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EXECUTIVE SUMM ARY

WS Atkins was commissioned by HM Treasury in August 2000 to carry out an efficiency
review of the utility regulators, namey Ofgem (dectricity and ges), Oftd
(telecommunications), Ofwat (water and sewerage), and ORR (rall). The review is focused
on inputs (procedures, processes and resources) rather than outputs (regulatory effectiveness).
There were three specific objectives:

* to examine the way in which the regulators define, plan, and prioritise proposed areas of
work from which programmes and projects are developed,

* to evaduae the management of programmes and projects from inception to closure, and;

» to assess the cost-efficiency of support functions such as human resources, finance, IT,
communications, and estates.

Thereview had five workstrands:

an interview progamme. We conducted some 50 interviews with Directors and managers
of the regulators to consider issues of organisation, planning, budgeting, control of
expenditure, management of resources, quality control and so on;

» an Information Request. We submitted an agreed Information Request to theregulatorsto
collect data (both historica and forecast) on assets, expenditure, human resources, and
performance indicators;

» Project audits. We carried out audits of a sample of on-going or completed projects to
assess the effectiveness of project management;

o Stakeholder survey. We invited some 300 stakeholders of the regulators to rate the
regulators against a set of 29 criteria We received 83 replies, 59 of which came from
requlated companies. We dso conducted open-ended interviews with 8 of the key
regulated companies. Oxera managed this aspect of thework

» Benchmarking survey. We collected information on the costs, staffing, and management
of support functions from 15 “comparaor” organisations which included UK executive
agencies as wdll as other UK and overseas regulators.

The Find Report is organised into five sections, in addition to this Executive Summary.
There are dso several annexes containing the Terms of Reference, the Information Request,
the questionnaires for the stakeholder and benchmarking surveys, the proformafor the project
audits, the interviewees from the regulators and regulated companies, as well as some of the
key dataemergngfrom the Information Requests. Thereport sections are:
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Section 1, in which we set out the background and objectives of the review and our
gpproach;

* Section 2, in which we consider the management processes and procedures of the
regulators including their project management practices. Comparisons are drawn between
the regulators, and strengths and weaknesses are highlighted. This section pulls together
theresults of theinterview programme, document review, and project audits;

e Section 3, in which we summarise the results of the stakeholder survey. Agan,
comparisons are drawn between the regulators and strengths and weaknesses identified.
The key points emergng from the survey and the follow-up interviews are discussed;

e Section 4, in which we draw some conclusions with regard to the cost efficiency of the
requlators as wel as their management practices drawing upon both the Information
Requests and the benchmarking survey ;

e Section 5, in which we set out our key findings and recommendations.

KEY FINDINGS

Headlines

The regulators are professiondly run organisations, and there are many examples of good
practice. The cost of regulation is risingwell in excess of inflation, but it is still very smal in
comparison to the turnover of the regulated industries and to the benefits received by
consumers. New legslation, as well as developments in the market, have placed additiona
burdens on the regulators and the rising cost is a least partly a reflection of this.
Stakeholders generdly accept that the regulators’ work is of good quality, and that they have
good people in senior positions, athough they aso have pointed to weaknesses in the way
they go about their work. There are three main areas of concern. Thefirst is the amount of
information made available on which to judge their efficiency. Snce the cost of regulation is
continuing to rise for most regulators, it is not unreasonable to ask them to make abusiness
case for their main items of expenditure and report on their performance. Second, the cost of
support services such as finance, HR and IT is relatively high and on average accounted for
about 22 % of the regulators’ tota expenditure in 1999/00. The regulators do not publish
information on activity levels and performance indicators to justify this level of expenditure
on non-regulatory activities. Third, we think that the regulators need to have a bigger cadre
of senior professionas but with fewer staff supportingthem, saaries should be increased, and
funds switched progressively from consultants to staff.

Our findings are grouped into three areas - costs, outward perceptions, and interna processes.
Costs

The costs of regulation have been rising steadily. The operating costs of the four utility
regulators have doubled from about £ 50 million in 1996/97 to roughly £ 100 million in
2000/01, an increase of 84 % in red terms. Between 1990/91 and 2000/01, the average
annud increase in operating costs in red terms has been 16.6 %, 6.8 %, and 7.4 % at Ofgem,
Oftd and Ofwat respectivey. At ORR, between 1996/97 and 2000/01 the increase has been
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14.4 %/pa. Only Ofwat has bucked the generd trend sinceits cost increases in the past three
years have been about zero in red terms. Ofgem'’s costs have in the past two years been
distorted by the merger between Ofgas and Offer and the one-off NETA project - together,
these account for nearly 50 % of Ofgem’s tota expenditure in 2000/01. Discounting these,
however, the average increase in Ofgem’s costs since 1990/91 has still been 10.5 %/pain red
terms.

There is little mileage in comparing the tota expenditure or annua increasses between
regulators. The regulators have broadly similar duties but sector-specific issues to deal with,
so their regulatory costs (as opposed to ther support costs) are not comparable. M oreover,
the complexity of, and extent of competition within, each sector is quite different. Arguably,
Ofgem (gven the number of licensees, its coverage of generation, distribution and supply,
and limited competition in some areas) and Oftd (gven the fast pace of technologca
development) have the more difficult remits. Conversdy, ORR has the most focused role
since it regulates only one company (albeit a massive monopoly) with well-understood and
slow moving technology. M oreover, it is important to remember that the regulators have
acquired additiona responsibilities from new legslation (e.g. EU Directives, Utilities Act,
Competition Act) and they haveto respond to developments in the market.

It is dso essentid to recognise tha the cost of regulation is smdl in comparison to the
benefits to the consumer which have come about through increased competition (as wel as
regulation where competition is not possible). The opening of the domestic gas market
provides a clear example of this. The cost of regulation is also quite modest in comparison to
the turnover of the industries which are regulated. It islessthan 0.2 % for al the regulators.
This does not mean, however, that the regulators could not be more efficient.

Payroll accounts for around 50 % of totd costs at dl the regulators (discounting NETA and
the merger in the case of Ofgem). Increases in payroll are strongy linked to the increase in
operating costs at dl theregulators. Another key cost component is consultancy. These cods
are relaively modest in comparison to tota costs at Ofwat and Oftel, but very significant at
Ofgem and ORR. They aredso “peaky”. They riseto fill resource holes for periodic events
such as price reviews, and to this extent using consultants is an efficient gpproach to variable
workload. However, there is an underlying “ basdoad” of work that might arguably be more
cost-effective to place in-house. The other costs of the regulators, of which the two most
significant are accommodation and capitd, are more or less fixed. The main opportunities for
“gve’ arethereforein payroll and the consultancy budget.

Across the regulators, support functions (HR, IT, finance, procurement, communications,
quality assurance and estates) accounted for about 22 % of tota costs in 1999/00. This is
nearly double the figure for our comparator group of UK executive agencies and other
regulators. There are dso wide differences between the four regulators, from Ofte and
Ofgem (20 % of totd costs in 1999/00) to ORR (31 %). Accommodation adds on average
another 11 % or so of costs, so overdl support functions and accommodation accounted for
33 % of expenditure. The equivaent figure for our comparator group was 17 %.
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On the face of it, this andysis suggests that too much money is going into non-regulaory
activities and some economies might be achievable in overheads. There is probably not too
much that can be done about accommodation costs, short of moving outside London (for
Ofgem, Oftel and ORR) or taking up lower quality premises. But there may be opportunities
for cost reduction in the support services. Budget forecasts for 2000/01 suggest that these
costs are dready moving in the right direction — to 19-20 % of tota expenditure. M ore
detalled comparisons of the costs of individua support functions (e.g IT, HR and Finance)
did not prove productive because it was not possible to obtan or construct adequate input ad
output dataon acomparable basis.

None of theregulators, with the exception of Ofgem, has set aquantified cost reduction target
for 2001/02. Ofgem is looking for a saving of 3.1 % on recurrent expenditure (excluding
merger and NETA), most of which they plan to obtain from savings in the support functions
oncethereocation to Millbank is complete and bedded-in.

Outward Perceptions

The views of the stakeholders we consulted and who responded to our survey have been
mixed, but there is a general acceptance that the regulators are thorough and their work
(particularly the routine work such as price reviews) is usudly of good qudity. They are
complimentary of the people in senior management positions. That said, there are concerns
about the way they go about their business. Examples include a percelved lack of focus,
decisions on regulatory priorities gpparently unsupported by cost-benefit anadysis, and a
“one-way” consultation process.

Regulated companies are clear that they want to see the regulators commit themselves to a
medium-term strategy. This, they argue, will make the regulatory process more transparent.
Linked to this, they are keen to participate in the process by which regulators decide upon
and then focus on the key issues. They want to see more details in operationa plans,
specificdly a business case for each proposed activity supported by a serious cost-benefit
andysis. Companies are particularly concerned about the burden placed upon them by what
they consider to be “fishing trips’ — requests for information which largely remains unused.
They would like to see consultation used not just to invite reaction to proposds but aso to
shape the activities of the regulators before resources are committed to projects.

The key company stakeholders we consulted are quite consistent in their view that the
regulators need strengthening in economics/finance and some technica areas. They would
prefer to seetheregulators with fewer people but more depth in senior management, and they
recognise that this will require them to pay competitive salaries. Stakeholders are aso clear
in wanting the regulators to reduce their dependence upon consultants, and to improve their
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management of consultants so that the quality of their outputs is more consistent. They
would liketo see budgets switched from consultants to saaries so that the right people can be
recruited and retained. They are particularly keen to see the cgpability and the corporate
memory of the regulators strengthened.

Companies are adso concerned about the rising cost of regulation. Some do not understand
why so many people are needed to discharge the duties of theregulators. Thereis of course a
difference in perspective on this point between incumbents/dominant players (who fund the
largest part of the costs and want them reduced) and new entrants (who pay rdativdy little
and want the regulators to be more active to facilitate competition). However, neither party
wants an inefficient regulator and for that reason they would dl like to see gedater
transparency in budgets and some independent oversight of the process of setting priorities
and costing up work programmes.

Internal Processes

Our generd impression is that the regulators are professiondly run organisations. It is clear
that they are concerned about efficiency and are committed to continua improvement in
performance. We encountered many examples where systems and procedures have been or
will be revised to make them more effective in serving business needs or more efficient. To
this extent, the regulators are moving in the right direction. In terms of the management of
their support functions, the regulators are with some exceptions broadly similar to the
comparators we used in the benchmarking survey .

One area of weskness in our view is financid accountability. The regulators do not publish
much information on their costs, nor do they produce indicative medium-term budgets. We
have encountered only one or two financid targets for routine activities. With the exception
of HM Treasury, thereis dso no independent assessment of budgets. The regulators put ther
proposas to consultation with little or no prioritisation and cost information. They do not
have to publish abusiness caseto justify their expenditure on each activity. This reduces the
vaue of the consultation on ther expenditure which is an important part of the process
leadingto the Treasury’s decision on theregulators’ fina budgets.

Another concern is that whereas the regulators do put their proposas out to consultation thae
IS no routine stakeholder assessment of their performance. It would feacilitate such an
assessment if the regulators provided more information on their performance indicators.

A third area of weakness, in our view, is the management of support functions. There are

differences between the regulators of course and some examples of good practice, but as a
rule it does not appear that the cost efficiency of the support functions is receiving the
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attention it merits even though they account for a significant proportion of expenditure. We
would have liked to have seen financid targets set for these functions, some simple
SLAS/DAs in place for dl of them, and routine collection and publication of performance
indicators. Inputs (costs and resources) could then be linked to outputs (activity levels and
results).

A final concern is the structure of the regulators. In our view, there aretoo many peoplein
lower grade positions and not enough in a the top. This is why the average staff cost is
reatively low, no higher than comparators which do not have the same demand for top
lawy ers, economists, and technica specidists. Although al the regulators have taken stepsto
improve ther recruitment and remuneration policies, it remains difficult to attract and retain
good people. For this reason, staff turnover is too high and the regulators remain dependent
to agreater or lesser degree on consultants.

RECOMMENDATIONS

Headlines

We would like to see the regulators provide more information on ther plans and
performance. Each should produce a medium term strategy, detailed breskdowns of their
expenditure, and impact assessments for their mgor projects. Performance on the ddivery of
key projects and the cost of non-regulatory activities should be published. Annua
satisfaction surveys of stakeholders might be considered. We would like to see more
accurate costing of activities and post-implementation reviews of mgor consultancy projects.
Consultation should commence earlier than at present to provide stakeholders with more
opportunity to shape the regulatory agenda. We think that this will reduce the burden on
regulated companies and the amount of non-productive work for the regulators. In order to
reduce staff turnover, which will have many benefits besides reduced recruitment and
training costs, the regulators should be adlowed to pay competitive sdaries to top people —
athough we would expect the numbers of staff overdl tofal. Sncetheregulators are strong
and week in different aress, we think that they should be learning from each other and
applyingthe lessons learned.

We have separated our recommendations into two sections concerned with costs and
procedures. Recommendations have aso been categorised as “ priority” (where we believe
tha the regulators should definitely implement them within twelve months), “desirable’
(where we bdlieve that there are significant benefits to be redised from implementation), and
“for consideration” (where we expect the regulators to look into the practicdities as wel as
the costs and benefits of implementation).

Costs

The circulation of draft business plans and publication of non-confidentia responses from
stakeholders is a welcome improvement in transparency. In our view, however, stakeholders
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are provided with insufficient information on which to base their submissions. Thisis clearly
one of the mgor concerns of the regulated companies. For this reason, we recommend that:

1. Priority. Theregulators should continueto publish draft business plans, but these need to
contain more cost information. All mgor projects and work programmes (e.g above £
250k) should be costed, and there should be a breskdown of tota expenditure between
policy and support activities. Theregulators should aso indicate what they would choose
not to do or do less of with alower level of funding (e.g. 5 % or 10 %).

2. Priority. The regulators should publish annualy a medium-term strategy setting out the
regulatory agenda for the next 3-5 years. This should include indicative budgets as well
asthe priorities for the regulator, the main work programmes, and arough timetable.

3. Desirable. The regulators should publish more information on their expenditure in the
Annua Reports. In particular we would like to see a farly detalled breakdown of
expenditure by category, aseparation of costs between policy and support activities, anda
costing of mgjor projects completed in theyear under review.

4. Desirable. Snce the support functions account for a significant proportion of the
regulators’ expenditure we would like to see their costs as a proportion of tota
expenditure faling. In our experience, we would have expected the proportion to be
around 15 % and dl theregulators are abovethis - especidly ORR. At thevery least, we
would expect to seeany proposed support cost increases supported by evidence of rising
activity levels. For this reason, the regulators should agree on a consistent basis (to
render comparisons meaningful) a number of activity indicators for their support
functions that can be monitored and related to expenditure. Idedly wewould liketo see
unit costs (£ expenditure divided by activity levels) fdling, and we would therefore
recommend that the regulators collect and publish this information.

5. Desirable. We would like to see the regulators collect and publish information on the
cost of regulatory activities which have a predicable scope and duration where it is
practicable to do so. This will require cdculaion of historic costs where these are
unknown and the setting up of financid benchmarks such as tota cost and tota man-
hours.

6. Desirable. Snce consultants account for such a large percentage of the regulators’
expenditure, we would expect the regulators to carry out post-implementation vaue for
money reviews of mgor projects (eg aove £ 250k). This will supplement the
procedures which are dready in place for justifying use of consultants before they are
commissioned and for procuring them by competitive tender. We are particularly keen
that these reviews should consider the success of knowledge transfer from consultants to
the regulator and the interface between consultants and regulated companies.

7. For consideration. We would like to see better caculation of the cost of regulatory
activities, and this will in our view require someform of project costing or activity based
costing which in turn will involve timesheeting of staff. We recognisethat Ofwat aready
has a form of activity costing and timesheets and that Ofgem is planning to introduce
activity based costing We would aso liketo see project managers incentivised to control
costs on projects. Snce staff is the biggest cost on most projects, this dso suggests
timesheeting. We do not expect this to lead to any materia increase in administration
costs since timesheets can be completed eectronicaly, circulated via the intranet, and
processed by computer.
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We have considered the proposd put forward by some regulated companies as well as
academics that the regulators should be subject to a RPI-x cap on their expenditure. The
main difficulty with this is that the business of regulation is not entirely predictable. The
regulators haveto comply with EU Directives and Acts of Parliament which may impose new
responsibilities upon them or change the direction of their work. They aso haveto respond
to changing technology and market conditions. For these reasons, arbitrary cost reductions
may compromise their ability to be an effective regulator. Arguably, a RPI-x formula could
be imposed upon the routine regulatory activities and support functions. But we can see
difficulties in agreeing exactly which activities are not sensitive to exogenous factors and
could therefore be subjected to cost reduction targets. For these reasons, we would prefer to
see more transparency in the process of budgeting such that activities are costed, their costs
made public, and business cases developed for each mgor project proposed by theregulator.
We think that this case by case andysis of theregulators’ “ shoppinglists” will be afairer and
more sensibleway of auditingtheir expenditure.

