DWR CYMRU–WELSH WATER - JUNE RETURN 2002

REPORTER’S COMMENTARY ON THE BOARD OVERVIEW

1 Reporter’s Scrutiny 

In Accordance with its Instrument of Appointment, Dwr Cymru-Welsh Water (WSH) has appointed Halcrow Management Sciences Limited (HMS) a ring fenced member of the Halcrow Group, to provide reporting services to Ofwat.

The Reporter for WSH, Jeremy Hawkins of HMS, supported by a team of technical and operational specialists from Halcrow, has examined, tested, and provided opinion to Ofwat in the information reported by the Company in its June Return 2002.

Ofwat regulates the appointment and work of Reporters by a Protocol which formally sets out the mechanism for appointment and the tasks the Director requires of Reporters. These tasks include:

· Assessing the Company’s compliance with Ofwat’s June Return Reporting Requirements and guidelines,

· Ensuring that the Company’s material assumptions have been disclosed and explained, and

· Preparing a written report to the Director General of Water Services together with a professional opinion on the Company process for developing its submission and on the accuracy and reliability of the information.

In accordance with our appointment we have carried out sample checks on the Company’s processes and examined the reported data in the light of our knowledge of WSH and the prevailing conditions in the regulated water sector. We have examined and provided opinion to Ofwat on the Company’s data tables, commentaries and other information forming its June Return 2002 and Board Overview. We have consulted with the Company’s Auditors PriceWaterhouseCoopers where required on those financial measures for which we depend on each other’s scrutiny.  

The Company has co-operated with the Reporter and his team and has facilitated full and timely access to information and systems to enable the Reporter to properly discharge his functions. The Reporter was present at the WSH Board’s endorsement of the Return and Overview on 7 June 2002.

2 Reporter’s Opinion and Observations on the Board Overview 

Having examined, scrutinised and challenged WSH’s submission as appropriate, I consider that:

· The information reported in the June Return 2002 and accompanying Board Overview is consistent with the Reporting Requirements,

· The Company has implemented an effective and reliable process for the timely compilation of the June Return 2002 

· The Return and the Board Overview fairly represent the Company’s activities and performance in the Report Year. 

As required by Ofwat, I have reviewed Chapters 1, 2 (costs), 3 and 4 of the Board’s Overview. I have found that the Overview is consistent with the numerical data and commentaries in the June Return 2002 and the relevant reports to the Quality Regulators. I have confirmed that the statements and numerical information reported in the Board Overview are consistent with the accompanying June Return. 

The Company has competitively outsourced most of its capital expenditure and operations through a series of incentive–based partnership contracts with experienced service providers. The contracts run for most of the AMP3 period. I have confirmed that the procurement process followed EU Procurement Rules and that the Company obtained competitive tenders.  The incentivisation contained in the contracts is designed to benefit customers as well as other stakeholders.

WSH retains its statutory obligations for the delivery of water and sewerage service under its Operations Licence.  The Company has implemented appropriate and effective organisational structures and contract management processes, which I have observed. Its Contract Managers have been appropriately empowered to drive the contracts in line with the service performance objectives of the business. The management staff have appropriate capabilities and are supported in their roles by a new staff development process. 

I have confirmed that the Company is kept informed of the standard and quality of the service being provided to its customers at all times and has the contractual rights to step in and manage the delivery if necessary. The service providers are obliged under their contracts to report service performance information to WSH on a monthly basis. The information is subject to audit by WSH. Much of the information provided is the same as the performance measures reported in the June Return. Our audits have shown that the quality of the information reported in the June Return 2002 has been maintained and in some cases improved over previous Returns. 

In addition to this overall view, I have the following comments on selected key information reported in the Board Overview.

Levels of Service

The Company met or out-performed its Monitoring Plan Levels of Service targets for 2001/02. The benefits of the Company’s mains replacement and pressure monitoring and management activities have been reflected in the improved DG2 and DG3 performance, the latter also benefiting from efforts to improve operational response to bursts.  

The incidence of sewage flooding increased over the previous year, attributable almost wholly to exceptionally high rainfall in July 2001.  The Company’s assessment of the rainfall data associated with these storms support their exclusion from the DG5 indicator. With these exclusions the Company’s DG5 performance in 2001/02 continued the improving trend from previous years. WSH is leading a debate on the appropriateness of the current DG5 indicator in an attempt to ensure that the measure reflects the needs and concerns of customers and that there is consistency of reporting across the industry. From its savings made in AMP3 to date, the Company has earmarked additional investment of £23 million to solve sewage flooding problems in AMP3.

