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Board’s Overview (with Tables A, C and D)

These are the comments by the Reporter on the Board’s Overview Section of
DVW’s June Return 2006, which has been reviewed in terms of JRRR&DM.

A copy of the Board’s Overview was received from DVW on 12 June 2006.

We sought explanations for statements in the Overview which were not
already clearly demonstrated by data which had been reviewed as part of the
main body of the Company’s June Return, especially any quantitative data
included in the Overview text.  Satisfactory explanations were received.

The text of DVW’s Board’s Overview addresses the general improvements in
levels of service, health and safety, the financial performance measures,
asset maintenance and renewals, opex and capex efficiencies and the
Company’s attitude to competition, all in accordance with the JRRR&DM
requirements.

Chapter 1 – Key Outputs and Service Delivery – Table A
The Company reports generally ‘good’ or ‘acceptable’ service levels against
almost all of the DG indicators.  Despite considerable business focus, and the
resulting catch-up with the rest of the industry over recent years, DG2 is still
below average.  The Company has achieved the leakage target for the
reporting year and awaits feedback from Ofwat following submission of an
updated ELL submission in 2005.  In addition, DVW’s quality enhancement
programmes – studies – have progressed as far as they can notwithstanding
further definitions required from the EA to scope the work for the Habitats
Directive.

Notwithstanding the above, the Reporter would echo DVW’s assertion that
they have managed to sustain or improve its service provision over JR06 –
against a backdrop of improving service provision within the industry as a
whole.
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DG2 - Water Pressure

Table 2, Lines 3
and 4 (from JR06)

1997-98 2000-01 2001-02 2002-03 2003-04 2004-05 2005-06

Properties below
reference
level at the end of
the year

728
(0.65 %)

871
(0.76 %)

836
(0.72 %)

164
(0.14%)

116
(0.10%)

116
(0.10%)

93
(0.08 %)

Properties receiving
low pressure but
excluded from DG2

3,160
(2.8 %)

10,370
(9 %)

16,565
(14.4 %)

5,956
(5.1%)

4,877
(4.13%)

5,124
(4.34%)

7,085
(5.96%)

The number of properties below the DG2 reference level has been reduced to
0.08% of the properties connected.  This is categorised as ‘below average’
based on Ofwat’s 2004-05 comparative performance levels (2004/05 industry
‘average’ equals ±50% of the industry mean which was reported as 0.03%).

There is a small reported increase in the number of properties reported as
excluded from DG2.  Issues associated with the application of the process
dealing with the exclusion of abnormal demands were noted by the Reporter
during the audit.  DVW has reminded its personnel of the requirement of the
process.

It is noted that the properties at risk of low pressure at JR06 (93) is lower than
that set out in DVW’s Final Business Plan for PR04 (164).

DG3 - Interruptions to Supply

Table 2, Lines 6, 7
and 8 (from JR06)

1997-98 2000-01 2001-02 2002-03 2003-04 2004-05 2005-06

Aggregated score
for unplanned
interruptions to
supply > 6 hours

0.46 0.89 0.25 0.21 0.37 0.21 0.12

The Reporter can confirm that mains burst rates have risen slightly throughout
the Company’s supply area through JR06.

In the context of Ofwat’s DG3 the aggregated number of properties affected
by unplanned interruptions (burst mains) of greater than 6 hours has shown a
marked improvement from last year’s figure – and is better than performance
over recent years 2001-05.  This improvement has been influenced by DVW’s
focus on increasing the number of repairs in less than 6 hours.  The
performance is ‘good’, based upon Ofwat’s 2005 comparative performance
levels (2004/05 industry average score equals 0.43 – and is even better than
the unskewed industry average of 0.32 after the removal of the significant
event in the Northumbrian Water area).

The number of planned and warned interruptions has shown a significant
decrease (for all time bands more than halved or removed completely).
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DG4 – Restrictions on Use of Water
No water restrictions were imposed during 2005/06.