One of our main concerns has been the cost of support functions, and it has been suggested
that mergng the sectora regulators would generate significant savings. Under this scenario,
the super-regulator would have four policy divisions with a singe spine providing business
support services. If the cost of support services was reduced from an average 22 % to say 14
% of totd costs, the annua savings would be in the order of £6 million. Thisis probably in
itself not enough to justify the relocation and restructuring expenses. M oreover, it may not
be possible to obtain much saving from mergng of the externd relations functions which will
continue to be sector specific. A merger may have other benefits in cross-fertilisation
between the policy teams, identification and dissemination of best practice, and staff career
development. But the one modd we have for amagamation of regulators (Ofgem) is not
encouragng if one is looking for cost savings. For these reasons, we do not recommend a
super-regulator.

Procedures

Based on the submissions of stakeholders and our own observations, we have concluded that
the consultation process needs to be modified. Our recommendations in this regard are:

8. Priority. The consultation on the annua business plans as wel as the mgor
projects/programmes they contain should start earlier, before the regulator has findised a
view on priorities and the way in which subjects will be taken forward. Without
compromising the independence of the regulators, we would like to see stakeholder
workshops (as a Ofwat and Ofgem) at which ideas can be discussed openly well before
consultation documents are produced.

9. Priority. Stakeholders need more information to provide sensible input into discussions
on the regulators’ proposas. For this reason, we would like to seethe regulators produce
an “impact assessment” (costs to the regulated companies and benefits to consumers)
when consulting on mgor projects and programmes in addition to estimates of costs for
the regulators (recommendations 1 and 3).

In our discussions with the regulators and andysis of their IRs we have encountered very
little information on performance or activity levels. Although data is being collected, it does
not appear to be systematicaly collated or processed. Our view isthat the regulators should
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be publishing this information routinely so that an assessment can be made on an on-going
basis of their efficiency. Our recommendations in this regard are:

10. Priority. The regulators should publish in their Annua Reports their performance on
major projects and programmes by comparing actual against estimated completion dates,
duration, costs, and impact.

11. Desirable. The regulators should publish performance indicators and activity level data
for their support functionsin their Annual Reports. Asfar asis practicable, theindicators
and measures should be consistent between regulators.

12. For consideration. The regulators might commission an independent annual satisfaction
survey of their performance similar to the one conducted for this report. The results of
such a survey should be published in the Annua Report. It would be desirable for the
survey to have acommon format across the regulators.

We have noted that one of the mgor problems faced by theregulators is high staff turnover.
This islargey afunction of sdaries, but it is exacerbated by thefact that the pool of expertise
is very smal and thus both the regulators and the industries they regulate are seeking to
recruit the same specidists. Such ahigh staff turnover imposes a cost in terms of recruitment

and training, undermines knowledge retention, and quite possibly increases dependence upon
consultants.

It is clear that the quality and credibility of the regulators’ work depends on asmall group of
key individuals. We agree with the stakeholders therefore that the regulators should have
more senior professionas, but with fewer staff supporting them. To keep thetop peopleat
the regulators and atract more of them will require a radica overhaul of the remuneration
strategy. Up to now, sdary increases have been on average quite modest. For this reason, we
recommend that:

13. Priority. The regulators be alowed to pay competitive saaries to individuas down to
project manager level whose skills are marketable to regulated companies, the City and
consultancy practices. In return, however, we would expect the numbers of staff overal
to be reduced.

With regard to internal management processes, the main recommendations are:

14. Desirable. Ofwat and ORR to improvether project management procedures. This does
not necessarily mean adopting a standard methodology such as PRINCE 2, but it involves
developing a more structured and documented approach for which training is provided
and is supported on theintranet. Ofgem’s version of PRINCE 2 is worth consideration.

15. Desirable. All the regulators to collect and anayse activity level data and performance
indicators for their support functions. We would suggest that simple SLAs are set up
(ORR’s modd is worth considering) which incorporate performance indicators. The
regulators should aso consider annua performance reviews of the support functions like
those carried out by Ofwat.

16. Desirable. ORR and Ofwat to further develop their knowledge management strateges.

17. For consideration. Ofgem, ORR and Ofwat to put in place astronger QA system. This
would help to focus staff on the quality of their outputs, reduce any inefficiencies in work
practices, and provide a stronger audit tral in the event of any chadlenge to ther
decisions.
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18. For consideration. We have noted that whereas the regulators do consult each other at
various levels and on a wide range of topics, their gopproach to runningther businesses is
markedly different in many arees. We recognise that the regulators have to ded with
issues which are specific to ther sectors, and thisis reflected in their set-up, but there are
aso many aspects of business management in both policy and support which are common
to al (from cost of capita to qudity assurance). We would have expected therefore to
encounter more examples where one regulator's gpproach has been borrowed or
developed by another. For this reason, we suggest that the regulators review ther
procedures for inter-regulator consultation and consider in particular how the outputs
from these meetings can be disseminated and taken forward. We would also suggest that
the regulators review the examples of good practice set out in Table 2.1, and which are
not aready covered by the other recommendations in this report, with a view to
identifying those which can be widdly applied.

19. For consideration. Ofwat and Oftd to consider appointing non-executive Directors to
their Boards.

We believe that the regulators should be able to implement our recommendations within their
existing budgets. Some of the recommendations should lead to cost reduction. Lower staff
turnover, for example, will reduce recruitment and training costs. Some should result in
enhanced effectiveness - through, for example, less rework. We would aso expect budgets
to belinked more closdly to activity levels, and areduced burden on regulated companies.
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1. INTRODUCTION

BACKGROUND

1.1 WS ATtkins has been commissioned by HM Treasury to carry out an efficiency review
of the utility regulators, namedy Ofgem (dectricity and ges), Oftd
(telecommunications), Ofwat (water and sewerage), and ORR (rail). This review is
not concerned with the regulatory agenda and the effectiveness of the regulators in
promoting competition and improving choice, quality and service, and vaue for
money for consumers. Its focus is on the efficiency with which the regulators go
about their business.

1.2  The review has been in part provoked by criticism of the rising cost of regulation.
Figures 1.1 and 1.2 set out the average annua percentage increases in operating costs
(red terms, not including capex) and staffing levels for each of theregulators. Clearly
there has been avery significant increasein both.

Figure 1.1: Average Annual Increase in Regulators’ Operating Costs

18
16.6

16
14.4

14

12

10

6.8

Average Annual % Increase in Real Terms.

Ofgem Oftel Ofwat ORR
Note (1) : from 1990/91-2000/01 for Ofgem, Ofteland Ofwat & from 1996/97-2000/01 for O RR
Note (2): GDP deflators supplied by HM Treasury.
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Figure 1.2: Average Annual Increase in Regulators’ Staffing Levels
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9.3
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Average Annual % Increase

Ofgem Oftel Ofwat ORR
Note: From 1990/91-200001for Ofgem, Oftel and Ofwat. From 1997/98-2000/01 for ORR

1.3  From one perspective, the increase in operating costs and staff numbers can be taken
as evidence of inefficiency and empire-building. But the regulators argue that they
are justified by widening and deepening of the regulatory agenda (the Competition
Act, for example, has added another dimension to their work) and by the impact of
ther interventions. Snce the opening of the domestic gas market in 1996, for
example, customers' annud ges bills have been reduced by about £ 1 billion in red
terms. The impact of the price controls on the Public Electricity Suppliers and the
introduction of NETA is likely to reduce dectricity bills by a similar amount.
Sonificant  price reductions have aso been expeienced in wae and
telecommunications. These figures dwarf the cost of regulation, athough this is not
to say that that regulation could not be more efficient.

1.4  Moreover, it is instructive to compare the cost of regulation against the size of the
industries affected. As Table 1.1 demonstrates, the cost of regulationis very smdl in
comparison with the turnover of the regulated industries (less than 0.2 %) and as
expressed on aper customer basis (less than £ 1/pa).
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Table 1.1: Comparative Cost of Regulation (1999/00)

Ofgem Oftd Ofwat ORR
Totd cost of regulator (Emill) 33.9 13.5 10.8 13.6
T urnover of regul ated industry 36,840 20,800 7,014 8,254
(Emill)
Cost of regul ation/turnover 0.09% 0.06 % 0.15% 0.16 %
No. of customers 48,150,000 53,900,000 24,000,000 N/a
Cost of regul ation/customer £0.70 £0.25 £0.45 N/a

Sources: Ofgem, Ofwat and ORR internd dataplus SCHEMA for td ecommuni cations

Notes:

(1) figurefor Ofgem exdudes NET A and merger costs

(2) totd cost of regulators ind udes both operating expenditureand capita expenditure

(3) turnover and number of subscribers of the te ecommunications industry incudes both fixed and mobile
services

(4) Ofgem number of customers adds together d ectricity and gas accounts. Ofwat figureis households

(5) turnover in ral is the collective turnover of Raltrack and the TOCs. The figure is £ 5,866 million
netting out therail access chargeslevied by Railtrack on users.
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OBJECTIVES AND SCOPE

This efficiency review has three objectives:
* to examine the way in which the regulators define, plan and prioritise proposed
areas of work from which programmes and projects are developed;

* to evauate the management of programmes and projects from inception to
closure, and:

* to assess the cost-efficiency of support functions such as human resources,
finance, IT, communications, and estates.

Thereview is therefore focused on inputs (procedures, processes and resources) rather

than outputs (regulatory effectiveness). A copy of the Terms of Referenceis attached
as AnnexA.

Thereview has had five workstrands:

* aninterview progamme. M eetings with key individuads within the regulators to
consider issues of organisation, planning, budgeting, control of expenditure,
management of resources, qudity control and so on;

* an Information Request. Submission of an agreed Information Request (IR) to the
regulators to collect data (both historica and forecast) on assets, expenditure,
human resources, and performanceindicators;
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» Project audits. Audits of asample of on-goingor completed projects to assess the
effectiveness of project management;

o Sakeholder survey. Polling the views of stakeholders (regulated industries,
consumer representative bodies, environmental lobby groups, and the City) on the
efficiency of theregulators;

» Benchmarking survey. Collection and comparison of information on the costs,
staffing, and management of support functions in comparator organisations
including other UK and oversess regulators.

Interview Programme

1.8 A totd of 51 individuds were consulted during the interview programme. A list is
provided in Annex B. Follow-up telephone enquiries were made to clarify points
arising following receipt of the Information Requests and supporting documentation.

Information Request

1.9  Following consultations, an IR was agreed with the regulators and submitted to them
on September 1% 2000. A copy of the IR is set out in Annex C. A list of documents
submitted by the regulators with their IRs is provided in Annex D. Some of the key
datafromthelRs are set out in Annex K.

Project Audits

1.10 Meetings were held with the regulators to discuss in detal a number of projects to
understand and assess their project management sy stems and procedures. The format
of the audits is set out in the proformaattached as Annex E.

Stakeholder Survey

1.11 Using contact lists provided by theregulators, invitations to participate in an opinion
survey were sent to around 300 organisations including regulated companies, trade
associations, consumer representative bodies, environmenta and other pressure
goups, and financid institutions. Responses were lodged via emall using Oxera
Benchmark Online. A copy of the invitation and questionnaire is included as Annex
F. To provide some comparison with other regulators, Ofregand CAA wereincluded
in the survey with their permission and about 100 of ther stakeholders were
contacted.
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A number of mgor regulated companies were contacted for more detailed discussion.
These were Centrica, Nationa Grid, Nationd Power, Seeboard, Severn Trent Water,
BT, WorldCom, and Railtrack. A list of contactsis provided in Annex G.

Benchmarking Survey

In order to draw some conclusions about the cost efficiency and management of the
regulators’ support functions, 23 organisations were invited to participae in a
benchmarking exercise. These included other UK regulators, overseas regulators, and
UK executive agencies. A copy of the questionnaireisincluded in Annex H.

STRUCTURE OF THE REPORT

This report follows an Interim Report in which we described and commented upon
how the regulators are managng their work. The relevant sections of the Interim
Report as well as the complete Draft Report were circulated to theregulators to invite
comment, and their responses have been taken into consideration in preparing this
Fina Report.

The Find Report is organised into four sections in addition to this Introduction,
namely :

* Section 2, in which we consider the management processes and procedures of the
regulators including their project management practices. Comparisons are dravn
between the regulators, and strengths and wesknesses are highlighted. This
section pulls together the results of the interview programme, document review,
and project audits;

» Section 3, in which we summarise the results of the stakeholder survey. Agan,
comparisons are drawn between the regulators and strengths and wesknesses
identified. Thekey points emergngfrom the survey and the follow-up interviews
are discussed;

» Section 4, in which we draw some conclusions with regard to the cost efficiency
of the regulators as wdl as their management practices drawing upon both the IRs
and the benchmarking survey;

* Section 5, in which we set out our key findings and recommendations.
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2. MANAGEMENT PROCESSES AND PROCEDURES

2.1 In this section, we review the internad processes and procedures of the regulators.
Comparisons are made between the regulators, and strengths and weaknesses are
highlighted. Our observations on good practice are based on experience in both public
and private sector organisations. The areas covered in thereview are:

* corporae governance

* corporate planning

* project management

* performance management
* human resources management
» financid management

* procurement

e IT

* resourcedlocation

» qudity assurance

e communications

» facilities management.

2.2  Project management was reviewed in some depth, and full reports of our audits of
specific projects are set out in Annex J.

CORPORATE GOVERNANCE

2.3 Corporate governance concerns the way in which the regulators are organised,
supervised and controlled.

24  Ofgem (now the Gas and Electricity M arkets Authority) at thetime of this study was
run by a Management Board of seven including three non-executive Directors. The
Authority has a Chairman, four Executive Directors, and six non-Executives. Oftd is
run by an Executive Board of five. Ofwat has aM anagement Board of five, and ORR
a Management Board of nine including three non-executive Directors. Oftd and
Ofwat do not make use of non-executive Directors, but Ofwat’s important Regulatory
Policy Committee currently has three externa advisors. Theregulators, includingthe
new Gas and Electricity M arkets Authority, are cregtures of statute but the Regulators
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and the Authority still have considerable flexibility on the arrangements for corporate
governance. Theregulators are accountable to Parliament.

25  All the regulators have recently undergone or are planning a reorganisation. Ofgem
has restructured its business into three policy divisions (Customers & Supply,
Competition & Trading Arrangements, Regulation & Financid Affars) plus
“Operations’ (the support services). Oftd underwent areorganisation in 1998 which
replaced 11 functiond branches with two core activities of Policy and Compliance
plus “Business Support”. At Ofwat, the Executive Policy Group has been replacedby
a M anagement Board consisting of the Director Generd, the three policy directorates
(Consumer Affars, Cost & Performance, Competition & Regulatory Finance)
together with the Operations Director (who is responsible for the support services but
not communications/externd relations). At ORR, a new structure will bein place by
January 2001 which will contain five Directorates — Strategy, Planning &
Communications (which will include the business support functions presently under
the Resources Directorate), Economics & Finance, Infrastructure Regulation, Access,
Competition & Licencing, and Legd Services.

2.6  Each of the regulators has structures in place to facilitate cross-office working and
“joined-up thinking’. Ofgem has a Policy Development Committee which considers
new and emergng policy priorities and initiatives. Ofte has an Operations Board
(covering both policy and compliance), the purpose of whichisto provideastrategc
framework for, and to ensure the coherence, of the regulator’s operationa work. It
goproves dl new mgor cross-cutting projects/programmes, monitors progress on
these specific projects, and considers the most significant policy issues arising from
project/programmes/compliance cases.  In addition, Ofte’s Regulatory Policy
Directorate is steered by the Policy Group which has cross-office membership. This
Group acts as the project initiation and steering committee for the mgority of the
policy projects/programmes within the office. Likewise, the Compliance Directorate
functions through the Compliance M anagement Group. Ofwat has a Regulatory
Policy Committee with externa advisors. At ORR, policy and work programme
devdopment is determined jointly by the Executive Directors, facilitated by the
Directorate of Strategy, Planning & Communications.

Comments:

Corporate governance is satisfactory a al the regulators. Organisation structures
have been re-shaped to bring them into line with the needs of their businesses.
Reporting lines and responsibilities appear to be clear. Non-executive Directors
will bring baance and a broader perspective, and we would suggest that Ofwat and
Oftd consider adding them to their Boards (Oftd is planning to look at this). The
issue of coherence is fundamental, and a key concern of stakeholders, and we are
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impressed by the structures Ofte has introduced to develop “joined-up thinking’
and facilitate cross-office working. This may be a modd for other regulators
seeking best practice in this aspect of ther operations. ORR has, just recently,
brought its support functions under one umbrellaand this is a sensible move.

CORPORATE PLANNING

Corporate planning concerns the processes and procedures for defining priorities for
the organisation, converting these into work programmes, gpportioning resources, and
alocating budgets.

All the regulators publish an annua Business Plan — the “ corporate plan” for Ofgem,
“management plan” for Oftd, the “forward progamme’ for Ofwat, and the
“operationd plan” for ORR. The plans are put out for consultation around Novembe,
and then published in M arch. Non-confidentid responses to the draft plans are now
published. Ofwat conducts a stakeholder workshop as part of its process of
consultation. Ofgem holds two open consultation meetings (London and Scotland) in
addition to considering written responses. The plans contain descriptions of priorities
and work programmes as wel as ddiverables and target dates, together with the
budget for the year. All theregulators intend to publish their performance against the
2000/01 plan in their 2000/01 Annua Reports.

