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 Periodic Review 2009 | Striking the right balance

Annexe 1

Ofwat: Information requirements for PR09 – consultation

Yorkshire Water’s response

	Ofwat Ref.  No.
	Response

To ease the process we have highlighted topics which we believe require attention before final guidance is issued in March 2008.



	Part A

Table A10
	Ofwat should set out the manner in which the outputs of this table will be assessed and applied as part of the determination of company investment programmes.

	B2
	The process and tables described within section B2 of the approach assess the opex out-performance for each company, however the “Opex incentive multiplier” (as discussed in PR09/04) is not factored into the approach and calculations. Ofwat should ensure that the “Opex incentive multiplier” is included and visible within the final information requirements when issued.


	B2.1
	Across the information requirements, we have identified that there are discrepancies across the modules which result in an inconsistent review of Company’s operating costs, investment programme and asset base. This is particularly evident between Capital Maintenance, CM Econometric modelling, Asset Inventory and Operating expenditure where four different time periods are being assessed. 

Capital Maintenance econometric models 2002/3 to 2007/8

Capital maintenance historic review 2001/2 to 2007/8

Asset Inventory 2000-2005

Operating Expenditure 2004/5 to 2009/10

Ofwat should review the overall structure of the information requirements to ensure that assessments of each component have aligned timeframes and are appropriate. Any differences should be explained and be logical.


	B3
Tables B3.1 & B3.2
	New serviceability measures are proposed for inclusion. These will require new data collection processes and procedures and ,as such, the understanding and application will be new to all parties. Yorkshire Water would not see these as primary serviceability measures upon which investment decisions would be made at this time, we would see these as secondary measures to support business cases.
Ofwat should clarify the manner in which these measures will be reviewed and applied as part of the price setting mechanism.

	Tables B3.5 to B3.8
	Within the information requirements there is an increased level of reporting at asset group level, with expenditure projections provided for each asset group over the AMP5 period. We recognise that this will improve Ofwat’s understanding by asset group and will lead to a more meaningful decision making process.
Ofwat should recognise that the projected investment by asset group will vary during the delivery of the AMP5 programme, Companies will need to adjust and reprioritise investment across asset groups in order to maintain a serviceable asset base. As such, we do not believe that these same categories are appropriate for inclusion within the June Return reporting process.
The asset groups are appropriate but may not be comprehensive enough to cover the full extent of the investment programme, Ofwat should include the ability for companies to include up to three additional lines on each table to include additional asset groups which fully represent the extent of the investment programme.
Historic assessment of capital maintenance expenditure is based upon averages of 2001-2 to 2007-8, six and seven year averages. (see B2.1 comments). Within the PR04 submissions these were assessed upon a 10 year average, Ofwat should explain the reasons for any change.


	Tables B4.1 and B4.3
	B4.1 Lines 10/11/12 and B4.3 line 13
“Lead replacement” descriptions should be renamed “Lead Rehabilitation”. This will allow for flexibility and innovation within the delivery phase. Lead replacement may not be the only available technology; Ofwat reporting should not prejudge and define the solution.

	Table B4.2
	Net power from sludge
Within all the quality solutions proposed, Net power from sludge is the only component where Net power is assessed. Why is this done in isolation and how will this data be used.

Ofwat should review the reporting requirements for power across the quality programme and align reporting. Ofwat should explain how this data will be used within the price setting mechanism.

	Tables B4.3 and B4.4
	SEMD and resilience requirements are only assessed on clean water tables. Similar programmes of work will be required on waste water assets. The SEMD and resilience lines should be mirrored on Tables B4.4 to allow equivalent waster water investment to be recorded and recognised within investment programmes.

	Tables B4.3 and B4.4
	Ofwat has removed overlaps between the quality and base maintenance programmes from these tables. These do not appear in any other table.
Ofwat should consider how base and quality overlaps are recorded and understood to prevent the under/over allocation of investment between these programmes.

	Tables B6.1 to B6.4
	Only three areas of service enhancement are shown per water/sewerage service. The ICS system should be designed for at least six lines per service area or allow companies to add additional lines as appropriate.

	Tables B7.13-&.14
	These tables are new to the periodic review process. There is a significant amount of activity required to complete these tables and we are unclear about the benefits. 
Within the information requirements there is no guidance for these tables, line definitions or reporters guidance. Ofwat should release guidance for these tables.

Ofwat should clarify the purpose of these tables and explain how this data will be used within the price setting mechanism. Companies can then consider the benefits of this data compared to the cost of collection. 