DG6 - Speed of Response to Billing Contacts

Table 4, Lines 2
and 3 (since JR06)

1997-98 2000-01 2001-02 2002-03 2003-04 2004-05 2005-06

% dealt with within 5
working days

99.1 % 100 % 100 % 100% 100% 100% 100 %

% dealt with in more
than 5, less than 10
days

0.6 % 0 % 0 % 0% 0% 0% 0 %

Note 1: Prior to JR01 data was reported as ‘% dealt with in 2 days or less’ and ‘% dealt with in
more than 2, less than 5 days’.  These two figures are now reported in one line as ‘% dealt
with in 5 days or less.  These two figures have been summated for reporting purposes here.

The total number of billing contacts (93.305) has increased by approximately
29% since last year (72,261), primarily as a result of the move by DVW to bill
council tenants of Wrexham County Borough Council directly for the first time.

Notwithstanding this significant increase the Company’s improving
performance has been maintained, above the Industry standard for the
number of billing contacts answered within 5 days.  The Company is
indicating 100% for the eighth consecutive year which corresponds to the
highest (“good”) level of service set out by Ofwat.

The Reporter has noted also improvements in the accuracy of the data
captured within DVW’s management systems.

DG7 - Response to Written Complaints
The total number of written complaints has increased this year, when
compared with last years reported figure (195 in JR05, 246 in JR06). Key
areas of concern covered by these letters relate to charging and meters.

Table 5, Lines 6
and 71

1997-98 2000-01 2001-02 2002-03 2003-04 2004-05 2005-06

% dealt with within
10 working days

100 % 100 % 99.5 % 100 % 100 % 100 % 100 %

Note 1: Prior to JR01 data was reported as ‘% dealt with in 2 days or less’ and ‘% dealt with in
more than 2, less than 5 days’. These two figures are now reported in one line as ‘% dealt
with in 5 days or less. Since JR06 there is no sub-division of between 5 to 10 days. These two
figures have been summated for reporting purposes here.

With improvements in DVW’s processes their performance has also improved
for response within five days.

Every written complaint was dealt with within 10 working days (i.e. 100 %).
This performance is “good”, based on Ofwat’s 2005 comparative performance
levels (2004/05 industry average equals 99.7% complaints answered within
10 days).  The general improvement in performance noted above aligns well



Dee Valley Water plc June Return 2006
Board’s Overview

DVW 4 of 12 26 September 2006, v1

with the feedback gained by the Company from on-going improvements noted
by Watervoice Wales’ Audit Reports undertaken through 2004, 2005 and
2006.

DG8 - Bills based on Meter Readings

Table 5, Line 9
(since JR06)

1997-98 2000-01 2001-02 2002-03 2003-04 2004-05 2005-06

No. of actual
readings (taken by
the Company or the
customer)

19,868
(99.8 %)

30,374
(99.3 %)

33,120
(99.5 %)

35,853
(99.96%)

39,382
(99.97%)

42,887
(99.99%)

46,658
(99.98%)

Percent of metered
accounts in the
indicator

83 % 83 % 84 % 82% 82% 84% 83 %

The percentage of accounts in the indicator read by the Company or the
customer at least once a year has been reduced very slightly to 99.98 %.

The number of metered accounts has continued to rise, showing an 8.8%
increase over the year indicating the impact of meter optants and also a
number of new properties in the area.

The Company’s performance is “good” based upon Ofwat’s 2005 performance
level and above the average for the industry (2004/05 industry average equals
99.8% of actual readings). (In order to achieve “good” the criterion is >99.5%
company or customer reads and <0.15% unread by the company for two
years.  DVW’s comparative figures are 99.98% and 0.00%).

The number of estimated bills has been ‘steady’ this year (6 estimated bills,
0.01% of metered accounts in JR05 vs. 10 estimated bills, 0.02% of metered
accounts in JR06). The Reporter believes that this level of performance is
unlikely to be bettered without a disproportionate allocation of the Company’s
finite resources, against a limited return on the investment.