With the exception of Oftd, none of the regulators has gone public recently with a
medium-term strategy dthough ORR is currently developing a three-year plan for
2001-2004. The intention is to gve dl paties a clearer understanding of the
framework within with the management plan has been deveoped. As part of this
strategy, Oftd has established a cycle of reviews of individual market segments to
evauate the extent of competition within them and to provide stakeholders a greater
degree of certainty. This document has won praise from industry. Ofgem has an
interna “blue skies thinking’ document which helps inform the development of the
corporate plan, but it is not published. Ofwat published athree-year planin 1998, but
now produces annua plans following the passing of the Utilities Bill 2000. Ofwat’s
Divisiond Plans, however, still have athreeyear time horizon.

Priorities are set by means of both internal and externa consultation, but the process
agopears to be most structured at Ofgem. Here, for 2001/02 Directors are required to
bid for resources for each of ther “workstrands” (projects, processes, policy or
operations). Proposds for each workstrand are submitted on standard proforma,
which set out the objectives, justification, priority, performance indicators and
resources required (staff units, consultancy, other costs). Justifications are based on a
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“traffic light” system in which for each of four filters (legd, improved vaue for
money for customers, consistency, and impact on Ofgem), each workstrand is
categorised ether green (must do, or benefits outweigh costs), anber (neutrd), or red
(cannot do, or costs outweigh benefits). Proposals are aso assigned high, medium, or
low priority. Ofwat has a similar system wherein business cases, coveringthe costs
and benefits of each proposd, are gpproved by senior management before expenditure
isincurred. Oftd undertakes cost benefit andy sis for its market and policy reviews.

211 All the regulators have satisfactory procedures for planning, resourcing, and
monitoring work progammes. ORR’s system, recently introduced, is particularly
interesting. Each Directorate produces a plan which sets out its key objectives, and
for each of these the “ key means of ddivery” (i.e. workstreams or work programmes)
and “ supportingmeans’ (i.e. workstrands). The plans dso quantify the staff resources
and agreed consultancy costs, identify the lead accountability, and set out
performance indicators (normally, deadlines for ddiverables). On a quarterly basis,
Directors prepare a report on progress against each of the key objectives and main
issues arising (such as resource constraints). These reports, in summary form, are
submitted for discussion at the Directors' meeting Quarterly progress reports are
supplemented by weekly reviews of key issues at meetings of senior managers chaired
by the Regulator.

212 At each regulator, the corporate planning process is carried out in conjunction with
the budgeting round. It is perhaps most closely integrated at Ofgem where Directors
have to “bid” for resources — and, to this extent, thereis zero-level budgeting At the
other regulators, priorities are decided and then budgets alocated.

2.13 None of the regulators publish much detail on their cost structure and the cost of
individua activities. None are committed to a cost reduction programme, athough
Ofgem is aming for a 3.1 % reduction in its recurrent budget (taking out NETA and
merger costs) for 2001/02.

Comments:

Publication of a medium term strategy (3-5 years) with indicative budgets would be
welcomed by stakeholders, and should be considered by Ofgem and Ofwat (Ofwat
dready has 3 year Divisiond plans and ORR is preparing aplan for 2001-04).

Consultation with stakeholders on plans and priorities by means of circulation of
documents could be supplemented by face to face round-table discussions. This
would be particularly productive if convened a an earlier stage in the process before
priorities are decided internally. Ofwat’s stakeholder workshop is agood modd.

Ofgem’s “bottom-up” procedure for setting priorities is good, and other regulators
may consider adopting it. However, a key facet of this is valuefor money and this
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needs to be assessed with some degee of thoroughness before significant
expenditure is incurred. Across the regulators, to a greater or lesser degree, thereis
a tendency to rely on the post-hoc vaue for money reviews/audits of the type
conducted by NAO rather than the ex ante type normaly to befound in abusiness
case.

Although there is consultation on business plans, in the end the regulators decide
their own priorities. This is worrying to stakeholders, who would like to see more
information and amore interactive form of consultation.

The corporate planning process needs to be fully integrated with the budgeting
process. Ofgem has now achieved this, and the other regulators are working
towards this objective. Ofgem’s procedures may serve as agood modd.

The regulators should consider publishing more information on their cost structure,
the cost of individua workstrands, and their plans (if any) to reduce costs.

There are corporate planning functions and corporate planning guidelines at Ofgem
and ORR. This has paid off in the professiona procedures they now adopt. Ofwat
and Oftel may wish to consider following suit.

PROJECT MANAGEMENT

Project management concerns the way in which projects are initiated, planned,
resourced, controlled, managed, monitored and closed.

In order to assess the regulators’ project management procedures we have conducted
audits of a smal sample of projects. The results are reported in Annex J. We have
evduated the procedures against 11 criteria, grading them from 1 (“weak/needs
development”) to 4 (“ good/excdlent”). The overal scores come out as follows:

Ofgem 34
Oftd 34
ORR 2.7
Ofwat 2.5

These scores should not be interpreted as implyingthat ORR and Ofwat are producing
poor qudity work, rather that Ofgem and Oftd have the more structured approach to
project management. They have aso been compiled on the basis of only a small
sample of projects.

Ofgem’s new procedures, set up in December 1999, are particularly impressive. A
Project Support Office, with a staff of two, has been crested. A standard manua has
been published based on PRINCE 2 but specific to Ofgem. A two-day training course
has been designed, and which has ddivered training to some 80 Project M anagers
since January 2000. The project management manud and project materias such as
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PIDs (project initiation documents) and quarterly reports are published on the intrand.
Quarterly reports of the 20 or so big projects form part of the corporate planning
process, in that they are summarised for review by the M anagement Committee. The
business case for projects is justified using the same“ traffic light” methodology asin
corporate planning.

Oftd dso has a standard project management guideline, currently being revised, and a
structured gpproach. Like the other regulators, however, their gpproach is not based
on a recognised project management tool such as PRINCE 2 nor is there project
support or internd training (although an induction courseis planned for the launch of
the revised quiddines). At Ofwat and ORR, thereis no standard approach to project
ddivery dthough Ofwat is begnningto use structured PIDs.

Comments:

Projects constitute the largest part of what the regulators do. Ther deliverables
are highly visible and the basis of the regulators’ credibility. They aso absorb
most of the budget. It follows, then, that project management is fundamentd to
both the performance and perception of the regulators.

Although the regulators do consult each other on project management, their
procedures are quite dissimilar. Only Ofgem uses a standard project management
methodology, and it was surprising to find that neither Ofwat nor ORR has &
project management manual. This is not to say that the quality of their work is
poor, but that their performance will be enhanced by introduction of astructured
project management approach. Ofgem’'s approach is very good, and could
usefully be studied by Ofwat and ORR.

Oftd uses in-house procedures which serve their purposes, and project
management training and project management support is being developed.

PERFORMANCE MANAGEMENT

Performance management is concerned with the way in which the organisation selects
performance indicators, sets targets, and monitors its progress against these targets.

The regulators have, for many years, published information on their performance in
the Annua Reports dbeit in arather sedective fashion — focusing on the handling of
customer complaints. Business plans were put out to consultation for thefirst timefor
2000/01 (Ofwat in 1998), and there will be an anaysis of performance against the
objectives of these plans in the 2000/01 Annua Reports (Ofwat in 2000). The
process is therefore more transparent, but it is left to the regulators what to put into
these documents and (with some exceptions) what targets to set for themselves.
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projects, as wdl as specific targets for deding with consumer enquiries. At Oftd, the

targets for casework and for the customer complaints unit are a feature of its Public

Service Ageement. There are also performance targets for the support functions, but
gpart from Oftd thisinformation is not published or indeed very accessibleinterndly .
Ofwat carries out annua performance reviews of each Division and for the Customer
Service Committees as well as an annua survey of staff satisfaction with the support

functions. Oftel will replace its Public Service Agreement with aSDA in 2001 which
will contain performance targets for both core business and support functions,

dthough these arelargdy quditative.

Comments:

Although there is consultation on the annua business plans, it is up to the
regulators what to put in them and what targets for delivery or performanceto set.
It is therefore difficult to determine whether the outputs represent good, bad or
indifferent performance. The plans do not prioritise or cost projects, nor arethey
linked in atransparent way to the annual budget. One suggestion is to subject the
objectives and performance targets to an independent review.

The operationd plans and Annua Reports contain very little quantitative
information by which to assess the efficiency with which the regulators carry out
their core business. We would have liked to see more on the performance of
projects (meeting deadlines, hitting budgets).

It was quite difficult to obtain from the regulators their information on activity
levels and performance in their support functions. Ofgem and ORR, for example,
produced none a dl in their IRs even though some is published in their Annua
Reports. The impression is that performance is not being treated very seriously.
This information, which is said to exist, should be regularly collated and reported.
It should also be published.

Theregulators do not, on asystematic basis, capture the views of ther stakeholders
on aspects of ther performance (Ofwat did commission aM ORI survey in 2000 of
externa views of its 1999 price review). This would not be too difficult to
implement (the Competition Commission does it, for example), and would provide
comfort to stakeholders that their opinions count. Ofte is an exception to thisin
that it obtains feedback from inter alia casework satisfaction questionnaires.

Interna reviews of the support functions should be carried out on aforma basis, as
Ofwat is doing. This should involve collection and analysis of activity level and
performance data as well as customer satisfaction returns. This would complement
SLAswhich arein placefor some functions in some regulators.
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HUMAN RESOURCES MANAGEMENT

Human resources management is concerned with the recruitment, induction, training,
remuneration, and motivation of staff.

The key HR issue for the regulators is recruitment and retention of staff. Staff
turnover was 24 % at Ofgem in 1999/00, 34 % at Oftel, 19% at ORR (28% at Holborn
HQ), and 25 % a Ofwat (higher than normd following the completion of the 1999
Price Review). At Ofgem, staff turnover has been inflated by the merger and
relocation of staff from Birmingham. At Oftd, turnover is particularly high among
project managers and case officers (grades 6 and 7) — it was 48 % in 1999. It is
estimated that the average length of employment at Oftd is 2.2 years. No breskdown
of staff turnover was provided, but it is believed to be higher further up the
organisation where the individuas are presumably more marketable. There is some
movement of staff between regulators, but the main exit is towards industry wherethe
remuneration packages are significantly more attractive.

Some degree of staff turnover is hedthy, but a reasonable target would be to keep
senior staff for 5 years. The current levels of turnover increase the cost of training
and recruitment (ORR incurred “hard” recruitment costs of £ 200k in 1999/00 and
employs three staff solely to manage recruitment). Oftel believes that at least ayear is
likely to be needed for most new compliance case officers to complete basic training
and achieve a reasonable leve of expertise in handling atypicd range of cases. The
learning curve in regulatory policy is similarly steegp. Oftd’s recruitment and training
costs are therefore high, accounting for 5 % of tota expenditure. High staff turnover
aso increases the dependency upon consultants, which is compounded by under-
resourcing. Ofgem, for example, is about 84 % of full strength at the moment. It adso
means that the return on investment in staff gppraisal and development, for which dl
the regulators have good procedures, is poor.

All the regulators are tackling the problem of high staff turnover, but there are
differences in gpproach. Ofwat has graduate recruitment and graduate training
schemes. Oftd is considering a specific graduate recruitment and fast-tracking
scheme in conjunction with other regulators. ORR has just introduced anew pay and
gading scheme which is designed to remove anomalies and reward staff for good
performance. Under the new system, individua pay awards are linked to their annua
gopraisad. Saff receve an overdl assessment between Box 1 and Box 5, and pay
awards are currently 8 % for Box 1, 6 % for Box 2 and 4 % for Box 3. A Pay Group
meets quarterly to decide changes to pay in three areas — job growth (one Band to
another or one Leve to another), market forces, and individua contribution. Thereis
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aso a provision for bonuses but no fast-track sy stem of promotion. Other initiatives
to improve the package available to recruits include flexi-time. Ofwat aso uses a
box-scoring system for pay awads based on externd benchmarking — ther
“outstanding’ staff are receiving 10 % in the current pay round.

2.26 Ofgem has a slightly different gpproach. “Broad banding” will be introduced so that
individuals can continue to move up the pay scale without having to achieve
promotion. A new performance reated pay and bonus sy stem has been introduced —
the bonus being limited to 10 % of staff and 10 % of sdary. At the same time,
procedures have been tightened to remove under-performing employees. Ofgem aso
has a commitment to introducing fast-stream graduate recruitment. Oftel has a very
similar approach. M ore radicd change is still being considered by Ofgem. A project
has been initiated to develop areward strategy, which is expected to report in January
2001. DTI has commissioned consultants to advise on pay and banding for Oftd in
both the short term (within existing constraints) and in the context of a future
OFCOM or similar body .

2.27 Oftd is successfully recruiting young lawy ers on secondment from private sector law
firms at discounted rates. This gves the lawvyers vaduable experience, and enables
Oftd to fill resource ggps and obtain talented individuals at relatively low cost. They
are, however, working as generdists rather than lawyers and the secondments last
only one year. Such an gpproach might be worth considering for other disciplines
such as economics (using the consultancies) and finance (using the accountancy
practices) provided conflict of interest issues can be resolved. Ofgem has adso
recruited staff a various levels via secondment, including legal counsd.

2.28 Each of the regulators has a training function. Both Oftel (re-accredited in November
2000) and Ofwat have Investors in People, and Ofgem and ORR are hopingto obtain
accreditation in 2001 (ORR is to be re-assessed in M arch 2001). All the regulators
cary out annud staff gpprasas (twice-yearly a Ofgem with provision for mid-y ear
reviews at Oftd and ORR), and this provides the information from which the training
plan is drawn up. Ofwat has arigorous approach to this process. The Directors and
managers take the gppraisa system seriously, which seems to have generd buy-in
from the staff. Traning is provided for both appraisees and appraisors. ORR has a
similar gpproach. A competency framework has been introduced to evduatetraining
and development needs. Line managers are responsible for producing persond
development plans for staff which are then consolidated by Directors. This enables
the organisation to relate training more closely to ORR’s business needs and provides
a framework for monitoring the effectiveness of training programmes. The training
plan covers 18 topics, most of which can be ddlivered in-house.
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In some HR activities, the regulators are farly similar. Annud staff satisfaction
surveys are carried out at al (eg Ofgem’'s 1999 survey by Towers Perrin), except
ORR which is planningto start thesein 2001 (and amgor staff survey was carried out
in 1999). Job descriptions or role profiles are gven to dl staff. Saff exit interviews
ae caried out a dl regulators. There are mechanisms for staff consultation.
Turnover and staff absenteeism figures are collected and reported to the Board (only
turnover in the case of ORR). On some aspects, however, there are significant
differences. Only Ofwa has a fully competencies-based HR database, Oftd has
something rather less sophisticated, and Ofgem is planning to introduce such a sy stem
in 2001. Oftel and Ofwat have forward resource plans, but Ofgem and ORR will not
have thesein place until 2001.

Only ORR has a S_A for the HR function, athough Ofgem is planning to introduce
one by April 2001. Ofwat collects activity-level data and sets performance targets,
but Oftd has no information of thistype.

Ccomments:

Regulation is a knowledge-intensive business which requires high cdibre and
dedicated staff to produce top quality work which has credibility in the industry.
They recognise that they will never bein a position to pay “top dolla” so staff
turnover will aways be relaively high in a buoyant marketplace. However, steps
are being taken to improve the package available to staff, including pay, training
and working practices. These, in our view, do not go far enough. Thereis alimit to
how far other aspects of the package can compensate for significant sdary
differentials.

Although there is natura movement of staff between the regulators, we think the
regulators could aso cooperate through job exchange in order to retain experienced
individuals within the sy stem (although Ofwat’ s location perhaps limits the benefits
it might obtain from such a scheme).

Although the regulators do share HR experience they have taken different
gpproaches to remuneration. ORR’s new package is interesting, and merits study
by the other regulators. It will be interesting to seewhat Ofgem’s reward strategy
recommends.

Graduate recruitment and secondment schemes are good way s of obtainingtaented
individuads a reatively low cost. Oftd and Ofwat’s initiatives in this area merit
consideraion by the others.

The regulators dl have, to varying degrees, moved away from the hierarchica
structures and multiple staff grades common to government bodies. This trend
should continue. Thelr structures should be more rectangular in shape with fewer
gades and overdl a higher calibre of staff. In asituation where the performance
and outward credibility of the regulators is determined by quite a smal number of
senior managers and professionds it would seem to make sense to pay them
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competitive sadaries. This could be funded or part-funded by reducing numbersin
the lower gades. Ultimatdy, the regulators could migrate towards a shape more
akin to a private sector consultancy (which they resemble in many respects) than a

government agency .

Assessment of the effectiveness and efficiency of the HR functions needs to be
more structured. Only ORR has a SLA. They should dl be producing business
plans, conducting stakeholder surveys, and monitoring performance against targets.
This information should be made public.

FINANCIAL MANAGEMENT

2.31 Financid management is concerned with the preparation of statutory and management
accounts, control of expenditure, payment of invoices, collection of revenue, setting
of budgets, and monitoring of performance against budgets.

2.32 All the regulators produce statutory accounts as wel as management accounts on a
monthly basis. There are budget reviews every quarter and detailed reviews at six
months. Each of the regulators has an Audit Committee. Ofgem was the first
government department to haveits Resource A ccounts for 1999/00 certified by NAO,
and its colour-coded management accounts provide very solid, detaled and well
presented information. Thisis agood mode for the other regulators.

