APPENDIX 2 – DETAILED ISSUES REQUIRING CLARIFICATION
1
Section A


Line Specific Comments

	Line ref.
	Line description
	Comment

	A1 Line 17
	Total water available for use (dry year annual average)
	Calculation says copied from B5.3 line 10 – should this be line 8?

	A1 Line 18
	Distribution input (dry year annual average)
	Calculation says copied from B5.3 line 11 – should this be line 9?

	A7 Line 6
	Additional operating expenditure
	Calculation says (Table B5.2 line 40 + line 46)*1000 / A7 line 12. Should this be B5.2 line 36 and B5.2 line 42

	A7 Line 7
	Additional capital expenditure
	Calculation says (Table B5.2 line 13 + line 24 + line 44)*1000 / A7 line 12. The B5.2 line references do not appear to be correct

	A7 Line 15
	Forecast capital expenditure real price effect (RPE)
	Calculation says copy from table C9 but there is no RPE data in C9. Should this be downloaded from Aquarius?

	A8 Line 15
	Forecast capital expenditure real price effect (RPE)
	Calculation says copy from table C9 but there is no RPE data in C9. Should this be downloaded from Aquarius?

	A9 Line 1
	Turnover
	Calculation says copied from B7.1 line 92 – there aren’t 92 lines in B7.1

	A9 Line 4
	Net tax on profit on ordinary activities
	Cells are colour coded green but is a calculation not a copied field
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Section B – Chapter B2: Improving efficiency


Line Specific Comments

	Line ref.
	Line description
	Comment

	B2.1a 

Block A&B
	Operating expenditure outperformance
	Where should we include an adjustment to reflect that non-appointed costs weren’t disclosed separately at PR04 but are now reported separately from the regulated business?

	B2.1a Lines 2-4 and 18-20
	Logging up
	As these could include logging down as well as logging up, should the description be changed to ‘net logging up/logging down’?

	B2.1a Line 13
	Outperformance as a % of regulatory expectations  
	Some of the percentages are decimal fractions and some are multiplied by 100

	B2.1a Line 14
	Incremental outperformance year by year
	Colour coded as a calculation but stated as an input

	B2.1a Line 29
	Outperformance as a % of regulatory expectations  
	Some of the percentages are decimal fractions and some are multiplied by 100

	B2.1a Line 32
	Adjusted sewerage opex incentive revenue allowance
	Can we please have clarification as to which consultation this was trailed in.

This will reduce the incentive for incremental outperformance

	B2.1b Line 12
	Outperformance as a % of regulatory expectations  
	Some of the percentages are decimal fractions and some are multiplied by 100

	B2.1b Line 24
	Outperformance as a % of regulatory expectations  
	Some of the percentages are decimal fractions and some are multiplied by 100

	B2.2 Line 9
	Overall compounded assumed improvement profile (enhancements)
	Some of the percentages are decimal fractions and some are multiplied by 100

	B2.2 Line 13
	Overall compounded assumed improvement profile
	Some of the percentages are decimal fractions and some are multiplied by 100

	B2.2 Line 17
	Overall compounded assumed improvement profile
	Some of the percentages are decimal fractions and some are multiplied by 100

	B2.2 Line 22
	Overall compounded assumed improvement profile
	Some of the percentages are decimal fractions and some are multiplied by 100

	B2.2 Line 27
	Overall compounded assumed improvement profile
	Some of the percentages are decimal fractions and some are multiplied by 100

	B2.2 Line 30
	Overall compounded assumed improvement profile
	Some of the percentages are decimal fractions and some are multiplied by 100

	B2.3 Line 9
	Overall compounded assumed improvement profile (enhancements)
	Some of the percentages are decimal fractions and some are multiplied by 100

	B2.3 Line 13
	Overall compounded assumed improvement profile (capital maintenance infra)
	Some of the percentages are decimal fractions and some are multiplied by 100

