RD 33/02

TO THE REGULATORY DIRECTORS OF 
WATER AND SEWERAGE COMPANIES

AND WATER ONLY COMPANIES

16 December 2002

Dear Regulatory Director

GENERAL FEEDBACK ON CAPITAL MAINTENANCE METHOD STATEMENTS

In our letter of 28 May we asked you to set down your plans, in the form of method statement, for assessing the long-term capital maintenance needs of your asset systems.

These statements were to help us understand how each company was planning its approach to capital maintenance for the 2004 periodic review and beyond.  We have completed our review of the statements.

A number of common points emerged which we think it would be helpful to share with you.  These are:-

1. Application of the UKWIR common framework and alignment with the Ofwat  4-stage approach

Most companies feel confident that they can apply the UKWIR common framework to at least their key assets, and fulfil the requirements of our 4-stage approach.  Most companies state that they will be able to assess an economic level of capital maintenance for key assets in time for the PR04 final business plans (April 2004).  We welcome this and recognise the effort that will be required to make such progress.  However we are aware that there is a wide variation in the level of data available between companies to support the framework.

There is cause for concern in a small number of method statements.  This is either in the rate of progress required to develop a robust, forward looking capital maintenance submission for the draft business plans (August 2003) or an apparent unwillingness to adopt a forward looking approach consistent with the rest of the industry.
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2. Data gaps / expert judgements

It is clear that using the common framework will require most companies to collect and manage significantly more information to improve their knowledge of their assets. We encourage companies to continue to develop their own serviceability indicators to demonstrate the trends in asset performance. 

Ofwat will consider the funding of the process to acquire this knowledge.  It has asked companies to assess what information gathering is required to address this in 2005 – 10 and submit a quantified programme in its draft business plans. It would be unlikely that companies could make a robust case under the common framework for a significant capital maintenance uplift while at the same time proposing a major programme for data acquisition in the same area.

We all agree that there will be a need to apply judgements where there are gaps in data and that judgements, if suitably validated, are an acceptable medium term alternative to good data trends.  Of course, validated judgements may always be appropriate for some large non-infrastructure assets, such as dams.

3. Testing and Validating

We see an important role for Reporters to scrutinise both the judgements and validation protocols. Some companies have involved their Reporters in developing and applying their approaches, for instance participating in risk assessment workshops, and we encourage continuing liaison at this level.

Most companies’ method statements provide for sensitivity testing of data uncertainties, expert judgements and assumptions.  Some companies appear to have the capability to test sensitivity with regard to the bill effects of different risk/service level strategies.

We would expect each company to have tested the sensitivity of assumptions, especially where information gaps exist, and to expose this process and its results in the case made for capital maintenance investment requirements. 

4. Cost-benefit objective / enhanced service levels

Few companies are intending to build a case for enhanced service levels across a broad range of service areas by applying the cost-benefit objective, as identified in the common framework.  Several companies have commented that they intend to develop a cost-benefit case for a limited range of customer concerns, such as sewer flooding and odour nuisance.  Most companies take the view that achieving the cost-effective objective, often using their own serviceability indicators, is sufficiently challenging for the PR04 timescales.
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5. Asset Inventory

Only one company stated that its method for its asset inventory has altered to the point where a comparison with PR99 will be difficult, although we are aware from other correspondence that a lack of direct comparability is more widespread than this. 

6. Quantifying efficiency

Few companies commented in detail about the inclusion of ongoing efficiencies in their future capital maintenance programme. Our interpretation of the common framework is that efficiencies can be reflected either at the level of interventions or at programme level. We expect clear and unambiguous assumptions of the scope for improving efficiency will be built into proposals for capital maintenance investment.  Clarity on these assumptions will minimise the risk of double counting.

Next steps

We have already met several companies to provide feedback on method statements, and to explore areas where further development of the approach is needed. We intend to complete this process for all companies before Spring 2003.

We also intend to hold a joint Ofwat/UKWIR seminar to review progress, identify good practice and clarify the format of the capital maintenance submissions on 30 April 2003.

After the seminar some companies may wish to have follow-up meetings before submission of the draft business plans and we will endeavour to comply with these requests.

Yours sincerely

BILL EMERY

Director of Costs & Performance

and Chief Engineer