	B9
	The information requirements proposed only recognise the overlap programme between AMP5 and AMP6. There is no mechanism to reflect the needs of an overlap programme between AMP4 and AMP5. If companies are truly to take ownership of their business plans it is important that companies have formal mechanisms for recognising legitimate overlaps between these two AMP periods. The company have identified a number of circumstances where overlap between AMP4 and AMP5 is required, these are where there is either a statutory compliance date, strong customer willingness to pay and/or a need to retain skilled resources to maintain cost effective delivery. 

There are significant examples of where an overlap between these programmes is necessary (eg. Bathing Waters or Raw Water Deterioration). The completion of the Section 19 Distribution renovation programme in April 2009, also forms a significant resource issue for the Company where skilled resources are released in 2009 and then required to support large maintenance and enhancement programmes from April 2010. Companies require the Regulatory flexibility to manage such programmes of work to ensure that skilled and efficient workforces continue to deliver cost beneficial solutions for customers.

Ofwat should amend the guidance in section B9 of the information requirements to allow companies to place justified overlap programmes between AMP4 and 5.

	C2 Cost base
	There has been a very substantial increase in the cost base reporting requirements. 

	C3
	See comments on section B2

Capital Maintenance econometric 2002/3 to 2007/8

Capital maintenance historic review 2001/2 to 2007/8

Asset Inventory 2000-2005

Operating Expenditure 2004/5 to 2009/10

Ofwat should review the overall structure of the information requirements to ensure that assessments of each component have aligned timeframes and are appropriate. Any differences should be explained and be logical.


	C5 
	PR09 projects database
The Company has no visibility of the projects database at this time. It is important that this is designed to enable PR09 projects to be uploaded without the need for manual entry. 

The projects database also includes a scorecard assessment for each project based upon the Faithful and Gould approach. The company expressed it’s concerns with this approach within our response to Ofwat’s “Framework and Approach”. 

We agree with Ofwat that there is an appropriate need to assess the cost accuracy of business plan submissions. However, we believe that the cost associated with completing the scorecard approach are far greater than the benefits that can be achieved through it’s application. To quantify the scale of this impact, we are currently examining 77,000 potential projects which are greater than £250K in value and could potentially be included within the projects database. If each scheme were individually assessed for just 15 minutes, this would require around 513 man weeks to assess the schemes at an additional cost of around £1M to the costs associated with the preparation of the business plan submission. This is obviously very expensive and would be impractical for application within the remaining timescale.

More appropriate methodologies could be applied from a top down process which would provide a level of confidence in business plan submissions, these should be discussed and agreed prior to application.

Overall, we believe the scorecard approach is inappropriate to assess the accuracy of costings within the Project Database, and as such, should either be removed or amended prior to the final implementation of the Information requirements. 

Ofwat should review the scorecard mechanism and give due consideration to the benefits and value of it’s application. Ofwat should make clear how information gathered for the capital scorecards would be used, and any assumptions that may be made in assessing this information within the determination of the scale, scope and extent of the capital programme

	C7
	Tarriff and revenue forecasts

Further clarity is required to understand the mechanisms and assumptions used within the Revenue Correction Mechanism process. We believe that the statement “We are unlikely to correct for Revenue at PR14 for customers who are outside the Tarriff basket.” does not align with the intent of the Revenue Correction Mechanism, and as such, should be removed. The statement reduces the symmetry of the Revenue Correction Mechanism by excluding the customers who are outside the Tarriff Basket, and as a result, alters the risk profile for the business.

Clear guidance is also sought around the robust application of the Efficient Billing Factor to be used in the Revenue Correction Mechanism. 



	C8
	Ofwat should make clear how information gathered in the Cost benefit tables will be applied within the decision making process.

	C9
	In order to efficiently deliver a robust Draft Business Plan submission it will be necessary to simulate the Aquarious model and determine key factors and sensitivities which impact upon our business plan. Under the new software development for the Reservoir system the Information Capture System (ICS) and Aquarious models will be connected and will pass data between them to reduce the data input requirements. 

It is important that early sight of this process be made available to Companies (by end of April 08) to ensure that the software process does not impede the business process for delivery of the Draft Business plan. 

In particular, we require that the Aquarious model can be run independently of the ICS data completion. This will allow early simulations of the financial model (with Company assumptions) until the ICS is fully populated and audited. 

The software provided by Ofwat should be flexible and allow companies to undertake independent simulations of the Aquarious model without completed datasets within the ICS.
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