DG9 - Telephone Contacts

Table 5, Lines 13
and 43

1997-98 2000-01 2001-2002 2002-03 2003-04 2004-05 2005-06

Total number of
calls received

40,939 65,912 71,213 75,556 72,556 80,708 97,169

There has been an increase (20%) in the number of calls received compared
to last year (80,708 in JR05, vs. 97,169 in JR06).

The number of calls abandoned as a %age of the total received has been
sustained at 1.2% at JR06.
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Water Quality Obligations
None.

The Reporter has confirmed that the optimisation stage for plumbosolvency
treatment installed at three works (Llywn Onn, Boughton and Plemstall) in
2002/03, in accordance with the Statement of Intent agreed with DWI for the
new lead standards, is still in progress.  However, as noted in the Reporter’s
Commentary to DVW’s Table 9 the Reporter was given sight of an email from
Ofwat dated 11 May 2006 which confirmed that since this is a continuing
obligation from AMP3 it was not to be reported in that table.

The Reporter can confirm that DVW is progressing, as set out in its Board
Overview, the studies included as agreed outputs under the quality
enhancement heading.

Supply/Demand Programme
The Company has delivered more work with respect to its key thrusts to
manage Supply/Demand balance: provision of infrastructure for new
developments and installation of optional meters.

Meter Optants
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As it stands DVW’s current Water Resources Plan indicates that the security
of supply position remains adequate.
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Growth in Planning and Regulation Team
DVW has now established its Planning and Regulation Team and the
Reporter can confirm that the Company has instigated a number of re-
assignments of responsibility aimed at ensuring better co-ordination of data
and information throughout the business.  In addition, a number of key
projects are being scoped that will help the Company refine its key
assumptions underpinning the Supply/Demand balance.

Capital Maintenance Outputs
The Company’s one major defined capital maintenance scheme is the
refurbishment of Boughton treatment works.  Delays were incurred as the
scheme was not included as a defined Early Start project.  This has resulted
in a programme that is substantially unchanged notwithstanding the delayed
commencement, and consequential, completion date.

The Reporter is satisfied that DVW is making good progress against its
commitment to renew mains to maintain serviceability as measured by mains
bursts, supply interruptions and discolouration incidents – as judged by
generally lower levels of incidents as compared to recent years.  The Reporter
has reviewed the evolving methodology adopted by the Company with respect
to improving the targeting of this investment.  The Reporter concurs with the
Company’s view that the effectiveness of this strategy needs to be evaluated
over several years.

Health and Safety
The Company has submitted a summary of its health and safety performance
over JR06.  The Company has sought to comply with the guidance issued
with the JRRR&DM.

The Reporter can confirm the delivery of the two main initiatives: training of
managers and improved management of confined spaces entry.

It can be seen that in JR06 there has been a slight increase in the number of
reported accidents, along with reportable accidents, and the consequential
number of total days lost (reportable accidents).
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Accident Statistics - DVW
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From the data available the Reporter concurs with DVW’s focus on slips/trips
and contact with electricity during JR07.

It is the Reporter’s belief that the management team at DVW is in full support
of the principles set out in Water UK’s “Water Ahead” occupational health
initiative and the targets set in Water UK’s Clearwater 2010 programme.

Reliability of Regulatory Information
With reference to MD209 – Reliability of Regulatory Information: “We also
expect high standards of corporate governance, including rigorous systems of
internal control that apply throughout the organisation.  These systems should
be routinely audited.”

In the Reporter’s opinion, at this time, little of the JR submission is subject to
such corporate governance.  With reference to the June Return Start-Up
Meeting, 7 April 2006:

“A general discussion was held relating to the evolution of processes within DVW to

formalise the capture of relevant data and its transformation into information

underpinning the Company’s JR submission.  It was noted by DVW that they do not

yet apply a formal QA process to the June Return submission – especially focused on

the quality and reliability of the data gathered by parties within the business

throughout the year.  At this time the Company is reliant upon the annual audits

undertaken by the Financial Auditor and the Reporter.  To accommodate any

uncertainty that this environment brings DVW utilise OFWAT’s confidence grades as

a means to reflect the current situation.