2.33 Although the activities of the finance function are common across the board and the
regulators do share experience, there are some important differences in approach.
Ofgem comes closest to zero-leve budgetingin that policy activities undergo aforma
assessment process before they are approved and added to the budget. The other
regulators build their budgets bottom-up but without the justifications required by
Ofgem. Ofgem is intending to introduce activity based costing in 2001, Ofwat has a
version of activity based costing in that overheads are gpportioned on a simple staff
numbers basis to policy teams, but it is not being considered a either ORR or Oftdl.

2.34 The regulators collect activity-leve statistics and set performance targets for their
finance functions, but only ORR has a SLA. Ofgem is planning to introduce a LA
before the end of the 2001/01 financid year. Oftd, in contrast, gppears to limit
performance measurement to the government-wide target on payment of invoices.
With the exception of Ofwat, none of the regulators routinely carries out stakeholder
surveys to obtain customer feedback on their efficiency .

2.35 At Ofgem, the budgeting process is now fully integrated with corporate planning and
this is planned & ORR and Ofted. Ofwat aready takes an integrated gpproach and is
the only regulator to produce three-year budgets. It aso publishes a financid
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management strategy and a Business Plan for finance and services (covering finance,
procurement, and estate). None of the regulators publishes very much detall on its
costsin their Annua Reports.

2.36 None of the regulators, in our view, are getting close enough to measuring the true
cost of therr projects. Ofgem dlocates direct costs (staff costs, agency costs,
consultancy costs, travel and subsistence) to projects but not overheads. These direct
costs are reported to management and budget holders monthly. However, when
alocating staff costs they assign them on the basis of the budgeted rather than actud
time. Thus, if staff are switched off or onto projects this information is not captured
by the system. ORR used to collect staff costs centraly, but is now alocating them
aong with consultancy costs to budget managers. The costs of overheads are not
gpportioned to policy activities, except at Ofwat and only on areatively crude basis.
The costs of staff borrowed from other departments or senior management time are
aso collected esewhere,

2.37 Another observation is that there is little incentive for the regulators to beat their
budgets, in fact quite the opposite since cost overruns (eg. NETA) can berecovered
from licence holders. In addition, the regulators are not setting themselves financia
targets — for example, the proportion of expenditure in support functions, the
proportion of spending directly related to projects. Oftd has atarget to reduce the
unit cost of customer representation of 3 % and achieved 7 % in 1999/00. However,
only Ofgem has signdled an intention to reduce its budget (excluding NETA and the
merger) for 2001/02. Ofwat did undershoot its budget in 1999/00 by £0.5 million
largely from efficiency savings in support costs.

Comments:

In the interests of transparency, the regulators should publish more information in
their Business Plans and Annua Reports on the cost of their support functions and
policy activities. They should dso be setting themseves financid targets.

The regulators would benefit from obtaining a more accurate indication of the cost
of ther policy activities. Activity based costing (a simplified version of which is
operated by Ofwat) is one possible solution, and Ofgem is working towards this.
We do not see great benefits arising from apportioning overheads to projects on the
basis of inter-departmenta chargng, but we think that the regulators should be
assigning staff costs on the basis of actuad rather than budgeted or estimated time.
This will become more of an issue as staff flexibility increases, as dl the regulators
believe it should to respond more effectivdly to rapidly changng market
conditions. Such an approach suggests timesheeting of staff which is dready in
placea Ofwat.

Budget holders, ether project managers or departmenta heads, are expected to
manage their budget diligently. Their performance in this regard will be picked up
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in ther staff appraisd. However, there is no incentive to release staff onto other
work when they are underutilised, as there would be in a professiona services
practice. In the absence of timesheeting, switchingstaff out of aprojected activity
will not impact upon the budget. We would like to see budget holders provided
with such information and assessed not only by the quality of their work (as
measured by peer review, stakeholder reaction, and impact) but dso by ther
efficiency (as measured by cost). This may in turn focus more atention in the
planning process on what is redistic. Agan, this would require a better way to
monitor the costs of projects as well as timesheeting of staff.

PROCUREMENT

Procurement concerns the purchasing of equipment, supplies and services. It is an
important function for the regulators, particularly for those with a big spend on
consultants (Ofgem and ORR).

All the regulators have a procurement manud, with the usua procedures governing
authorities and restrictions on singetender actions, contract extensions, and longterm
contracts. Although there is a forum for sharingbest practice in procurement across
government to which the regulators have access, there are differences in gpproach.

At Ofgem, routine purchasing has recently been devolved to the Directorates so that
the Centrd Purchasing Section can focus on the more difficult and costly
procurements. For routine purchases, there are cdl-off contracts negotiated by centra
purchasing and staff place orders directly by computer. At ORR, procurement is
completely decentrdised to IT, Facilities, and the Directorates with the Finance
Department responsible only for compliance with procedures and payment of
suppliers’ invoices. Ofwat and Ofgem are now using the Government Procurement
Card for low vaue items such as ral tickets and stationery, and this is currently
undergoing atrid a Oftel. Outsourced services contracts undergo periodic vaue for
money reviews. Framework Contracts are used to obtain better value for money.

Procurement of consultancy services is a particularly important issue. Ofgem is
attempting to control the spend firstly by controlling the need and secondly by
changng its procurement procedures. The new purchasing guiddines are clear that
Ofgem should use in-house resources where it is practicable to do so, and that any
proposa to use consultants must be supported by avalid business case. Procurement
of consultants for work exceeding £ 10k cannot commence without financid authority
from a DDG or (in the case of asinge tender) by the M anagement Committee. In
order to encourage more thoughtful use of consultants, no contracts can be extended
bey ond 18 months without full review and al contracts are subject to post-assignment
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evauation. Expenditure on consultants is now routindy reported to the M anagement
Committee in the management accounts. ORR has asimilar set of procedures.

Ofgem has dso set itsdf a target of 95 % by vaue of consultancy contracts to be
competitively tendered, against arecent performance of about 50 %. New procedures
have been introduced to facilitate this. Specificaly, singe tenders and contract
extensions have to be gpproved by the M anagement Committee. Interestingy, 96%
by vaue of the consultancy contracts operatingin Ofwat in 1999/00 were procured by
competitive tender.

Interestingy, only Ofwat carried out forma vaue for money post-implementation
reviews of consultancy projects athough this will become part of the procedure for
closing projects a Ofgem.

Comments:

The key issue is procurement of consultants. Although there is limited choice of
consultants in some aress, the selection process should be competitive as much as
possible.  Innovative ways of reducing cost such as volume discounts on
framework contracts and employing consultants on secondment should be
considered (eg lawyers a Oftd, ORR had two economists on secondment for
twelve months for the periodic review). Vaue for money reviews of consultancy
projects, post-implementation, should be routine.

The regulators are too small to obtain much in the way of volume discounts for
consumables, so they should dl be part of a wider government scheme such as the
Government Procurement Card. Likewise, there may be an opportunity to work
together to procure non-speciaist consultancy. We seeagowinguseof SCAT (a8
catadogue based procurement facility established by CCTA which provides &
simplified means of procuring IT and management consultancy and specidist
services from avariety of service providers) by various government bodies, and g
similar arrangement encompassing al the regulators should ensure efficiency
savings.

I'T

IT concerns the design, procurement, instalation, maintenance and development of
both 1S and communications hardware and software. It aso covers|IT training. IT is
of increasing importance to the regulators because of the growth in monitoring
requirements and the gpplication of complex financid models.

Each of the regulators has an IT function, managed by IT professionas. Knowledge
and experience is shared between the regulators. All staff who need to have access to
computers, and IT training is available. Softwareis standardised. All staff have their
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own email address — in the case of ORR, just recently (November 2000). Oftd,
Ofwat and ORR have access to the Government Secure Intranet whereas Ofgem will
have this by 2001.

There are differences between the regulators in the way in which the IT function is
managed. None of the regulators has a SLA for IT, but they should be in place a
Ofgem and ORR by 2001. Although al theregulators collect information on activity
levels (e.g cdls to the hdp desk), only Oftd and Ofwa have put in place
performance targets. Ofgem and ORR are planning to introduce performance targets
in 2001 aong with their . As. Sakeholder surveys are carried out routinely a Oftel
and Ofwat (a Ofwat, there are quarterly customer feedback surveys), but not a
Ofgem or ORR (who are planning to introduce them).

Ofwat has produced an IT strategy (published 2000) covering the period 2001-2004,
which has been put out to consultation. Oftel also hasan IT strategy which sets out IS
objectives and a detailed framework for delivery. Ofgem has recently agreed an IT/IS
strategy for the next two years. Ofwat hasan IT plan, updated annualy .

Ofgem intends to reduce resources in the IT function oncethereocation to Millbank
is complete and the systems have bedded down. ORR should aso be able to
introduce savings now that the “big wins” of the intranet, G, and its document
management sy stem have just about been made.

Comments:

Information sy stems are critica to the regulators, especidly in view of theway in
which regulation is moving towards regular performance monitoring. For this
reason, IT is not the first place to look for cost savings. The regulators are
reasonably well equipped, but their systems will require continua development and
investment. The efficiency of the IT function, however, needs to be assessed on &
regular basis and we would suggest setting up SLAs. This will require setting up
performance targets and a process for capturing customer feedback. Ofgem and
ORR are dready planningto do this.

RESOURCE ALLOCATION

Resource alocation concerns the deployment of staff in order to maximise ther
productivity and to meet changing priorities.

The regulators dl determine their resource plans through the budgeting process and
the production of business plans. Astheyear proceeds, and priorities shift, resources
are switched as required. All the regulators have moved away from silo structures,
and staff are expected to work across departments and move around with the work.
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There have been, in addition, organisationa restructuring to re-baance workloads
across departments — ORR being a current example of this.

251 None of the regulators, with the exception of Ofgem, has aformd sy stem of resource
dlocation. This system, just introduced, requires Project M anagers to forecast the
commitments of each member of staff to each project or process for (at present) two
months ahead. The information is assembled for each Directorate, reviewed and
adjusted if necessary by Directors, and then passed to the Resource M anagement
Group for action. The Project Support Office manages the system. The system
depends essentidly on individuas taking an objective and honest position on the
availability or otherwise of staff. Arguably, in the absence of aprofit driver, Project
M anagers have a vested interest in retaining (to ease the workload) rather than
releasing (to reduce pressure on the budget) staff who will be tempted to exaggerate
their commitment to projects. Staff commitment returns could possibly be chalenged
with cross-reference to PIDs in which resourcing is forecast, but it is too early to
assess the effectiveness of this sy stem.

252 None of the regulators, with the exception of Ofwat, use timesheets for work
recording, and views on the introduction of such a system are generdly hostile.
Ofwat uses the time records as the basis for detaled activity anadysis. One of the
objections to timesheeting is that timesheets are historical, but actualy they can and
do incorporate forecasts of commitments (up to 4 weeks normdly).  Another
objection is tha timesheets will simply pick up what is dready known from the
budget, but they can have awider application. At the moment, the regulators consider
the cost of an activity to be the budget for the group responsible for it, but there are
other costs such as the time of staff located outside the activity who contribute
towards it (eg senior management, support services, and other departments or
workstreams) which can be captured by timeshests.

Comments:

The regulators dlocate resources on a day to day basis by interna consultation.
Ofgem has introduced a reporting system in a attempt to be more systematic. It
will be interesting to seeiif it is effective. It is clear though that staff will not be
dlowed to remain in ther silos if they are underutilised, and that they can expect to
be switched around where their skills and experience adlow. That sad, there is
little incentive for managers to be more efficient in their use of staff resources and
without this there is no point in measuring productivity. It is aso the case that
where resources are switched or borrowed a short notice their costs remain with
their home department. This means that there is no measure of the true cost of
projects. A system of activity based costing (being introduced by Ofgem for
2001/02, but not by the others) and timesheets, as introduced by Ofwat, would
therefore be helpful.
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QUALITY ASSURANCE

253 Qudity assurance concerns the procedures for managng the production of
ddliverables before issue to consumers. It should cover work dlocation, work
proganme, review of ddiverables, recording and tracking of data, and control of
documents and correspondence. QA systems may be accredited to SO 9001.

254 All the regulators have rigorous procedures for review, both technica and legd, of
their publications since these determine their credibility in the marketplace. Qudity
control is carried out mostly by means of peer review, but thereis aqudity function
in both Ofwat (in IS Development) and Oftd (in the Compliance M anagement
Group). Thereis in addition some externa control of ddiverables, such as auditing
of Ofwat’s financid modds by Deoitte & Touche. With the exception of Oftd,
however, none of the regulators has aformal quality policy or aquaity manua. None
of the regulators have an accredited QA sy stem.

255 All the regulators are working on standardisation of procedures and report formats.

Ofgem, for example, has agreed a house style and produced “ best practice’ guides for
document writing and consultation. Smilarly, Ofwat produced a style guidein 1998

dthough it only eappears to cover only externdly circulated documents and
correspondence. ORR has a house style, and its “ blue documents” for example are
produced to a common standard. However, there gppears to be no sharing of best
practice between the regulators on this or other QA issues.

Comments:

It is clear that the regulators take qudity very seriously, and for that reason
documents released to the public domain undergo a thorough review process.
There are dements of qudity assurancein ther processes, particularly at Oftd, but
these are in-house procedures which have not been subjected to independent
assessment. The regulators might consider going for 1SO9001, particularly now
that the new standard (1SO9001:2000) addresses customer satisfaction as well as
quality assurance of products. At the very least, the regulators should have &
quality policy and manuad setting out procedures for checking caculations and
software, document control, data storage and retrieva, and review of ddiverables
(Ofgem, Ofwat, and ORR). It will gve geaer carity to the purpose and
maintenance of the audit trall and thereby reduce the risk for maadministration of
big projects. This will be particularly important where a large proportion of the
work is being carried out by third parties.

We would aso suggest that the regulators gppoint quaity managers to implement
procedures and ensure compliance with them (Ofgem and ORR). To ensure
commitment to qudlity, this function should report directly to a Board director.
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Discussion between the regulators on quality matters should also be encouraged.

COMMUNICATIONS

Communications covers PR and library/information functions. It covers both internal
communications to staff and externa communications to media and stakeholders.

All of the regulators have web-sites of varying qudity. The weakest, in our
judgement, is that of Ofwat. It was developed in 1996 and has changed little since.
Each of the regulators recognise that web-site development is important. Ofgem has
dready launched a new website and is putting in place a programme to develop this
and extend the services it offers over the course of 2001. Ofte has engaged
consultants to upgrade its web-site.  Ofwat has established a Web Development
Group and will shortly be tendering to outsource the design of a new web-site. All
the regulators use their web-sites to distribute publicly available documents, and this
has reduced the number of enquiries as well as publication costs. All documents can
be accessed viathe web-sites, except a Ofwat (where specidised manuas can only be
purchased). A clear strategy needs to be developed where publications are charged, in
terms of pricing and collection of money.

All of the regulators, with the exception of ORR, has an intranet. ORR was a late
developer in this respect, since its intranet will be launched early in 2001. The
intranets are used for dissemination of best practice, document management, in-house
briefing and training, and storage of house style templates, and thisis the intention at
ORR. In a context where there is high staff turnover and a large percentage of work
caried out by third parties, the intranet will be an essentid tool in developing and
maintaining the “corporate memory”. With this objective in mind, Ofgem has
recently commissioned consultants to develop its intranet, which will be re-launched
in January 2001.

Given the amount of information being collected and processed by the regulators, the
need for storage and retrievd of data and documents, and the requirement for
standardisation in processes and dissemination of best practice, it isimportant for the
regulators to have a clear and coherent knowledge management strategy. Ofgem has
such a strategy (and is akey management priority for 2001/02), and oneis planned by
Oftd for 2001. Ofwa and ORR, a the moment, do not have forma knowledge
management strateges. In the case of ORR, however, the development of the intranet
and the M APS sy stem for capturing knowledge is astart in this direction.
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There is a Regulatory PR group which has representatives from the utility regulators
plus Ofreg and Postcomm. No similar group exists for librarian and information
managers, athough there is some contact with other government librarians. There is
no forum for the discussion of best practice in knowledge management, athough
Ofgem has plans to initiate one.

Interna communications are facilitated by in-house magazines, with the exception of
ORR where there are plans to revive the staff newsletter. There are dso seminars as
well as staff “listening’ sessions (eg Ofwat’s six-monthly office meetings and weekly
Team Leader meetings). Ofgem is planning to improve its HR database to improve
awareness of the skills and experience available across the organisation. Intranets
will be used more to update staff and to ensure the correct templates, guiddines and
procedures are being used.

Communicating with stakeholders is another key task, and this requires the
maintenance of an accurate and comprehensive contacts database. In using the
regulators’ contact lists for the stakeholder survey we encountered some problems,
paticularly for Ofgem and Oftel. This is never going to be perfect because the
stakeholders themsedves sometimes fal to advise the regulators of changes in
circumstances. However, Ofgem is planning to tackle this by entering the contacts
database onto its intranet and enabling staff to update records as required, by
contacting stakeholders inviting them to revise their detals if necessary, and by
posting points of contact on the web-site to this information is transparent. This
goproach may serve as good modd for the other regulators. Ofgem has dso
established a code of practice for consultation.

