. With little
incentive to undergo these costs, the MEP market
is falling behind in meeting the government’s
2050 target. Therefore, as the industry moves
closer to the mandatory measurement of
embodied carbon, more needs to be done to
reduce the cost of certification.

Even when EPD data is available, the industry
still lacks a government-backed policy on

the standardisation of embodied carbon
measurement. One method of regulation
discussed was the introduction of the proposed
Part Z reform to the Building Regulations.
Should the proposed reform be adopted, it
would introduce requirements for mandatory
assessment of whole-life carbon emissions and
provide guidance on limiting embodied carbon
emissions for all major building projects.
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Until we have a standardised and cost-
effective approach to the measurement of
embodied carbon, we are advising clients
to consider the following when carrying out
studies on MEP installations:

= Avoid the overprovision of plant and
challenge the designers to demonstrate
load assessments

® | ook to install fewer, less complex systems
to reduce embodied carbon and cost

®  MEP installations are often replaced two
or three times during a building’s life,
so consider how the systems are to be
disassembled and refitted

® Tnvestigate the location of plant rooms to
reduce duct runs

® Challenge the need for active cooling and
heating - how can the building use passive
solutions to achieve the same result?

® A large amount of MEP installation is
metal, so it has high embodied carbon
content, but may be able to be sourced as
recycled or recyclable in the future

®  Can design for manufacture and assembly
(DfMA) be considered? Risers, bathroom
pods, ductwork, for example, will reduce
waste on site. Consideration needs to be
given to product replacement and
end-of-life — how is a bathroom pod
replaced after 20 years?



MEP Roundtable Report 2024

Get in touch

At Turner & Townsend alinea, we pride
ourselves on our exceptional team of
specialist cost managers who are experts
in engineering services.

With our extensive knowledge, insights, and experience, we are able to assist
our clients in achieving their commercial objectives.

If you have any questions about this report or are interested in exploring
engineering services opportunities, please don’t hesitate to contact a member
of our team.
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Sam Rees

Director
Engineering Services
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Director
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