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By email to:
audrey.mason@ofwat.gsi.gov.uk
Jonathan Hodgkin,

Director of Network Regulation,

Ofwat,

Centre City Tower,

7 Hill Street,

Birmingham,

B5 4UA

11th February 2008

Dear Jonathan,

PR09 Reporting Requirements Consultation

Thank you for the opportunity to respond to your proposals for PR09 Reporting Requirements.

We have responded separately on the methodology consultation, and in this response we focus only on issues relating to the proposed requirements.

The key issues we wish to make are on:

· Structure of the overall submission

· Consequences of putting cost benefit assessment at the heart of the plan

We have also provided some detailed comments on specific tables

Structure of the overall submission

Part A

We welcome the proposal for Part A to be free format.

We have some concerns in respect of the requirement to publish a consumer friendly version of Part A at the same time as our submission to you.

· The wider public audience is very different from Ofwat and may benefit from a different approach

· The submission of the draft plan in August leads to a very tight timetable and thus very little time to develop an appropriate customer friendly version

· We are not sure that Part A tables A4, A6, & possibly A7 are appropriate for a customer friendly version

We believe that a better approach would be to allow companies to develop a separate customer friendly version of their plan. For the final plan this could be published at the same time as the plan is submitted to you. For draft plans the publishing date should be the end of September 2008, allowing time for a short break for staff with their families over the summer.

Part B

Customers and sustainability should be at the heart of company plans. However, the current structure of the Part Bs spreads company policy to customer over a number of areas, in particular Part B1 Section 4, Part B6 Section 1 and Table B3.1.

We do not believe that this dispersal of customer issues is appropriate. For example, table B3.1 is set out in the Part for maintaining base services, but the service levels finally proposed may include enhancements due to other areas of the programme (e.g. infrastructure replacement to reduce leakage may reduce burst rate and interruptions) and it will not be clear in Part B3 how all this fits together.

We believe a better understanding of plans would be obtained by introducing a new ‘Part’ relating to customer and environmental strategy. This Section would:

· Summarise Company’s understanding of customer views 

· Set out how companies have sought to achieve the right balance for customers and the environment – this would include a description of the approach to use of CBA

· The customer strategy proposed and the outputs and service levels proposed (currently partly in Part B6 Section 1 and Table B3.1)

· Environmental consequences and benefits of the plan including CO2 emissions (perhaps including a summarised version of table C8.3)

· An assessment of the overall (top down) cost-benefit of the plan (perhaps including a summary of C8.1)

Introducing such a section would have a great benefit in that it would enable the whole plan and its impacts on customers to be assessed in one place. The current separation into Parts tends to split the plan apart into different silos that are hard to reconcile.

Part B1 would still set out progress against plan, assessment of the post 2010 environment, and managing key risks and uncertainties. 

Part B6 could still be used to describe in detail schemes for enhanced service levels. 

Part C

At PR04, maintaining base service was set out in part B3. However, the reporting requirements did not include a Part C for setting out issues relating to capital maintenance in more detail. Many companies added an additional Part C (C9 in our case) to address this shortfall. 

We believe there remains a case for a Part C section relating to the detail of Capital Maintenance projections.

Consequences of Introducing CBA

The current reporting requirements split expenditure and activities into a number of different drivers; base service, quality, enhanced services, and supply/demand. One of the consequences of taking a cost benefit approach is that the benefits of schemes are considered more widely and thus may well be seen to have benefits across a number of investment categories. Where this happens schemes do not fit in well with the current reporting requirements.

An example of multiple benefits can be seen in the activity of replacing lead communication pipes. This gives benefits in all four investment categories:

· Base Service – reduces burst rate on CPs

· Supply Demand – reduces leakage

· Enhanced service – improves pressure and customers value not having lead pipes

· Quality – reduces levels of lead at the tap

Clearly, if necessary, expenditure can be allocated to each of the different categories using an appropriate basis, and schemes could be described under their areas of primary allocation. However, a likely consequence of this is that the description of schemes will need to be repeated in a number of sections, and that some clarity of the overall picture (how everything fits together) will be lost.