M onitoring the efficiency of the library and PR functions is carried by means of
media feedback. At Ofwat, for example, the Externd Relations department
undertakes a monthly media evauation. It is less systematic a other regulators.
There are dso internd customer satisfaction surveys, with the exception of ORR
where they are planningto conduct such surveysin thefuture. Statistics are collected
on leves of activity in the library and PR functions. Performancetargets arein place
a Oftd and Ofwat, and they are planned a Ofgem and ORR for 2001. There are,
however, no SLAs a any of theregulators.

Comments:

The further development of web-sites and intranets are very important for the
regulators, and there should be an exchange of information and experience to
identify good practice.

M aintenance of an up to date, comprehensive, and accurate database of contacts is
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another critical function. Ofgem’s gpproach to this problem may beinterestingfor
the other regulators.

It is important that the regulators maintain an efficient information service, and
feedback from media and other consumers should be routinely collected and acted
upon. Ofwat’s approach to this issue appears to be the most sy stematic.

The regulators collect information on the activity levels of their libraries and PR
departments, but some had difficulty in retrievingthe information for us. There are
said to be performance targets, but it was not easy to establish what they are except
those which are published in the Annud Reports. The impression is that
performance of the function is not a management priority. The introduction of
S_As, which none of the regulators presently have, may help in this regard.

FACILITITES MANAGEMENT

Facilities management concerns the maintenance of property and other fixed assets,
work space planning and relocation, hedth & safety, and working environment. The
function usudly has responsibility for FM contracts with externd suppliers. It may
aso manage reception and post, as wdl as the payment of rents, service charges and
utilities, and sometimes procurement of equipment.

All the regulators have facilities/estates functions. Some FM services, such as
cleaning, are outsourced. This dso aoplies to some business services, such as
reprographics (in peak times) in the case of Ofwat. Other services, such as print
production in the case of Ofgem and advertisement placing in the case of ORR, have
remained or returned in-house for cost reasons. Both ORR and Ofte have singe
offices, so their estate costs are relatively low. Ofwat, on the other hand, looks after
its head office plus 8 for the Customer Service Committees. At thetime of this study,
Ofgem had four offices in London, together with Leicester, Glasgow and theregona
offices — but with the move to Millbank in November 2000 and the closure of NETA
there is one London office while the regond offices have now been transferred to
Energywatch. There should therefore be some economies in FM costs from 2001.
Likewise, since ORR is losing 25 % of its staff to the SRA one might expect to see
some savings in FM costs if not, in the short term, accommodation.

ORR is the only regulator which has a SLA in place for its FM function (published
April 2000). In accordancewith this, it collects information on activity levels and sets
performance targets. It does not routingly collect end-user views on its activities, but
obtains feedback on an ad hoc basis. Ofgemis planningto introduceaS_A aswdll as
stakeholder surveys. Its FM function dready collects activity level data Oftd and
Ofwat do not have performancetargets for their FM functions or collect activity leve
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data, dthough Ofwat does pick up customer comment on a quarterly basis and from
its Annua Finance & Service Questionnaire.

Comments:

FM is ardatively smal cost for the regulators, and is not apriority for efficiency
savings. However, there should be cost reductions at Ofgem and to alesser extent
ORR from 2001 onwards. FM should have performance targets, and it is sensible
to crystdlise these in a simple SLA. ORR has dready done this, and Ofgem is
planningto do thisin 2001. These can serve as models for Ofwat and Oftd.

GENERAL OBSERVATIONS

2.67 Our genera impression is that the regulators are professionaly run organisations.
There is comprehensive set of working practices and procedures in place. It is clear
that the regulators are concerned about efficiency and are committed to continua
improvement in performance. We encountered many instances where systems and
procedures have been, are being, or will be revised to make them more effective in
serving business needs or more efficient. To this extent, the regulators are movingin
the right direction. There are examples of good practice a each of theregulators, and
the most notable are set out in Table2.1. Given this, and the differences in approach
to common problems, we would expect the regulators to review the existing
arrangements for inter-regulator co-operation to ensure the cross-fertilisation takes
place more effectively. We would aso like to see the regulators working together to
explore how best to pass on examples of good practice to other regulators.

2.68 There are other areas, however, where we fed that the regulator should consider
making changes to their procedures. The most significant of these may be
summarised as follows:

+ Oftd and Ofwat to add non-executive Directors to their Boards

» Ofgem and Ofwat to publish amedium-term regulatory plan (at lesst threeyears),
al regulators to produce forward-looking expenditure plans

* All the regulators to publish more information on the business case (including
vaue for money) for esch of ther priority workstreams, the costs of these
activities, and their performance indicators

* Post-implementation vaue for money reviews to take place for mgor consultancy
projects a Ofgem, Oftel, and ORR

e Sructured project management procedures to beimplemented at Ofwat and ORR

» Performance indicators for policy activities and support functions to be published
on asystematic and non-sdective basis
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Table 2.1: Examples of Good Practice at the Regulators

Feature

Ofgem Proceduresfor setting priorities for the corporate plan

Integration of the budgeting round with the corporate planning proces
Project management manual, training, and procedures

Format, presentation and content of the monthly management accounts
“zero-level” type budgeting

Use of intranet and web-site to maintain contacts dat abase

Oftel

Sructuresto develop “joined-up thinking” and facilitate cross-working
Medium-term vision of the regulatory agenda

Quality manual and policy

Cod reduction target for customer representation

Secondees arrangementswith private sector law firms

liP accreditation and training & development programme

Casework satisfaction questionnaire

Of wat Sakeholder workshop on business plan

Integration of the budgeting round with the corporate planning
process

Annual performance reviews of support functions

Graduate recruitment and training schemes

T hree year budget and divisonal plans

IiP accreditation and training needs analyss

Pog-implementation value for money reviews of consultancy projeds
Monthly media evaluation

ORR

2001-2004 Operational Plan in preparation
Procedures planning and monitoring work programmes and activities

New pay scheme
Training needs analysis
S Asfor finance, HR and estates
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Stakeholder views on the performance and efficiency of the regulators to be
collected annually, and the results to be published in the Annuad Reports

Annua performance reviews of the support functions to be carried out a Ofgem,
Oftd and ORR. Activity-leve and performance data to be routinely collected,
collated, and published

All regulators to consider introducing simple SLAs for their support functions
where these are not dready in place

All regulators to consider moving towards a more rectangular structure with a
high proportion of high grade staff and a lower proportion of lower grade staff.
Remuneration of senior staff to be determined by market rate and persond
performance

2-22 W
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» All regulators to have financia targets covering inter alia the cost of support
functions/tota operating cost and the cost of routine policy activities

» All regulators to introduce activity based costing or similar to obtain a better
picture of the cost of ther activities. We would aso like to see timesheeting of
staff and incentivisation of project/programme managers to beat their budgets

* All regulators to reduce procurement overheads and obtain volume discounts by
using government-wide purchasing schemes as much as possible, and also to share
experience and best practice

* Ofgem, Ofwat and ORR to introduce qudity policies and qudity manuas, and to
gve a senior manager or Director responsibility for qudity assurance.
Accreditation might be considered later

« Ofwa and ORR to further develop ther knowledge management strateges.
Ofgem and Oftd could serve as models for this.

regul atorsdoc
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STAKEHOLDER VIEWS

Invitations were sent to 299 stakeholders of the utility regulatorsto participatein an
opinion survey. The stakeholders included regulated industries, customer and
environmentad lobby groups, and representatives of the financia institutions. In
addition, about 100 invitations were sent to stakeholders of Ofregand CAA with the
intention of using these as comparators. However, since these invitations generated
only threeresponses this ideawas dropped.

A tota of 83 responses were recaived relating to the utility regulators, about haf of
which referred to Ofgem. Some 59 of the responses came from regulated companies.
Anandysis of responses is presented for the regulators as awhole and specificaly for
Ofgem and Ofwat wherethe returns merited deeper evduation. Follow-up interviews
were held with key industry stakeholders of the regulators, and the main findings are
aso set out inthis section. A copy of the questionnaireis attached as Annex F. A list
of theindustry stakeholders we consulted is provided in Annex G.

SURVEY RESPONSES

Table 3.1 sets out the average scores to each of the 29 questions put to stakeholders as
well as an average score across al questions. Table 3.2 puts the responses for each
regulator into rank order. Table 3.3 summarises the data into strengths and
wesknesses as perceived by stakeholders. It isimportant to recognisethat stakeholder
responses may not be entirely objective and that the response rate may be higher for
stakeholders with adverse opinions. However, our conversations with key
stakeholders suggested that their comments are intended to be constructive and to this
extent we have some confidencethat the responses to the questionnaire are honest and
unbiased. They also appear to be consistent with some of theresults from the analyss
of IRs.

It is essentia to notethat any comparisons between the regulators using the figures in
Tables 3.1 and 3.2 will be skewed by the smal sample sizefor ORR’s (7) and Oftel’s
(8) stakeholders. Only a minority of responses for ORR were from regulated
companies. As such companies are likely to be harsher to the regulator in certain
aress, this may have the effect of gvingthe ORR figures an upward bias. Thereverse
may be true of Oftd, for which dl responses were from regulated companies.
Overdl, less weight should be placed on the ORR and Oftel figures.
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Among the notable features of the stakeholder survey arethat:

vaue for money is thought to be reasonable, except for Ofgem and to a lesser
extent Ofwat. Views of the regulators’ overall efficiency, qudity and fulfilment of
duties was aso somewhat disappointing, with the exception of ORR;

the amount of consultation with industry is considered to be about right but the
effectiveness of consultation is seen as poor;

the volume of data requested from industry is considered too high, less so in the
case of ORR. All theregulators handle confidentia information well;

the volume of publications produced by the regulators is though to be about right
except for Ofgem where it is too high. With the exception of Ofgem, the
regulators’ annua reports and forward plans are seen to be good quality;

the use of consultants is seen as about right except a Ofgem and ORR whereit is
thought to betoo high, whilst their expertiseis generdly considered to be average;

vauefor money is thought to be reasonable, except for Ofgem;

ease of access to the regulators is considered satisfactory, but the transparency,
thoroughness and consistency of decision-making is below average except at
ORR;

determination of priorities is regarded as aweakness, except a Ofwat;
the qudity of, and turnaround time for, enquiries is considered average;

The regulators’ press offices are dl considered to be effective. Ofwat’s and ORR’s
libraries are seen to provide a good service, while Ofte’s and Ofgem’s libraries
arethought to be below average,

All the regulators, with the exception of Ofwat, are thought to provide good
internet services;

Saff expertise is considered to be below average except & ORR and (for
economics) a Oftel;

All the regulators are seen to be too slow in ther decision making, especialy
Oftdl.

A summary of views on each of the 13 themes explored in the questionnaireis set out
in Annex I. As would be expected, the regulated companies that responded to the
survey were on the whole harsher towards the regulators than the non-company
respondees (e.g. consumer groups). Broadly spesking, company respondees were
harsher in regard to regulatory activities, whereas non-company respondees were
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tougher on the regulator’s support functions. There were, however, some interesting
exceptions:

* interms of the level of consultation, companies often complained that it wastoo
high resulting in a heavy regulatory burden. On the other hand, non-company
respondents complain that the leve is too low as they fed they do not have a

strong enough say in regulatory policy;

* in terms of the speed of decision making, companies generadly complained that
prolonged decisions increase ther regulatory uncertainty. Conversely, non-
company respondents sometimes complained that decisions were made too
quickly and consequently the consultation process suffers.

3.7 A detaled andysis of responses to each question for Ofgem is also set out in Annex|.
It is important to recognise that the survey was carried out before Ofgem went out to
consultation on its 2001/02 budget which shows expenditure faling substantidly. The
main features are:

o stakeholders consider the amount of data requests and number of publications to
be too high and complain of alack of transparency in the use of the data;

* Ofgem is thought to be too dependent upon consultants, but on the other hand
Ofgem is lackingin expertise particularly in the dectricity sector;
» The qudity of outputs could be improved if the volume of work was reduced and

if therewas greater focus in the work programme;

* |t is perceved that insufficient weight is gven to stakeholder views obtained
through consultation unless they conform with Ofgem policy;

* The introduction of a publicly avalable Operationd Plan is seen as an
improvement, but stakeholders want to see performance against the plan published
inthe future;

 ThePress Officeis considered to be efficient and effective:

» Ovedl, efficency and qudity of service is viewed as less than satisfactory .
There are serious concerns about the expertise of staff and the increasing as
opposed to decreasing burden of regulation;

» Vadue for money was considered to be poor by 78 % of respondants, aresponse
probably not unrelated to the recent very significant rise in licence fees (mainly
for one-off projects such as NETA and the merger);

* There is red concern that no benefits gppear to be feeding through from the
merger of Offer and Ofges;
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e Ofgem is considered to have made good use of online resources for providing
externd information.

3.8  Ananaysis of responses for Ofwat indicate that:

e Ofwat’s annud reports and forward plans are viewed favourably, providing a
timely and comprehensive disruption of future plans. Of thetwo, thereis seento
be more scope for improving forward plans;

» Ofwat is considered to identify key issues and prioritiseit’s work well;

» Sakeholders consider the amount of data requests to be too high, with alack of
transparency in the use of data;

 Ofwa’s internad expertise is considered to be below average, dthough it is
thought to use consultants well;

* While Ofwat is thought to use consultation appropriatey, as with Ofgem, it is
perceved that insufficient weight is gven to stakeholder views during the
consultation process and that the regulator lacks thoroughness in it’s decision-
making process,

*  Ovedl, eficiency isviewed as satisfactory;

* Vauefor money is considered to be poor.

BX517 3-4 4
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Table 3.1: Average Scores to Stakeholder Questionnaire

Question Ofgem Ofwat Ofte ORR
1. Reply to enquiry speed 2.75 2.67 3.00 2.86
2. Reply to enquiry quality 2.84 2.76 3.00 3.29
3. Library 2.75 3.47 2.63 3.67
4. Press Office 3.59 3.16 3.13 3.43
5. Pressnotices 2.95 3.15 3.25 3.57
6. Annual reports and forward 2.95 3.65 3.50 3.43
plans

7. Volumeof other publications(l 4.14 3.40 3.13 3.14
=too little, 3 = about right,5=too

much)

8. Quality of other publications 2.93 3.37 3.38 3.29
9. Internet services 3.84 2.72 3.63 3.83
10. Useofconsultancies (1 =too 4.29 3.16 2.38 3.83
little, 3 = about right, 5 =too

much)

11. Expertiseof consultants 3.00 3.00 2.75 3.00
12. Generdl expertise 2.48 2.75 2.50 3.43
13. Technical expertise 2.65 2.95 2.88 3.14
14. Economic expertise 2.65 2.55 3.75 3.43
15. Datarequests (1 =toolittle3 4.10 4.00 3.50 3.00
= about right, 5= too much)

16. Transparency 2.26 2.40 3.00 3.67
17. Confidentia information 4.08 3.60 3.63 4.33
18. Consultation (1 = toolitle 3= 2.90 2.71 2.88 2.86
about right, 5 = too much)

19. Consultation effectiveness 2.12 2.05 2.38 2.83
20. Easeof access 3.16 3.33 3.13 3.43
21. Speed of decision-making(1= 2.73 2.71 1.75 2.86
too slow, 3= about right, 5=too

fast)

22. Thoroughness 2.67 2.67 2.63 3.71
23. Consistency 2.84 2.81 2.63 3.29
24, Key issues 2.98 3.38 2.88 4.00
25. Priorities 2.46 3.16 2.75 2.86
26. Fulfilment of duties 2.84 3.05 2.88 3.29
27. Overall impression of 2.32 2.90 2.75 3.14
efficiency

28. Overall impression of quality 2.45 2.95 2.75 3.43
29. Vauefor money 1.66 2.60 2.88 3.00
Average Score 2.80 2.96 3.18 3.39

Note: average score (1-5) excludes questions 7, 10, 15, 18 and 21 where optimum scoreis3

ratherthan 5. For all other questions, 1 = very poor and 5 = very good.
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Table 3.2: Rank Order of Responsesto Stakeholder Questionnaire

Question Ofgem Ofwat Ofte ORR
1. Reply to enquiry speed 16 24 12 27
2. Reply to enquiry quality 12 21 12 19
3. Library 16 7 24 9
4. Press Office 11 10 12
5. Pressnotices 13 9 11
6. Annua reports and forward 10 5 7 12
plans

7. Volume of other publications(1 18 4 1 2
=too little, 3 = about right,5=too

much)

8. Quality of other publications 11 9 8 19
9. Internet services 4 23 5 7
10. Useofconsultancies (1 =too 25 1 18
little, 3 = about right, 5= too

much)

11. Expertiseof consultants 7 15 19 25
12. Genera expertise 22 22 27 12
13. Technical expertise 20 18 15 23
14. Economic expertise 21 27 19 12
15. Datarequests (1 =toolittle3 15 15 3 1
= about right, 5 = too much)

16. Transparency 27 28 12 9
17. Confidential information 5

18. Consultation (1 = toolittle 3=

about right, 5 = too much)

19. Consultation effectiveness 28 29 29 29
20. Easeof access 10 10 12
21. Speed of decision-making(l= 2 27 2
too slow, 3= about right, 5=too

fast)

22. Thoroughness 19 24 24 8
23. Consistency 12 20 24 19
24. Key issues 8 8 15 6
25. Priorities 23 11 19 27
26. Fulfilment ofduties 14 14 15 19
27. Overall impression of 26 19 19 23
efficiency

28. Overall impression of quality 24 17 19 12
29. Vauefor money 29 26 15 25

Note: forthefunctionswhere 1= too littleand 5= too much, arank is given by itsdosmessto

3.
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Table 3.3: Stakeholders’ Views of Each Regulator’s Strengths and Weaknesses

Ofgem Ofwat Oftd ORR
Strengths: Strengths: Strengths: Strengths:
Press Offi ce, speed of Annud reportsand Useof consultancies, Volumeof

decision-making,
Internet services,
confidentid

information, leve of
consultation.