	B2.3 Line 17
	Overall compounded assumed improvement profile (capital maintenance non-infra)
	Some of the percentages are decimal fractions and some are multiplied by 100

	B2.3 Line 22
	Overall compounded assumed improvement profile (capital enhancement infra)
	Some of the percentages are decimal fractions and some are multiplied by 100

	B2.3 Line 27
	Overall assumed improvement profile (capital enhancement non-infra)
	Some of the percentages are decimal fractions and some are multiplied by 100
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Section B – Chapter B3: Maintaining service and serviceability


Line Specific Comments

	Line ref.
	Line description
	Comment

	B3.2 Line 1
	DG Properties at risk of flooding (2 in 10)
	Colour coded as copied cell but listed as input

	B3.2 Line 2
	DG Properties at risk of flooding (1 in 10)
	Colour coded as copied cell but listed as input

	B3.3 & B3.4

Line 2
	Net adjustments to actuals
	1) Should the pensions deficit be included in this line? 
2) If severance costs/cost of change are treated as exceptional in 2007/08, should future estimates of these costs be separately accounted for, e.g. under line 4?

	B3.3 & B3.4 Block C
	Adjustments to post 2010 projections
	The tables only allow for adjustments under enhancement expenditure if they fall into the quality category, this does not allow for adjustments due to supply / demand or enhanced service

	Block B on:

B3.5

B3.6

B3.7

B3.8
	
	There is no reason why we can’t use 7 year averages for the DBP and FBP. 2007/08 actuals will have been reported in the June Return.

	B3.6 Line 4
	Capital investment in pumping stations
	The definition refers to water treatment works rather than pumping stations
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Section B – Chapter B5: Maintaining the supply / demand balance


General

· The guidance states for optional metering costs: ‘Operating costs in the sewerage service are expected to comprise only the extra costs associated with a measured a/c’ – why is this only included for sewerage and not water? How should costs be split between water & sewerage?

· The commentary states that we should report capex & opex ‘net of savings in base opex’. Why is the treatment of savings different to those relating to the quality programme?


Line Specific Comments

	Line ref.
	Line description
	Comment

	B5.2 
	N/A
	Why does table 5.2 include 2006/07 costs? (table 5.5 does not)

	B5.2 
	N/A
	The definition states that enhancing security of supply spend should appear in table B5.2, lines 31, 34 or 37 – should this read lines 37, 39 or 41?

	B5.2 Line 13
	Capex growth excluding demand management – water (non-infrastructure)
	The definition refers to new development being on line 15, but new development is on line 16

	B5.2 Line 33
	Opex sustainability reductions attracting compensation
	The definition states that costs for operating meters should be included under B5.2 line 33 ‘Opex New Development’ – should this be line 30?


5
Section B – Chapter B6: Consumer service strategy and changes in service


General

· The guidance states that ‘Where the company is proposing deterioration in service it should set out an explanation of the reasons for this change in service as well as a clear explanation of the savings that will result from the deterioration and the associated changes to outputs. This must be cross-referenced to the relevant parts of the Business Plan to explain where and how the savings have been taken in to account.’ Where would these savings be expected to be shown as there is no specific line for this under base operating costs on tables 3.3 and 3.4?

· The commentary refers to ‘knock on’ impacts from quality & capital maintenance schemes. Clarification is required as to whether any of the costs should be attributable to enhanced service in these circumstances.


Line Specific Comments

	Line ref.
	Line description
	Comment

	B6.3 and B6.4
	N/A
	The definition states that ‘where tables 6.3 and 6.4 contain exp. relating to more than one proposed improvement/enhancement, a breakdown of the annual pre-efficiency exp. should be provided in the text for each proposal (i.e. lines 8, 12, & 16 for each proposal)’ – should this read lines 7, 10 & 13?
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Section B – Chapter B7: Financial projections


Line Specific Comments

	Line ref.
	Line description
	Comment

	B7.1 Line 5
	% of household RV charge
	1) The definition, as expressed, would always equal 100%? Is the purpose of this line to capture meter optants' RV as a % of average RV?