The proposal above for a separate customer strategy Part would go some way to helping address this issue. It would enable one Part to set out a holistic view of the whole plan and how it fits together to deliver services to customers.

Detailed Issues on some Tables

Table A9

For the public version of Table A9, rather than have data for the first and last year of the period it might be more appropriate to give the averages over the period.

Table B3.1

Line 28 12 hour interruptions are a volatile measure. It is not realistic to forecast these. Customer minutes lost, or interruptions over 3 or 6 hours would be a more robust predictive measure. 

Lines 29&30 we do not see the value or purpose of these lines

Table B3.3

Should have some user defined lines added for additional base opex due to other factors (e.g. rates, pensions, & power were areas where adjustments were made at PR04). The inclusion of such lines in the table will make assessment by Ofwat more straightforward and lead to greater transparency.

Table B4.1

Lead communication pipes may be removed for enhanced service levels and supply/demand in addition to maintenance and quality. At least one additional line is required for lead CPs to be able to reflect this. 

Table B5.1

Line 19 is not clear. Table WRP2 does not set out savings from water efficiency strategy (although WRP3 does).

Table B6.1

This table is clumsy and inappropriate given the widespread introduction of CBA. Thought needs to be given to how to represent:

· The levels /improvements in service that customers will receive – table 3.1 mostly addresses this

· What the drivers of these improvements are

The second of these may be too complex as each service measure is likely to have a number of drivers, and each of these drivers is likely to impact on a number of service dimensions. Given this the approach needs to be relatively simple.

B7 Tables

The price basis of all the tables should be clearly stated on the tables.

Table B7.3 Depreciation on fixed asset additions
In the guidelines it says “The CCD charge is derived from the latest MEA value of the assets and the estimated remaining useful life of that asset.” The latest MEA value is as at 31 March 2008, but this is not to be reflected in the CCA until the year ending 31st March 2011. Therefore the revalued amount is not depreciated until 2010/11. Specific reference to this in the guidelines would be useful.

Table B7.10 & B7.11 Comparison of CCD and MNI expenditure
If the table is in 2007/08 prices, what basis should be used for inflating actuals from earlier years to current prices? Presumably we should use COPI for MNI and RPI for CCD, but the approach should be clarified.

Table B7.13 MEA revaluation reconciliation

There are no Ofwat definitions for this table. It would be helpful to have definitions with examples of the type of scenarios Ofwat is expecting under each column heading, as some columns are very similar but Ofwat obviously have distinct examples in mind which differentiate them one from another.

Table C7.1

Balancing amounts in revenue forecast may arise for a number of reasons. Some of these reasons (e.g. due to optants not opting on average in the middle of the year) will vary with underlying levels of activity and thus can be forecast to be different in future years. It would be helpful to be able to include a total line for future years.

Tables C7.2 and 7.3

The level of detail required for these tables is inappropriate in the context of the needs of the periodic review process and also given the inherent uncertainty in forecasting demand for small numbers of individual customers. We do not believe that they should be retained. If the threshold for insets is to change then the final determination should reflect the impact of this on Ks. However, this does not justify a large data capture exercise prior to a final decision being made.

Table C8.1

We do not believe this table captures the information you require in an appropriate way. Benefits will be calculated from particular schemes that may be split over a number of investment categories. Given this, splitting benefits up by investment category is not the most natural way of assessing them. A better approach might be to allow a more free form approach to the descriptions used for each of the lines.

Table C9
Lines PB00030-PB00036 Construction output price index. Should this now be referring to the Infrastructure Output Price Index

Pensions accounting

There do not appear to be any lines in C9 to identify FRS17 pensions interest income (JR07 Table 18d line 10 Other finance charges-post employment costs), or the pension entries on the balance sheet (JR07 Table 19 line 25 post employment assets/liabilities). This is a key oversight.

Statement of Recognised Gains and Losses STRGL

There does not appear to be any lines to accommodate the STRGL (see Table 18c of June Return)

I hope you find these comments helpful,

Kind regards,
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Mike King

Director of Regulation

Bristol Water
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