W eaknesses:

Useof consultancies
(too high),
transparency,
prioritisation, va uefor
money, consultation

forward plans, Volume
of publications, useof
consultancies, leve of
consultation, speed of
decision-making

W eaknesses:

Reply to enquiry speed,
€conomic expertise,
consultation

effecti veness, va uefor
money, transparency,

volumeof publications,
internet services, daa
requests, levd of
consultation.

W eaknesses:

Library, generd
expertise, consultation
effecti veness,
thoroughness, speed of
decision-making,

publicaions, daa
requests, confidentia
information, leve of
consultation, speed of
decision-making.

W eakn esses:

Reply to enquiry speed,
expertiseof
consultants,
consultation

effecti veness,

effectiveness, overd| thoroughness consistency. prioritisation, va uefor
impression of money
efficiency

INDUSTRY STAKEHOLDERS
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This section reports on our discussions with some key regulated companies. During
our conversations, the companies made a point of gving credit wherethey fet credit
was due. They noted that the regulators are very thorough and acknowledge that their
work is generdly of good qudity. They are complimentary of the peoplein senior
management positions. They accept that the regulators have an important, difficult,
and necessary function and they recognise that they have delivered red benefits to
consumers. That sad, the stakeholders had a number of criticisms which are
summarised under the following headings.

Regulatory Strategy

While publication of and consultation on annua business plans is welcomed,
companies want to see a medium term (3-5 year) strategy from theregulators. This,
they arque, requires a debate on the purpose of regulation and the level of regulation
tha is desirable. Such a strategy, it is contended, will make the regulatory process
more transparent and the regulators more accountable. It will dso provide greater
predictability for them and their shareholders. Specificaly, what they want to seeisa
strategy for withdrawa of regulation from competitive areas which can be policed by
OFT using Competition Act powers.
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Setting Priorities

The industry stakeholders were consistent in their view that the regulators tend to be
overly ambitious, spreading resources over too many initiatives, rather than
concentrating on the key priorities. This results, they argue, in muddle and delays in
decision-making. The focus has to be on what consumers want and are prepared to
pay for. In the case of Ofgem, for example, companies questioned why metering and
the development of an energy cost index were receiving attention while NETA was
being delayed. Priorities should be determined by cost-benefit andysis, a process
which should be visible to both industry and the public. This will become more
important as the” bigwins’ aremade. I1n the absence of this, the suspicion will persist
tha the regulators are generating work simply to keep their offices busy. Thelack of
focus means aso that industry is burdened with too intrusive information gathering
exercises, the purpose and vaue of which are sometimes unclear. One company in
the energy sector has commented that his regulatory costs (regulatory staff and
externd advisors) are on average (not including price reviews and other one-off
projects) threetimes his licencefeg, intota £ 4.5 million/pa

Expertise

There is a view among the companies we consulted that the regulators have
insufficient strength in economics/finance as well as sector knowledge (electricity at
Ofgem is the prime example). Companies would like to see less hierarchical and
flatter regulators, with fewer people but more in senior posts — in other words, they
want “more from less”. In ther view, thereis merit is settingup regulators more like
consultancies with empowered project teams coming together and breaking up as
required, rather than the silo structure usudly found in the Civil Service. Thereis
recognition, however, that the regulators are moving in this direction (particularly
Oftd) and that re-organisations have been made or are being planned to facilitate
“joined-up thinking” on regulatory matters.

Use of Consultants

Companies would like to seeless use of consultants, not only because consultants are
an expensive resource which licence-payers have to fund but because of their effect
on the ability of the regulators to motivate and retain their staff.  There is
acknowledgement that some tasks are more cost-effective to outsource and efforts are
being made to reduce the need for consultants, but there persists asuspicion that the
regulators can improve their management of consultants to obtain better performance
and vaue for money. There were dso some adverse comments on the quaity and
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consistency of consultants’ work which were not picked up or rectified by the
regulators.

Cost Reduction

There is concern adso tha the regulators are producing no cost reductions nor
signdling any intention to make budget cuts. Companies want to see theregulators’
accounts published in more detail, commitments to cost reductions in the medium
term strategy, and the remit of the NAO to be expanded to cover the regulators’
planning of work programmes and setting of priorities. Thereis aperception that the
regulators can charge what they want to recover their costs, and thus there is no
incentive to be efficient. There would of course be difficulties in expanding the role
of the NAO in this way since its remit is to carry out post-hoc audits not ex-ante
reviews. There is aso a potentia conflict of interest in asking NAO to carry out
reviews of proposals that it may subsequently berequired to audit.

Not al stakeholders want to see costs reduced, however. Smdl players in the
industry, passenger and environmenta groups are less concerned about cost and more
concerned about regulatory effectiveness but the desire for more transparency and
accountability in relation to costs gppears to be universal.

Consultation

The consultation process is considered flawed, firstly because there aretoo many too
unfocused consultation documents, secondly because deadlines are too short, and
thirdly because criticism is ignored. Companies want to see a more effective
consultation process and the burden reduced. One suggestion is to consult a avery
ealy stage of the process before much work has been done and cost incurred.
Another is to establish Steering Groups, as used by Ofgem for example, so that the
consultation is carried out faceto faceand in red time.

Commonality of Approach

Findly, companies consider that there are many areas where regulators could and
should work together. They are surprised that whereas regulators do consult each
other, each takes a different view on issues of common concern (cost of capitd, for
instance) and has different gpproaches to managing the business (consultation and
project management, for example). Some stakeholders see mileage in mergng the
regulators while maintaining industry -specific sections under a singe umbrela.
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3.18 The key suggestions emergng from our discussions with regulated companies can be
summarised as follows:

* Regulators should publish a medium-term strategy on which stakeholders can
comment, setting out key regulatory priorities, proposed work programmes, and
budgets;

* Regulators should provide more detall on the business case for proposed
interventions,

* Regulators need to develop improved processes for setting priorities, in particular
the value for money of policy initiatives, and to be more effective in justifying
their prioritisation to stakeholders;

* Regulators should be released from public sector pay restrictions and increase
sdaries to competitive levels, while reducing the number of lower grade staff;

* Regulators should enter into informa discussions with industry before going out
to consultation on policy initiatives. Sakeholders should have a say on the
development of regulatory priorities before they are published in the annua
Business Plans. This may help to reduce the scope and cost of consultation further
downtheling

* Regulators must improve project management skills so that the volume of
consultation materid is reduced, its qudity improved, and deadlines stretched to
alow industry to put forward a comprehensive and thoughtful response;

* Regulators should publish their accounts in detail, including the cost of key policy
initiatives, and present targets for cost reduction against which performance can
be assessed.
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COST EFFICIENCY

This section focuses on the cost of regulation. There are two sub-sections. In the
first, welook at therising cost of regulation. Inthe second, wereport on the results of
the benchmarking survey in which we make comparisons between the utility
regulators and some regulators (both UK and overseas) as well as other UK agencies
in terms of the cost of support services and management procedures. Some of the
outputs from the Information Request are set out in Annex K.

THE COST OF REGULATION
Increasing Costs and Staff Numbers

Table 4.1 sets out information on the operating costs (in nomina terms) and staffing
levels of the utility regulators. Overdl, the cost of regulation has doubled from £ 50
million (not including capex) in 1996/97 to about £ 100 million in 2000/01. In red
terms, this is a84% increase or 16.5%/pa

The biggest increase in cost has been incurred by Ofgem, dthough alarge part of this
is due to one-off projects - the merger of Offer and Ofgas and NETA. These account
for nearly 50 % of tota costs of Ofgem in 2000/01. Srippingthese out, Ofgem’s tota
costs have increased from £ 10.1 million in 1990/91 to £ 36.8 million in 2000/01 — an
average annud incresse in red terms of 10.5 %/pa Costs have risen by this order a
ORR, much of it in the past two years and associated with the review of rall access
charges just published. In contrast, costs a Ofwat have stabilised - since 1997/98
total costs have incressed by only 2.9 %/pa (about zero in rea terms). Oftd is
somewhere between Ofwat on the one hand and Ofgem/ORR on the other. Cost
increases have been erratic, but average out a about 7 %/pa in red terms since
1990/91.
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Table 4.1: Regulators’ Operating Costs and Staffing Levels

Ofgem Oftel Ofwat ORR
Costs Saff Costs Saff Costs Saff Costs Saff
Emill)  (no.) (Emill) (o) (Emill) (no.) (Emill) (no.)

1984-85 N/a 69

1985-86 N/a 19 N/a 102

1986-87 N/a 21 N/a 116

1987-88 N/a 28 N/a 112

1988-89 N/a 28 N/a 117

1989-90 N/a c 188 N/a 121

1990-91 10.1 c228 5.4 140 4.0 112

1991-92 9.9 c 249 6.1 148 5.3 132

1992-93 10.5 269 6.9 152 5.7 140 N/a N/a
1993-94 12.8 287 8.0 144 8.1 156 N/a N/a
1994-95 135 301 8.9 156 9.1 179 N/a N/a
1995-96 19.2 343 9.3 161 8.9 194 N/a N/a
1996-97 24.2 360 9.1 160 9.3 190 7.3 N/a
1997-98 29.7 386 10.5 170 10.4 209 7.8 130
1998-99 38.0 439 10.4 189 9.7 234 8.2 142

1999-00 48.5 521 11.7 208 10.9 226 12.6 160
2000-01 62.8 555 13.9 212 10.9 227 13.8 165
(budget)

Sources.

(1) for Ofgem, published Appropriation Accounts and Annual Reports up to 1995/96, and
thereafter Ofgem Information Request return. Before the merger in 1999, figueshavebem
created by amalgamating those for Offer and Ofgas from 1989/90 when Offer started up

(2) for Oftel, published Appropriation Accounts and Annual Reports up to 1996/97 and
thereafter Oftel Information Request return

(3) for Ofwat, published Appropriation Accounts, Annual Reports and Information Request

(4) for ORR, Information Request

Notes:

(1) running costsdo not include capital expenditure

(2) there are some discrepancies between the figures reported in the Annual Reports and
Appropriation Accounts and the regulator’ s Information Request returns

(3) Ofgem and ORR staff numbersinclude those working on consumer issues, and which have
now been transferred to other organisations (SRA in the case of ORR and Enegywetchinthe
case of Ofgem).

Components

44  As Table 4.2 demonstrates, the observed increases in operating costs are strongy
linked to increases in staffing levels (the correlaion is over 0.9 for dl regulators).
Another factor is staff costs. Table 4.3 sets out information on the increase in
operating costs with payroll over the past four to five years, bresking down payroll
into its components of staff numbers and staff costs. Theresults areinteresting. At
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Ofwat and Ofgem, payroll growth has exceeded the growth in operating costs. At
ORR, payroll has made a significant contribution to rising operating costs. At Ofgem
and Oftd, annual increases in average staff costs have been rdatively modest and less
the increases in staff numbers. In contrast, & Ofwat and ORR the incresses in
average sdaries have exceeded increases in staff numbers. Growth in payroll is
higher than the growth in staff numbers, even though sdary increases are modest.
This is due to the fact that staff numbers in lower grades are being reduced, while
more people are being recruited into the more senior grades.

Table 4.2: Increasesin Staff Levels and Operating Costs

Average % Average %
increasein increase in staff

operating costs/pa numbers/pa
(real terms)

Ofgem +10.5 +9.3
Oftel +6.8 +4.2
Ofwat +7.4 +7.3
ORR +14.4 +8.3

Sources: asTable4.1
Note: figurefor Ofgem excludes NET A and merger costs

The regulators differ to some degree in their staff structure and sdaries. They have
similar proportions of senior management, but Ofgem and Ofwat gppear to have
reatively more staff in “support” grades athough inter-regulator comparisons can be
affected by definitiond differences (see Table K.4). Sdaries arefairly similar across
the regulators in dl grades, except senior management where they are rdatively high
for ORR and reatively low for Ofwat (see Table K.6). To the extent we can judge
from the data provided in the IRs, none of the regulators has a problem with
absenteaism and overtime costs are quite modest (0.5 % of staff costs a Ofwat, for
example).

The other main cost driver is consultancy. Table 4.4 provides a breskdown of the
main cost items in 2000/01. Consultancy costs are relaively modest in comparison to
payroll a both Oftd and Ofwat, but very significant a Ofgem and ORR. The Ofgem
result is distorted by the NETA project which accounts for about 60 % of the
consultancy budget. Putting the NETA project to one side, consultancy accounts for
about 25 % of Ofgem’'s budget in 2000/01. The high consultancy costs a ORR is
related to the periodic review of rail access charges which has just been published. As
Table 4.5 makes clear, consultancy costs are“peaky”. They riseto fill resource holes
for periodic events such as price reviews, and to this extent it is an efficient gpproach
to variable workload. However, there is an underlying “basdoad” of work which
might arguably be more cost-effective to place in-house if sufficient staff of theright
cdibre can be recruited. Ofgem has cadculated that senior staff, on a fully-costed



External Efficiency Review of the Utility Regulators Final Report

4.7

4.8

4.9

4.10

411

BJX517

regul atorsdoc

basis, cost about £400/day compared to £1,000+ for consultancy (assuming
capabilities are roughly similar). For this reason, a case has to be made when bidding
for consultancy resources duringtheir corporate planning process.

Another key cost is accommodation. Takinginto account service charges and utilities
as well as rent, this accounts for about 12 % of tota costs at both Ofgem and Ofwat in
2000/01, 9 % a Oftd, and 8 % a ORR. Floor space per staff member is not
paticularly generous a any of the regulators. ORR absorbed a big incresse in
accommodation costs in 1999/00, linked to the re-negotiation of its lease. Ofgem will
absorb an increase in accommodation costs in 2000/01, as aresult of its re-location to
M illbank.

Planned Cost Reductions

None of the regulators, with the exception of Ofgem, has signalled an intention to
reduce costs in 2001/02. Ofwat’s costs have becomefairly stable so thisisless of an
issue for them. ORR does not expect the conclusion of the pricereview to alow cost
reductions to be made. Although consultancy costs will fall, there will be an increase
in staff to implement and monitor the review and there may be additiona costs arising
from the Competition Act. This, in our view, is surprising gven the amount of
consultancy which the price review generated. Ofgem is seekinga 3.1 % reduction in
recurrent expenditure not including NETA or the merger.

Both Ofgem and ORR will lose staff as theresult of thetransfer of staff. Ofgem will
transfer its regona staff (129) to Energywatch and ORR will lose its consumer
protection functions and the regona passengers committee network (presently 43) to
the SRA. This will not lead automaticaly to a reduction of licence fees. Indeed,
industry is expecting the formation and operation of Energywatch to lead to an
increasein licence fees.

Ofgem has indicated to us that it expects to make further staff reductions in support
functions once the move to Millbank has been completed. Finance has dready
reduced from 25 to 15. The staff complement is about 555, of which 35 arerelated to
the NETA and merger and 129 in the regond offices. This leaves a core of 391
which Ofgem is hoping to reduce to about 334 with efficiency savings. In practice,
Ofgem had an actud headcount (excluding NETA, merger and the regons) in August
2000 of 330 with the difference offset to some degree by agency staff and aso
consultants.

We note that Ofgem’s move to Millbank will not deliver much in the way of cost
savings. A 10% reduction in support costs, for example, might generate savings of £
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0.7 million/pa, but London accommodation costs will increase from £ 1.9 million/pa
to £ 2.2 million/pa (provided Ofgem can sub-let 4 of the 8 floors it has leased and
excluding the subsidised staff canteen a Millbank) athough the tota floorspace will
be significantly reduced.

Summary

All the regulators have increased their costs significantly since start-up. The most
significant increases have been those of Ofgem (even dlowing for NETA and merger
costs) and ORR. At Ofwat, in contrast, cost increases have been more or less zero in
real terms in the past few years. Thereis a strong link between operating costs and
payroll. Both staff numbers and sdaries have been increasing, but the baance
between these two varies between the regulators.

Another important cost component is consultancy. This tends to be variable, peaking
for specific regulatory activities, but it dso aconstant feature of the cost structure. It
will be uneconomic for the regulators to bring dl the specidist advice they need in-
house and inefficient to size their organisations around pesk workloads. However,
consultancy is an expensive resource and it should not be used merely to undertake
basd oad work and fill resource gaps.

Apat from Ofgem, none of the regulators expects to deliver cost reductions in
2001/02. Ofgem can make headcount reductions in some of its support functions, but
they will have to be very large to make a significant difference since accommodation
costs are increasing as a result of relocation. It may be optimistic to expect to see
much reduction in operating expenditure as a result of the merger and move to
Millbank. Cost reductions will probably depend more upon the scope of the business
plan.