The Company’s response times on DG6, DG7 and DG9 improved despite significant increases in the number of contacts. The Company’s more rigorous debt collection procedures were the prime cause of the increase.  DG8 performance also improved despite the Foot and Mouth restrictions for part of the year. The improved performance in all the customer service indicators was due to the positive working relationship with the Company’s customer service provider, Thames Water, especially in the agreement of various remedial measures implemented during the year (eg higher manning levels, improved systems, additional drive on DG8 in early 2002). Unfortunately a system problem prevented the Company from reporting one of the DG9 measures. It is trying to recover this data at present. 

Delivering the Quality Compliance Programmes

The Company met its outputs for 2001/02 on the water and sewage quality improvement programmes with the exception of the length of water main rehabilitated where a shortfall of 15km (3%) against a revised output target agreed with DWI was achieved. The Foot and Mouth restrictions were the prime cause of this shortfall. As I reported last year, despite the proactive measures taken to overcome the delays caused by the Foot and Mouth outbreak, it is unlikely that the Company will recoup its water mains output shortfall fully until sometime in 2002/03. 

The Company is ahead of its Monitoring Plan Combined Sewer Overflow (CSO) improvement output target. However it recognises that this is due mainly to having completed technically easy schemes during the first two years of AMP3. The more challenging schemes are scheduled for later in the AMP3 period. Delivery of the remaining schemes to time and budget represents a challenge that the Company appears to be geared up to meet. We will monitor progress during 2002/03.

Maintaining Serviceability to Customers

Water quality generally improved with the Company recoding ‘best ever’ performance in many areas. A notable exception was THM compliance caused by changing raw water quality. The Company reacted positively to the problem by accelerating investment, undertaking risk assessments and altering operational practices where necessary.

Sewage treatment works compliance improved as a result of investment and improved operational procedures. Bathing water compliance against guideline standards also improved but fell against mandatory standards. Investigations with EA are ongoing but, at present, there is no evidence to prove that discharges from the Company’s works contributed to the failures.

Pollution incidents on the sewerage network increased over 2000/01. Again the Company has taken positive action to redress this, including working more closely with the EA to improve the speed of reporting and with its service providers to improve response to incidents. There is evidence in 2002 to suggest that the action taken is proving to be effective as the number of reported incidents has fallen significantly.

The number of sewer collapses appears to be stable, although the position is slightly unclear because of the introduction of a different reporting methodology, which is identifying collapses that have not yet caused operational problems as well as those that have resulted in blockages. Greater clarity may arise next year when more data is available. The Company recognises the benefit in improving the knowledge of its sewerage network to obtain best value from its investment.  Sewer replacement activity was lower than the Monitoring Plan output target, mainly as a result of the re-profiling of the CSO programme. The Company is monitoring its outputs and is planning to catch up its sewer replacement activity during the remaining years of AMP3. We will monitor  progress during the coming year.

Operating Expenditure and Efficiencies

WSH has reported a reduction in real terms in water operating expenditure and an increase in sewerage operating expenditure over 2000/01. Overall the Company is slightly behind its Monitoring Plan targets. The figures include the Company’s £8 million ‘Contract for Difference’ payment to WPD which it appropriately includes as an operating expense. 

The new procurement arrangements have enabled WSH to record and analyse its operating expenditure differently and in more detail.  As a result, comparisons of the elements of activity costs and operating expenditure with 2000/01 cannot be made on a like for like basis in many cases. 

The Company’s operational service providers are incentivised to deliver performance improvements over and above the Final Determination targets set in their contracts for the remaining years of AMP3 and the Company has established appropriate mechanisms to monitor and drive performance. 

Capital Expenditure and Efficiencies

Capital expenditure in 2001/02 for both the water and sewerage services was £26.1 million (11%) below the Final Determination (including IDOK and using Ofwat’s November 1999 assumptions). The cumulative position for the first two years of AMP3 is that expenditure is some £91 million (18%) below the Final Determination (as described above). There was some deferral of outputs during 2001/02 on the water distribution quality and sewer replacement programmes, and some reprofiling of outputs to the later years of AMP3. The Company is targeting to achieve its AMP3 investment programme for around 5% less than the Final Determination (including its additional £41 million investment identified from savings). However it has yet to quantify any efficiency savings as it considers it too early in the period to do so. I believe this is appropriate at this time because of the reprofiling of the capital programme. The Company should be in a better position to assess efficiencies at the next June Return. 

From the sample audits carried out to date I consider the Company is monitoring its progress appropriately and is geared up and on track to deliver the required AMP3 outputs. 

J J Hawkins

Halcrow Management Sciences Limited

Reporter to Ofwat for Dwr Cymru Welsh Water

21 June 2002                                     
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