It was noted that the Company has started to make improvements in its internal

processes, etc, with the adoption of a formal Issues Register which is maintained by

the Company to address identified shortcomings.  It was noted that this is an

evolutionary register of issues, as progress on a specific elements was often giving

rise to new issues.  This is seen as being a positive demonstration of the Company’s

commitment in this area.
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All parties agreed that DVW’s adoption of a formalised programme of tasks

underpinning the preparation of the JR is a positive step and one which should ensure

that audit activities are undertaken when the Company has been able to prepare the

submission materials and verify its appropriateness before audits are undertaken.

This should offer efficiencies to all involved.”

The Reporter believes that the growth in DVW’s Planning and Regulation
team will facilitate the effective review and refinement of business processes
associated with the compilation of the June Return.

The following elements have been seen by the Reporter to be positive steps
undertaken by the Company since JR05:

1. Adoption of ‘Process Area’ approach to the preparation of JR
submission recognising the need for common data across individual
Tables.  These Process Areas define the tasks and responsibilities
for the routine management of data, and logs all areas for
improvement.  This approach has been adopted for the whole of the
submission – excluding Financial Tables.  Principle seen to be of
value.  Mitigated by changes to June Return Reporting Guidance at
the start of AMP4.  The major shortcoming is that little / no audit
schedules are included as part of the ‘Process Area’ elements.  The
Reporter notes with interest that the Company discusses the
implementation of quality assurance procedures – and will be keen
to review progress on this at JR07.

2. An Issues Register was adopted post JR05 and the Reporter can
confirm evidence of its on-going maintenance – which is great to
see.  The Reporter believes that this will be sustained going
forward.

The Reporter would also concur with the Company when it discusses the role
of Confidence Grades supporting the provision of June Return data.  The
Reporter would agree that DVW does not seek to overstate generally the
reliability of the data – in only one area does the Reporter disagree with the
Company as to the Confidence Grade assigned.

Chapter 2 – Expenditure and Financial Performance Measures – Table C
The statements made by DVW are consistent with the data tabulated
elsewhere in the Company’s Return.

The most significant increase in costs in the year was power costs, which
increased by 41.2% compared to JR05.

The Company states that its capital programme remained broadly in line with
the DVW’s AMP4 strategy, notwithstanding the material impact of delays in
the start of Boughton treatment works upgrade – exacerbated by the non-
inclusion of the scheme in Ofwat’s Early Start programme.  The Reporter’s
observations during the audit would confirm that this is the position. The
project underspend of £5.6m in JR06 is a fair record.  The Reporter believes
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DVW’s programme is basically on schedule, not withstanding the delay in
start and consequential end date.

This year the Company does give an explanation regarding dividend policy.

Company Expenditure
The Reporter’s audit team carried out an audit of expenditure by category and
purpose in Tables 21, 32, 33, 34, 35, 35a and 35b and was generally satisfied
that DVW had reported expenditure in accordance with the reporting
requirements.

There is some concern that some of the allocation is manual and continues to
show some signs of inconsistency – though improved at JR06. However,
DVW have reported that they are improving their TABS accounting system
and this may well improve consistency.

Table 35a shows Total Gross Capex spend as 46% below the Determination.

There has been some closure with respect to the concerns raised at JR05
that wide variations in spend were apparent, especially from the determination
figures for Maintenance Non Infrastructure, Capex Q and Infrastructure
Renewals.

Chapter 3 – Key Supporting Information – Table D
The statements provided by DVW are consistent with those presented
elsewhere in the Company’s June Return.

The Reporter confirms that the approach set out by DVW in its AMP4 plan, to
maintain the serviceability of its assets, has been implemented.  The Reporter
concurs with the Company that it is too soon to assess the effectiveness of
the approach at this early stage of the AMP.  Notwithstanding the above the
Reporter is happy with the Company’s supporting Commentary for this table –
with the exception to the reference to the “well-advanced” Boughton treatment
works.  As noted in Table C this project’s start has been delayed and, with
limited scope to reduce the overall project duration, the end date has been
pushed back to later in the AMP4 period than originally planned.