BENCHMARKING RESULTS

To further assess the cost efficiency and management processes of the utility
regulators, we invited 23 other regulators and UK executive agencies to participatein
a benchmarking survey. They aremostly of comparable size and have broadly similar
activities to the utility regulators. We received 15 replies, seven from regulators and
eight from agencies. Of the seven replies from regulators, three were from Austraia
(iPart, ACA and ACCC) and onefrom Irdand (ODTR). For definitions of the figures
and ratios used in the survey seethe questionnairein Annex H.
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Table 4.3: Comparison of Operating Cost with Payroll Trends

Average annual inadeasein Average annual inadeasein Average annual inaeasein

Average annual inaeasein

operating costs (%) payroll (%) staff numbers (%) staff costs/head (%)
(nominal terms) (nominal terms)

Ofgem +11 +14 +11 +3

Oftel +10 +9 +7 +2

Of wat +3 +11 +3 +8

ORR +21 +18 +8 +10

Sources: as Table4.1

Notes: Ofgem figures arefor 1996/97 to 2000/01 and exdl udeNET A and merger costs; Oftd, Ofwa, and ORR figures arefrom 1997/98 to 2000/01

Table 4.4: Breakdown of Total Costs, 2000/01 (%)

Ofgem Oftel Ofwat ORR
Payroll 29 52 58 48
Consultancy 37 10 7 21
Accommodation 11 8 11 8
Capital 8 4 3 3
Other costs 15 26 21 20
Total cogs 100 100 100 100
Sources: Information Requests
Notes: cdculationsfor ORR discount the expenditure of the RUCC network; figures for Ofgem include NET A and merger costs
Table 4.5: Consultancy Costs as a Percentage of Total Costs
1996/97 1997/98 1998/99 1999/00 2000/01
Ofgem 27 24 28 50 37
Oftel N/a 9 4 8 10
Ofwat N/a 15 16 8 7
ORR 14 8 10 21 21

Sources: Information Requests
Notes: cdculationsfor ORR discount the expenditure of the RUCC network
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4.16 It is important to apply caution in the interpretation of results. Organisations have
different ways of managng their businesses and alocating costs, and differences in
benchmark ratios may be the result of these factors rather than the level of efficiency.
Our objective therefore was to search for significant patterns in the data, where the
differences in ratios are more likely to reflect fundamenta differences in management
efficiency .

Cost Efficiency

4.17 Table 4.6 sets out the survey results relating to the costs of support functions,
personnd indicators, floor space provision, and computer equipment provision. The
results are presented in anony mised format with the exception of those for the utility
regulators.

418 A summary of thekey resultsis presented in Table4.7. They indicatethat:

» The utility regulators are broadly similar to the comparators in terms of floor
space provision, average staff costs, and absentegism;

» The utility regulators score better than the comparators in the provision of
computers;

o Saff turnover is significantly higher at the utility regulators, which reflects the
observations we made in Section 2;

» Support costs and accommodation costs arerdatively high at the utility regulators
in comparison to tota costs. The same appliesto staff in support functions.

4.19 The most interesting result is the difference between the utility regulators and the
comparators in terms of support costs (this differenceis statisticdly significant). This
is especidly true of ORR. Thefact tha ORR is the smdlest of the regulators, in
terms of staff numbers, may partly explain their result. Across the four regulators,
support costs in 1999/00 are estimated a £16.1 million compared to a totd
expenditure of £72.6 million (excluding NETA and the merger for Ofgem) — an
average of 22% (this is budgeted to fal to around 19-20% in 2000/01).
Accommodation contributes another 11% of costs, so dtogether an average 33% of
cost is overhead. Thisisroughly doublethefigure for the comparators.

BXD517 4-7 4
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Table 4.6: Benchmarking Survey Results (Cost Efficiency)
Utility regulator s UK executive agencies Other regulators
Ofgem Oftel  Ofwat ORR 1 2 3 4 5 6 7 8 1 2 3 4 5 6 7
Total expenditure (£ 345 135 111 136 12.0 185 6.1 180 588 1825 451 15.6 18 10 30.8 25 25.6 15.1 195
millions)
Saff numbers 491 208 226 160 325 364 72 460 550 2,118 838 273 25 9 428 35 382 100 423
Hoor space/person 26 13 22 15 27 14 18 13 24 14 27 18 27 25
(sa.m)
Accommodation 8.6 7.0 55 7.7 22 6.9 8.9 13 51 0.8 0.7 31 23 2.8 7.9 2.6
costs/person(£'000s)
Accommodation 12 11 12 9 6 14 10 3 5 1 1 4 3 4 5 6
costg'total costs (%)
Desk tops + lap tops 16 15 16 16 05 14 21 12 18 0.5 0.9 20 18 11 12 12 12 15
per person (no.)
Support costs'total 20 20 23 31 12 15 24 8 3 21 9 5 6 13 11 10 9 22
costs (%)
Support staff/total staff 18 19 23 19 8 16 12 25 5 16 14 18 10 13 15 11 13 20
(%)
Average staff 32 33 29 33 22 32 20 14 24 22 27 23 30 66 30 40 25 40 23
costshead (£ ‘000s)
Saff turnover (%) 24 34 25 19 21 15 22 8 10 7 8 19 20 0 10 23 33 15 12
Absenteeism (%) 4 22 4 7.6 8.7 3 3 5 4 6 35 10 11 0.5 4 22 25 1 37
Notes:
(1) Data refersto 1999/00
2 UK executive agencies are Meat Hy giene Service, Radio Communications Agency, Driver & Vehicle Testing Agency (Northern Ireland), UK Hydrographic Agency, Marine Laboratory , Water Savice,
NHSPensions Agency, and Central Office of Information
(3) Other regulators are iPart (Gas and electricity regulator for New South Wales, Australia), ACCC (Australian Competition and Communication Commission), ACA (Australian CommunicationsAuharity),
ODTR (Irish telecommunications regulator), OFT, CAA (economic regulation section only), and Ofreg
(4 “support” refersto HR, finance, 1T, communications, estates/facilities and quality assurance
(5) Ofgem floorspace/person covers main London offices (not NETA), Glasgow and Leicester. Accommodation costs/person (pre the move too Millbank) includes all offices and staff except NETA andte
merger. Other Ofgem figures exclude NETA and merger
(6) Oftel accommodation costs exclude service charges, utilities and Council tax
(7) ORR floorspace/person and accommodation costs/person include RPC staff to be transferred to SRA
regul atorsdoc
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Table 4.7: Summary of the Benchmarking Cost Efficiency Results

Utility regulators Comparators

Floor space/person (sg.m) 19 21
Accommodeation costs/person (£) 7,200 3,850
Accommodeation costs tota costs (%) 10.8 5.2
Computers/person 1.6 1.3
Support costs/dl costs (%) 235 12.0
Support staff/dl staff (%) 19.8 14.0
Averagestaff costs (£) 31,750 29,200
Steff turnover (%) 24.5 14.9
Absentedism (%) 4.5 4.5

Note: arithmetic not weighted averages
Management of the Support Functions

Table 4.8 sets out the results of the benchmarking survey for the management of the
support functions. Wewereinterested in whether the support functions have SLAs o

other means to monitor performance and how communications are managed.

The main results may be summarised as follows:

* Only ORR and Oftd (for IT) amongthe utility regulators has SLAs for some of its
support functions. Some of the comparators have SLAsS, and these are quite
common for thelT function;

* None of the organisations in the survey use stakeholder surveys very much to
assess the efficiency and performance of their support functions;

» The utility regulators generally collect activity level statistics and performance
indicators for their support functions, and in this respect they are broadly similar if
not alittle better than the comparators;

* The utility regulators are rdatively strong in therr use of the web-sites and
intranets, but reatively weak in QA. Only Ofte amongthe utility regulators has a
structured approach to QA, whereas some comparators have accredited schemes.
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Table 4.8: Benchmarking Survey Results (Management Processes)

Utility regulators

UK executive agencies

Other regulators

Ofgem Ofted Ofwat ORR

3

4

5

6

4

HR SLA

HR activity levels

HR performancetargets

HR stakeholder surveys
FinanceSLA

Financeactivity leves

Finance performancetargets
Finance stakehol der surveys
Communications SLA
Communications activity levels
Communications performance tages
Communications stakehol dersurveys
W eb-site

W eb-site for documents

Intranet

Intranet for knowledge management
IT SLA

IT activity levels

IT performancetargets

IT stakeholder surveys

Estates SLA

Estates activity levels

Estates performance targets

Estates stakeholder surveys

QM function

QA policy

QA manua

QA accreditation
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PRINCIPAL FINDINGSAND RECOM M ENDATONS

This section sets out the principa findings emergng from our work as well as our
recommendations. Our observations are grouped into three areas — costs, outward
perceptions, and interna processes.

PRINCIPAL FINDINGS
Costs

The costs of regulation have been rising steadily. The operating costs of the four
utility regulators have doubled from about £ 50 million in 1996/97 to roughly £ 100
million in 2000/01, an increase of 84% in red terms. Between 1990/91 and 2000/01,
the average annud increase in operaing costs in red terms has been 16.6 %, 6.8 %
and 7.4 % a Ofgem, Oftd and Ofwat respectivey. At ORR, between 1996/97 and
200/01 the increase has been 14.4 %/pa. Only Ofwat has bucked the generd trend
since its cost increases in the past three years have been aout zero in red terms.
Ofgem'’s costs have in the past two years been distorted by the merger between Ofgas
and Offer and the one-off NETA project - together, these account for nearly 50 %of
Ofgem’'s totd expenditure in 2000/01. Discounting these, however, the average
increase in Ofgem’ s costs since 1990/91 has still been 10.5 %/pain red terms.

There is little mileage in comparing the tota expenditure or annua increases between
regulators. The regulators have broadly similar duties but sector-specific issues to
ded with, so their regulatory costs (as opposed to their support costs) are not
comparable. M oreover, the complexity of and extent of competition within each
sector is quite different. Arguably, Ofgem (gven the number of licensees, its
coverage of generation, distribution and supply, and limited competition in some
areas) and Oftd (gven the fast pace of technologcd development) have the more
difficult remits. Conversdy, ORR has the most focused role since it regulates only
one company (albet a massive monopoly) with well understood and slow moving
technology. M oreover, it is important to remember that the regulators have acquired
additional responsibilities from new legslation (eg EU Directives, Utilities Act,
Competition Act).

It is also essentia to recognisethat the cost of regulation is small in comparison to the
benefits to the consumer which have come about through increased competition (and
regulation where competition is not possible). The opening of the domestic gas
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market provides a clear example of this. The cost of regulaion is aso quite modest in
comparison to the turnover of theindustries which areregulated. It islessthan 0.2 %
for dl the regulators. This does not mean, however, that the regulators could not be
more efficient.

Payroll accounts for around 50 % of totd costs at dl the regulators (discounting
NETA and the merger in the case of Ofgem). Increasesin payroll are strondy linked
to the increase in operating costs a dl theregulators. Another key cost component is
consultancy. These costs are reatively modest in comparison to tota costs at Ofwat
and Oftd, but very significant a Ofgem and ORR. They areaso “peaky”. They rise
to fill resource holes for periodic events such as pricereviews, and to this extent using
consultants is an efficient gpproach to variable workload. However, there is an
underlying “ basdload” of work that might arguably be more cost-effectiveto placein-
house. The other costs of the regulators, of which the two most significant are
accommodation and capita, are more or less fixed. The man opportunities for
“gve’ arethereforein payroll and the consultancy budget.

Across the regulators, support functions (HR, IT, finance, procurement,
communications, quality and estates) accounted for about 22 % of tota costs in
1999/00. This is nearly double the figure for our comparator group of UK executive
agencies and other regulators. There are dso wide differences between the regulators,
from Ofte and Ofgem (20% in 1999/00) to ORR (31%) Support functions account
for about 20 % of staff across the utility regulators, compared to an average of 14 %
for the comparator group. Accommodation adds on average another 11 % or so of
costs, so overdl support functions and accommodation accounted for 33 % of
expenditure. The equivaent figure for our comparator group was 17 %. Ontheface
of it, this anadysis suggests that too much money is going into non-regulatory
activities and some economies might be achievable in overheads. There is probably
not too much that can be done about accommodation costs, short of moving outside
London (for Ofgem, Oftel and ORR) or taking up lower quality premises. But there
may be opportunities for cost reduction in the support services. Forecasts for 2000/01
suggest that support costs are dready moving in the right direction — they will fall
both in absolute terms and as a percentage of tota costs (to 19-20 %), if budgets are
achieved.

None of the regulators, with the exception of Ofgem, has set a quantified cost
reduction target for 2001/02. Ofgem is looking for a saving of 3.1 % on recurrent
expenditure (excluding merger and NETA), most of which they plan to obtain from
savings in the support functions once the relocation to Millbank is complete and
bedded-in.
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Outward Perceptions

The views of the stakeholders we consulted and who responded to our survey have
been mixed, but there is a generd acceptance that the regulators are thorough and
their work (particularly the routine work such as price reviews) is usualy of good
qudity. They arecomplimentary of the peoplein senior management positions. That
sad, there are concerns about theway they go about their business.

Regulated companies are clear that they want to seethe regulators commit themselves
to a medium-term strategy. This, they argue, will make the regulatory process more
transparent. Linked to this, they are keen to participate in the process by which
regulators decide upon and then focus on the key issues. They want to see more
detals in operationa plans, specificaly a business case for each proposed activity
supported by a serious cost-benefit andysis. Companies are particularly concerned
about the burden placed upon them by what they consider to be “fishing trips” —
requests for information which largly remains unused. They would like to see
consultation used not just to invitereaction to proposas but aso to shape the activities
of the regulators before resources are committed to projects.

Thekey company stakeholders we consulted are quite consistent in their view that the
regulators need strengthening in economics/finance and some technical areas. They
would prefer to see the regulators with fewer people but more depth in senior
management, and they recognise tha this will require them to pay competitive
sdaries. Sakeholders are dso clear in wanting the regulators to reduce their
dependence upon consultants, and to improve their management of consultants so that
the qudity of their outputs is more consistent. They would like to see budgets
switched from consultants to sdaries so that the right people can be recruited and
retained. They are particularly keen to seethe capability and the corporate memory of
the regulators strengthened.

Companies are dso concerned about the rising cost of regulation. Some do not
understand why so many people are needed to discharge the duties of the regulators.
There is of course a difference in perspective on this point between
incumbents/dominant players (who fund the largest part of the costs and want them
reduced) and new entrants (who pay reativey little and want the regulators to be
more active to facilitate competition). However, nether party wants an inefficient
regulator and for that reason they would al liketo see greater transparency in budgets
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and some independent oversight of the process of setting priorities and costing up
work programmes.

Internal Processes

Our generd impression is that theregulators are professionaly run organisations. It is
cler that they are concerned about efficiency and are committed to continud
improvement in performance. We encountered many examples where systems and
procedures have been or will be revised to make them more effective in serving
business needs or more efficient. To this extent, the regulators are movingin the right
direction. In terms of the management of their support functions, the regulators are
with some exceptions broadly similar to the compaators we used in the
benchmarking survey .

One area of weakness in our view is financial accountability. The regulators do not
publish much information on ther costs, nor do they produce indicative medium-term
budgets. We have encountered only one or two financia targets for routine activities.
With the exception of HM Treasury, there is dso no independent assessment of
budgets. The regulators put their proposas to consultation with little or no
prioritisation and cost information. They do not have to publish a business case to
justify their expenditure on each activity. This reduces the vdue of the consultation
on their expenditure which is an important part of the process leading to the
Treasury’s decision on theregulators’ final budgets.

Another concern is that whereas the regulators do put their proposds out to
consultation thereis no routine stakeholder assessment of their performance. 1t would
facilitate such an assessment if the regulators provided more information on their
performance indicators.

A third area of weakness, in our view, is the management of support functions. There
are differences between the regulators of course and some examples of good practice,
but as a rule it does not gppear that the cost efficiency of the support functions is
receiving the attention it merits even though they account for asignificant proportion
of expenditure. We would have liked to have seen financid targets set for these
functions, some simple SLAS/SDAs in place for al of them, and routine collection
and publication of performance indicators. Inputs (costs and resources) could be
linked to outputs (activity levels and results).

A fina concern is the structure of the regulators. In our view, there are too many
people in lower grade positions and not enough in a thetop. Thisiswhy the average
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staff cost is relatively low, no higher than comparators which do not have the same
demand for top lawyers, economists, and technical specidists. Although dl the
regulators have taken steps to improve ther recruitment and remuneration policies, it
remains difficult to attract and retain good people. For this reason, staff turnover is
too high and the regulators remain dependent to a greater or lesser degree on
consultants.

RECOMMENDATIONS

We have separated our recommendations into two sections concerned with costs and
procedures. Recommendations have aso been categorised as “ priority” (where we
beieve that the regulators should definitely implement them within twelve months),
“desirable’ (where we believe that there are significant benefits to be redlised from
implementation), and “for consideration” (where we would expect the regulators to
look into the practicdities as well as the costs and benefits of implementation). We
have aso set out the basis for and evidence underlying the recommendations.