2) There does not appear to be anywhere in the DBP to capture the consumption characteristics of customers switching to meters. Surely this is required for the tariff basket model; if so, would it not be sensible to capture the relevant input in this table? Or will the TBM derive this from information elsewhere in the DBP?

	B7.1 Line 17
	Pre-tax return on regulatory capital value
	Cell needs to be coloured coding pink if it originates from the financial model

	B7.1 Line 18
	Post-tax return on regulatory capital value
	Cell needs to be coloured coding pink if it originates from the financial model

	B7.3 Line 4
	Grants and contributions (excluding IRE)
	Calculation says sum of B5.2 lines 25 to 29 plus B3.6 line 15 all multiplied by -1. should this be B5.2 lines 23 to 39

	B7.3 Line 6
	Infrastructure renewals expenditure
	The section is titled ‘gross’ but this line links to net IRE

	B7.3 Line 7
	MNI – base service provision
	The section is titled ‘gross’ but this line links to net MNI

	B7.3 Line 8
	Infrastructure enhancement expenditure
	Calculation includes B5.2 line 42 but this is opex. The calculation also excludes enhanced security of supply

	B7.3 Line 9
	Non-infrastructure enhancement expenditure
	Calculation includes B5.2 line 24 but this is grants, also the calculation includes B5.2 line 44 but B5.2 does not have that many lines

	B7.3 Line 25
	Total current cost depreciation charge
	Calculation includes lines from B7.5 which is a water table (B7.3 is sewerage)

	B7.3 Line 26
	Base service provision on assets existing at 31/3/08
	Colour coding is pink but the rule says input

	B7.3 Line 30
	Enhancements - new investment since 31/3/08
	Colour coding is pink but the rule says input

	B7.5 Line 6
	Infrastructure renewals expenditure
	The section is titled ‘gross’ but this line links to net IRE

	B7.5 Line 7
	MNI – base service provision
	The section is titled ‘gross’ but this line links to net MNI

	B7.5 Line 8
	Infrastructure enhancement expenditure
	The calculation excludes enhanced supply demand balance

	B7.5 Line 26
	Base service provision on assets existing at 31/3/08
	Colour coding is pink but the rule says input

	B7.5 Line 30
	Enhancements - new investment since 31/3/08

	Colour coding is pink but the rule says input

	B7.8 Line 2
	Total new grants and contributions- enhancement
	Calculation says B5.2 lines 25 to 29 – should this be lines 23 to 26

	B7.8 Line 22
	New grants and contributions – infrastructure
	Colour coded as a calculation but says should be an input

	B7.9 Line 7
	Structures, other estimated – asset life
	Colour coded as an input but listed as a copied cell – should this be an input?

	B7.9 Line 25
	Structures, offices and laboratories – asset life
	Colour coded as an input but listed as a copied cell – should this be an input?

	B7.9 Line 28
	Other tangible assets, telemetry systems – asset life
	Colour coded as an input but listed as a copied cell – should this be an input?

	B7.10 Line 3
	Difference between CCD and MNI expenditure
	Calculation is inconsistent with the guidance text, where the difference in the RCV is what is important - column E less column C of the table (ie MNI less CCD rather than CCD less MNI). Should a CCD charge that is too high in NPV terms come out as a positive or a negative figure in line 19?
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Section B – Chapter B9: Overlap programme


Line Specific Comments
	Line ref.
	Line description
	Comment

	B9.2 Line 15
	Grants and contributions – overlap programme
	Colour coded as a calculation but says should be an input
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Section C – Chapter C3: Asset inventory


Telemetry


The definition for telemetry for tables C3.1and C3.3 is:


'The percentage of the undertaker’s operational sites covered by telemetry systems. Also to be input in this line are the number of telemetry outstations installed at operational sites.'


Could Ofwat please clarify what is defined as an operational site? 