With respect to Quality Enhancements the Reporter notes that the Company
is still awaiting confirmation of scope of work associated with studies to be
carried out associated with the Habitats Directive.  It is hoped that the EA will
be able to provide the necessary guidance soon.

As noted by DVW the current Water Resource Plan shows that there are no
current problems with the water resource position.  No water use restrictions
have been sought / imposed by the Company.

Having reviewed DVW’s data the Reporter is satisfied that the Company has
met Ofwat’s mandatory leakage target for JR06.  In December 2005 the
Company submitted to Ofwat its updated ELL.  A response from Ofwat is now
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awaited.  The Reporter can confirm that the number of free meter optants has
again exceeded that included in the FD04.

The percentage of revenue outstanding for customers with debts of less than
48 months is correctly stated in Table D as 11.15%.

In the Reporting Guidance companies are asked to describe their policy and
practice towards attaining sustainable procurement.  DVW have this year
made reference to the following statement:

In terms of policy and practice towards attaining sustainable
procurement, the Company already complies with most of the
recommendations of British Water’s Guide to Sustainable
Procurement.  The Company is not currently making any move towards
signing up to the Confederation of Construction’s Clients’ Charter.

Chapter 4 – Efficiencies
The Company correctly states its position with respect to performance in
managing capital and operational expenditure.

The Company correctly states the upward pressure that increased power
costs have imposed on the business.

The move undertaken in 2003 to bring Dee Valley Group’s contracting arm
into the core business is still seen as offering efficiency savings.  Reference is
made in several Table submissions to material cost / business efficiencies –
such as those presented in Table 1 – which reinforce the relevance of the
organisational change.

Chapter 5 – Competition
The Reporter can confirm that from his knowledge no proactive moves of a
competitive nature have been made by DVW.

The Reporter has also been made aware of the significant additional calls on
resources generated by the implementation of water supply licensing and
increased activity on self-lay.

It is the Reporter’s opinion that DVW have not sought to deliberately delay /
obstruct potential licensees / self lay organisations.  In the mind of the
Reporter the Company has been, quite correctly, seeking to gain a common
understanding between all stakeholders (Company, Ofwat, licensees, SLOs,
etc) for the long-term successful adoption of the processes for the protection
and benefit of the customers.

Audit of Tables A, C and D
We reviewed Tables A, C and D to ensure that the data was consistent with
the line definitions.  In most cases, the data is copied, calculated or
downloaded.  In the case of the five lines where data is required to be directly
input into these Tables (A10-15, A21-27, D30), explanations for the entries
were sought and received.
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We concluded that, in our opinion:

i) The processes established by DVW to draft and finalise its Board
Overview appears to have been followed.  While we were not involved in
the comment and debate over drafts of the Board Overview, we
observed that these processes were taking place prior to its finalisation.

ii) The Reporter notes that continued material improvements have been
implemented by DVW in the management of the JR06 process and in
the on-going establishment of improved tools / guidance notes
supporting the production of input data.  The Reporter notes that with the
mobilisation of new resources, as established in the Company’s PR04
Business Plan, provides the foundations for material progress through
JR07 for the Company to further improve the process for subsequent JR
Returns.

iii) The DVW Board Overview is consistent with data drawn from the June
Return Tables and the Quality Regulator’s report.

iv) There has been excellent co-operation between DVW and its Reporter /
Auditor, with information generally being made available ahead of
deadlines and access to personnel and data systems, to enable the
reporting work to be completed.

v) We are not aware of any anomalies remaining in the data and
statements included in Chapters 1, 2, 3, 4 and 5 of the Board Overview
which we were required to review.

vi) The Reporter notes the narrowing of underspend in the area of
Infrastructure Renewals.  As commented by DVW at JR05 they have
committed that the remainder is accrued to the AMP4 period, with the
pre-payment reverting to an accrual within the AMP4 period.

Date: 21 June 2006
Prepared By: N A Kent

Date: 21 June 2006
Checked By: T F Jones
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