Is it telemetry related to:

· a whole site that may include several works;

· a works; or

· an individual processes


We are currently using telemetry to measure pressure at different points on the network. We are assuming that these are not at a works. Are these points defined as sites?

Sewage Treatment works – is there a reason why the size bands in the June Return and Asset Inventory are different?

There are 6 size bands for the June return and 5 for the periodic review. It would make things easier and more consistent if the periodic review bandings were the same as the June return.

See below;

June Return Sewage Treatment Works Size Bands

Small works
· size band 1
<= 15kg BOD5/day

(population equivalent: 0 - 250)

· size band 2
>15 but <= 30kg BOD5/day
(population equivalent: 250 - 500)

· size band 3
>30 but <= 120kg BOD5/day
(population equivalent: 500 – 2,000)

· size band 4
>120 but <= 600kg BOD5/day
(population equivalent: 2,000 –10,000)

· size band 5
>600 but <= 1500kg BOD5/day
(population equivalent: 10,000 – 25,000)

Large works
· size band 6
> 1500kg BOD5/day.

PR09 Sewage Treatment Works Size Bands

· size band 1
<= 15kg BOD5/day



· size band 2
>15.1-120kg BOD5/day


· size band 3
>120.1- 600kg BOD5/day


· size band 4
>600.1-  6000kg BOD5/day


· size band 5
>6000kg BOD5/day


Econometric return is the same as June Return;

	1                        (<= 15kg BOD5/day)
	2                      (>15 <= 30 kg BOD5/day)
	3                     (>30 <= 120 kg BOD5/day)
	4                     (>120 <= 600 kg BOD5/day)
	5                     (>600 <= 1500 kg BOD5/day)
	6                     (> 1500 kg BOD5/day)


Service Reservoirs – is there a need to have separate water storage categories for Service reservoirs and water towers?

Within SVT there is no distinction between service reservoirs and water towers, both sets of assets fall into the service reservoir category Distribution Water Storage.

It makes more sense for SVT to report all water storage assets in one category.

Other Stock Queries 

Inlet SPS at STW

Do OFWAT want to know number of these i.e. should they be included in the asset stock lists in the C3 tables  If these are included what category should they come under?

Proposed category: Preliminary Treatment Works 

Power generation

Should these assets be included in the asset inventory as unit counts, if so which category do they come under?

Flooding Prevention Property

Should these be included in the asset inventory (unit counts), if so which category do they come under?

River Gauging Stations

Please confirm that these do not need to be included in the asset inventory.

Sludge Treatment Facilities

If a treatment works has more than one type of final disposal how do we account for this in the Asset Inventory? Do we count the sludge treatment plant more than once?

Dams and Impounding Reservoirs

If there is no yield from a dam how do we band it?

Sewer Structures – Condition Grading 

The guidelines refer to Table 2 to be used for guidance on condition grading of sewers, other sewer structures and sea outfalls. Sewer structures such as CSO's are in the majority best represented by Table 3 rather than Table 2 based on the type of structures they are. We propose to use Table 2 as the basis for our assessment of condition grades for this asset type.
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Section C – Chapter C5: Supplementary information on proposed work programmes and expenditure projections – the PR09 projects database


Line Specific Comments
	Line ref.
	Line description
	Comment

	Reconciliation with the database
	N/A
	The commentary states that for water & sewerage services, totals in the database should reconcile with:

· B6.3 lines 8 & 12 – should these be 7 & 10?

· B5.2 lines 30 & 33 – why this is included under the ‘Enhanced Services’ section of the commentary

· B6.4 lines 8 and 12 – should these be 7 & 10?

· B5.2 lines 10 & 17 - should these be 11 & 21?

· B5.5 lines 8 & 13 – should these be 14 & 25?

· B4.3 lines 8 & 18 – should these be 6 & 16?

· B4.4 lines 7 & 15 – should these be 5 & 12?


10
Section C – Chapter C7: Tariffs and revenue forecast supporting information


The base year for table C7.1 is 2006/07; this is at odds with the other tables. Should the base year be 2007/08?
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