Costs

The circulation of draft business plans and publication of non-confidentia responses
from stakeholders is a welcome improvement in transparency. Inour view, however,
stakeholders are provided with insufficient information on which to base their
submissions. This is clearly one of the mgor concerns of the regulated companies
(see paras 3.13-3.14). For this reason, we recommend that:

1. Priority. The regulators should continue to publish draft business plans, but
these should contain more cost information (see paras 2.8-2.13 and 3.11). All
major projects and work programmes (eg. costing over £ 250k) should be costed,
and there should be a breakdown of tota expenditure between policy and support
activities. The regulators should aso indicate what they would choose not to do
or do less of with a lower levd of funding (eg 5 % or 10 %). Benefit =
improved transpar ency and accountability.

2. Priority. The regulators should publish annuadly amedium-term strategy setting
out the regulatory agenda for the next 3-5 years (see paras 2.8-2.13 and 3.10).
This should include indicative budgets as well as the priorities for the regulator,
the main work progammes, and a rough timetable. Benefit = provide
stakeholder s with infor mation on which to base their strategies.

3. Desirable. The regulators should publish more information on their expenditure
in the Annud Reports (see para 2.13 and 2.35). In particular we would like to
see afarly detaled breskdown of expenditure by category, aseparation of costs
between policy and support activities, and acosting of mgor projects completed
intheyear under review. Benefit = improved transpar ency and accountability.
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4. Desirable. Snce the support functions account for a significant proportion of
the regulators’ expenditure we would like to see their costs as a proportion of
tota expenditure fdling In our experience, we would have expected the
proportion to be around 15 % and al the regulators are above this but especialy
ORR. At the very least, we would expect to see any proposed support cost
increases supported by evidence of rising activity levels (see paras 4.19 and
2.21). For this reason, the regulators should agree on a consistent basis (to
render comparisons meaningful) a number of activity indicators for their support
functions that can be monitored and related to expenditure. Idedly we would
like to see unit costs (activity levels per £ expenditure) faling, and we would
therefore recommend that the regulators collect and publish this information.
Benefit = justification for any increased spend on non-regulatory activities or
evidence of improved cost efficiency.

5. Desirable. We would like to see the regulators collect and publish information
on the cost of regulatory activities which have a predicable scope and duration
where it is practicable to do so. This will require cdculation of historic costs
where these are unknown and the setting up of financiad benchmarks such as tota
cost and total man-hours. Benefit = evidence of improved cost efficiency.

6. Desirable. Snce consultants account for such a large percentage of the
regulators’ expenditure, we would expect the regulators to carry out post-
implementation value for money reviews of mgor projects (eg. above £ 250Kk).
This will supplement the procedures which are dready in placefor justifying use
of consultants before they are commissioned and for procuring them by
competitive tender (see para2.43). We are particularly keen that these reviews
should consider the success of knowledge transfer from consultants to the
regulator. Benefit = lessons learnt about procurement and management of
consultants, as well as identification of oppor tunities for cost reduction.

7. For consideration. We would like to see better cdculation of the cost of
regulatory activities, and this will in our view require some form of project
costing or activity based costing which in turn will involve timesheeting of staff
(see paras 2.36-2.37, 2.51-2.52). We recognise that Ofwat dready has aform of
activity costing and timesheets and that Ofgem is planning to introduce activity
based costing We would adso like to see project managers incentivised to
control costs on projects. Since staff is the biggest cost on most projects, this
aso suggests timesheeting We do not expect this to lead to any materid
increase in administration costs since timesheets can be completed eectronicdly,
circulated via the intranet, and processed by computer. Benefit = more
transparency in the cost of activities and a tool to capture staff costs moving
between projects and to incentivise project manager s to contr ol costs.

5.19 We have considered the proposa put forward by some regulated companies as well as
academics that the regulators should be subject to a RPI-x cap on their expenditure.
The main difficulty with this is that the business of regulation is not entirey
predictable.  The regulators have to comply with EU Directives and Acts of
Parliament which may impose new responsibilities upon them or change the direction

BX517 5-€ 4
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of their work. They aso have to respond to changng technology and market
conditions. For these reasons, arbitrary cost reductions may compromisetheir ability
to be an effective regulator. Arguably, a RPI-x formula could be imposed upon the
routine regulatory activities and support functions. But we can see difficulties in
ageeing exactly which activities are not sensitive to exogenous factors and therefore
which could be subjected to cost reduction targets. For these reasons, we would
prefer to see more transparency in the process of budgeting such that activities are
costed, their costs made public, and business cases developed for each mgor project
proposed by the regulator. We think that this case by case analysis of theregulators’
“shoppinglists” will be afarer and more sensibleway of auditing their expenditure.

5.20 One of our main concerns has been the cost of support functions, and it has been
sugoested that mergng the sectora regulators would generate significant savings.
Under this scenario, the super-regulator would have four policy divisions with a
singe spine providing business support services. If the cost of support services was
reduced from an average 22 % to say 14 % of tota costs, the annua savings would be
in the order of £ 6 million (see paa4.19). This is probably in itsdf not enough to
justify the reocation and restructuring expenses. M oreover, it may not be possibleto
obtan much saving from mergng of the externd reations functions which will
continue to be sector specific.

521 A mega may have other benefits in cross-fertilisation between the policy teams,
identification and dissemination of best practice, and staff career development. But
the one modd we have for amagamation of regulators (Ofgem) is not encouraging if
one is looking for cost savings (see paras 4.7 and 4.10). For these reasons, we do not
recommend a super-regulator.

Procedures

5.22 Based on the submissions of stakeholders, we have concluded that the consultation
process needs to be modified. Our recommendations in this regard are:

8. Priority. The consultation on the annua business plans as wel as the mgor
projects/programmes they contain should start earlier, before the regulator has
finalised a view on priorities and the way in which subjects will be taken forward
(see para 3.16). Without compromising the independence of the regulators, we
would like to see stakeholder workshops (as at Ofwat and Ofgem) at which ideas
can be discussed openly well before consultation documents are produced. Benefit
= possible improvements in effectiveness (stronger focus on the right issues and
key priorities) and efficiency (better targetting of resources for both regulator and
regulated).
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9. Priority. Stakeholders need more information to provide sensible input into
discussions on the regulators' proposas (see para 3.10). For this reason, we
would like to see the regulators produce an “impact assessment” (costs to the
regulated companies and benefits to consumers) when consulting on magor
projects and programmes in addition to estimates of costs for the regulators.
Benefit = makes possible an assessment of value for money.

In our discussions with the regulators and anaysis of their IRs we have encountered
very little information on performance or activity levels (see paras 2.20-2.21).
Although data is being collected, it does not gppear to be systematicdly collated or
processed. Our view is that the regulators should be publishing this information
routindy so that an assessment can be made on an on-going basis of ther efficiency .
Our recommendations in this regard are:

10. Priority. The regulators should publish in ther Annua Reports ther
performance on mgor projects and progranmes by comparing actua against
estimated completion dates, duration, costs, and impact. Benefit = greater
accountability.

11. Desirable. The regulators should publish performance indicators and activity
level data for their support functions in their Annua Reports. As far as is
practicable, the indicators and measures should be consistent between regulators.
Benefit = greater accountability.

12. For consideration. The regulators might commission an independent annua
satisfaction survey of their performance similar to the one conducted for this
report. Theresults of such asurvey should be published in the Annua Report. It
would be desirable for the survey to have acommon format across the regulators.
Benefit = greater accountability, but at cost of commissioning the survey.

We have noted that one of the mgor problems faced by the regulators is high staff
turnover (see paras 2.23-2.26). This is largdy a function of sdaries, but is
exacerbated by the fact that the pool of expertise is very smal and thus both the
regulators and the industries they regulate are seeking to recruit the same specidists.
Such a high staff turnover imposes a cost in terms of recruitment and training,
undermines knowledge retention, and quite possibly increases dependence upon
consultants. It isclear that the quality and credibility of theregulators’ work depends
on a smdl goup of key individuds. We therefore agree with the stakeholders that
the regulators should have a bigger cadre of senior professionds, but with fewer staff
supporting them. To keep the top people a the regulators and attract more of them
will require a radicd overhaul of the remuneration strategy. Up to now, sdary
incresses have been on average quite modest. For this reason, we recommend that:

13. Priority. The regulators be alowed to pay competitive sdaries to individuas
down to project manager level whose skills are marketable to regulated
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companies, the City and consultancy practices. In return, however, we would
expect the numbers of staff overdl to be reduced. Bendfits: better staff retention,
mor e credibility with regulated companies, better quality work, improvements in
staff development and morale, maintenance of the corporate memory, possible
reduction in the volume of consultancy.

5.25 With regard to internad management processes, the main recommendations are:

14. Desirable. Ofwat and ORR to improve their project management procedures
(see paras 2.15-2.18). This does not necessarily mean adopting a standard
methodology such as PRINCE 2, but it involves developing a more structured
and documented approach for which trainingis provided and is supported on the
intranet. Ofgem’s version of PRINCE 2 is worth consideration. Benefit =
improved monitoring and control of projects, better audit trail.

15. Desirable. All the regulators to collect and andyse activity level data and
performance indicators for their support functions (see para 2.21). We would
suggest that simple SLAs are set up (ORR’s mode is worth considering) which
incorporate performance indicators. The regulators should aso consider annual
performance reviews of the support functions like those carried out by Ofwat.
Benefit = improved evaluation of the value provided by and efficiency of the
support functions.

16. Desirable. ORR and Ofwat to further develop their knowledge management
strateges (see paras 2.58-2.59). Benefit = more efficient control and archiving
of data, dissemination of procedures and information, assistance in staff
induction and training.

17. For consideration. Ofgem, ORR and Ofwat to put in place a stronger QA
system (see paras 2.54-2.55). Thiswill help to focus staff on the quaity of ther
outputs, reduce any inefficiencies in work practices, and provide a stronger audit
tral in the event of any chdlenge to ther decisions. Benefit = improved
monitoring and control of projects, better audit trail.

18. For consideration. We have noted that whereas the regulators do consult each
other a various levels and on a wide range of topics, their gpproach to running
their businesses is markedly different in many areass. We recognise that the
regulators have to ded with issues which are specific to ther sectors, and thisis
reflected in ther set-up, but there are d'so many aspects of business management
in both policy and support which are common to al (from cost of capitd to
quaity assurance). We would have expected therefore to encounter more
examples where one regulator’'s gpproach has been borrowed or developed by
another. For this reason, we suggest that the regulators review their procedures
for inter-regulator consultation and consider in particular how the outputs from
these meetings can be disseminated and taken forward. We would also suggest
tha the regulators review the examples of good practice set out in Table 2.1, and
which are not aready covered by the other recommendationsin this report, with
a view to identifying those which can be more widely applied. Benefit = more
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value-added from inter-regulator consultation and savings in resources in
developing new systems and procedur es.

19. For consideration. Ofwat and Oftel to consider agppointing non-executive
Directors to their Boards.

We believe that the regulators should be able to implement our recommendations
within their existing budgets. Some of the recommendations should lead to cost
reduction. Lower staff turnover, for example, will reduce recruitment and training
costs. Some should result in enhanced effectiveness through, for example, less re-
work. We would aso expect budgets to be linked more closely to the activity leves,
and areduced burden on regulated companies.
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ANNEX A —-TERM SOF REFERENCE
Background

The Regulators

1. There are four statutory utility regulators in Great Britain: the Office of Gas and
Electricity Markets (OFGEM), the Office of the Rail Regulator (ORR), the Office of
Telecommunications (OFTEL) and the Office of Water Services (OFWAT). Their
functions are set out in legislation, but generally their duties involve protecting the
interests of consumers, ensuring that businesses subject to price regulation are able
to finance their activities, and facilitating or promoting competition in their industries
where this is practicable. The Regulators are appointed by Ministers and theirofices
are non-Ministerial Government Departments, butin terms of the policies which the
Regulators implement, they act independently of Ministers. The Ultilities Bill currenty
before Parliament will formally establish OFGEM and amend the duties of its current
constituent bodies (which regulate gas and electricity) so as to give greateremphasis
to promoting the interests of consumers.

2. The Regulators are funded by fees paid by the licence holders in their industries.
With one small exception for part of OFTEL=s expenditure, the Regulators are
therefore not funded through general taxation, although they are all subject to control
of gross spending and the use of receipts through Estimates presented to
Parliament. In addition they are subject to the public expenditure control
arrangements set by the Government of the day for Ministerial and non-Ministerial
Departments. In particular, the gross expenditure and running costs of the
Regulators are set by HM Treasury each year, and changes to them require Treasury
consent.

The new financial regime for the Regulators

3. The Treasury has recently agreed with the Regulators a new financial regime,
designed to improve scrutiny of the key elements of the Regulators= finances,
especially the budget-setting process and the Regulators= overall efficiency. Atthe
same time, the new regime will give some extra freedom for the Regulators to
increase fee income in-year without reference to Ministers and should in due course
remove them from detailed Treasury scrutiny of their running costs. In future, all of
the Regulators will consult interested parties (licence holders, consumer groups €etc)
in the late Autumn on a draft budget and work programme for the following year.
The responses received will be carefully considered by the Regulators, and also by
the Treasury, in setting the Regulators= budgets. The Treasury and the Regulators
believe that this will lead to better informed decisions on priorities and spending

levels than was the case previously, when there was no public consultation toinform
decisions on budgets.

4. Consulting on the Regulators= draft Acorporate plansl] should lead to more

effective scrutiny and better informed decisions on final budget levels. However, a
more detailed scrutiny would be needed in order to form a proper, independent

BJ517 A-1 4
regul atorsdoc



External Efficiency Review of the Utility Regulators Final Report

assessment of the efficiency of the Regulators= organisations. Such a review is the
subject of this Invitation to Tender.

General scope of the review

5. The review is intended quite explicitly as an efficiency review. Its purpose is to
give the Treasury, the regulators themselves and their industries reassurance that
each Regulator is efficiently run, to identify any shortcomings and to encourage the
spread of good practice. The review will be confined to the efficiency with which
resources are used by each Regulator to discharge the objectives/work programme
which they have set themselves. The review will not question the policies being
followed by a Regulator, as this could be seen as undermining the Regulator=s
independence, which Ministers wish to avoid. The openness in prioritisation of
budgets noted above should ensure that the Regulators set their objectives and work
programmes in a way thatis fair to both the industries and consumers.

6. The successful tenderer will review the efficiency with which the utility Regulators
carry out their activities and will make recommendations on best practice. The
successful tenderer will produce a report to the Treasury, which will also be made
available to the Regulators and to the National Audit Office. The Government does
not plan to publish the report, but bidders should assume that there will be requests
for copies to be made available and that the Government will accede to such
requests.

Detailed specification

7. The review is expected to have four elements (although see Annex 2 for guidance
on how we would like bids to be priced):

(@) the Regulators= procedures for appraising proposed areas of work, so that
resources are focussed on topics which can best achieve their objectives.
This is likely to include consideration of some or all of the following:
financial/lbusiness/management plans and the setting of objectives;bidding for
resources/business cases for individual projects; prioritisation of objectives
(e.g. through strategic reviews);

(b)  projectand programme management and evaluation (ie. how is an individual
project or programme managed by each of the Regulators, so that costs are
successfully controlled, progress is monitored against objectives, changes are
made if circumstances warrant it, etc.). We envisage this element of the
project comprising a comparison of the Regulators= systems and also acheck
on how those systems have worked in practice, based on a projectin each
office of a comparable complexity and magnitude.

(©) the relative cost of the Regulators= common functions, comprising an overall
comparison of overheads (overhead:other cost ratios, operational:support
staff ratios and floor space per employee), and specific comparisons of the
relative costs of public registers/library facilities, press offices, IT/IS support
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costs, Personnel and accounting/finance functions, and use of consultants versus in-
house staff,

(d) a methodology for benchmarking efficiency in the following areas: personnel
management, finance, office services/estate management, procurement, IT
systems operation and maintenance, external relations/press office, legal
advice. The purpose of this work would be to provide an independent
framework which could be used by the Regulators and Treasuryin future to
carry out specific reviews in some or all of the specified areas.

8. For elements (a) and (c), we would expect the successful bidder to focus on
whether there are differences in performance between the Regulators which are due
to inefficiency or exceptional efficiency and to make recommendations aimed at
improving performance or bringing all the Regulators to the standard of the best.

External benchmarking

9. Besides benchmarking the Regulators against one another, we would also like
their performance to be compared against an external body which is widely
recognised as being efficient. We do not have any particular organisation in mind,
but for a meaningful comparison, we would envisage the comparator also being in
the public sector. A comparison with a suitable overseas organisation would be
acceptable, if a bidder already had the necessary background knowledge or if
relevant academic or other studies are available. Bidders should note that costs of
overseas visits will not be reimbursed. It may be necessary to use different
benchmarks for different sets of comparisons.

Other relevant information

10. Each Regulator works with a different industry, so there will be differences in
their staffing levels, internal procedures, number of regulated bodies etc. which
reflect these different circumstances and do not imply that one Regulator is less
efficient than another. In the case of OFGEM, it will be particularly important to take
account of the merger of OFFER and OFGAS, its predecessor bodies. It will be
important that any conclusions take account of different circumstances to identify
genuine cases of best practice and areas for improvement.

11. The review will be based on document scrutiny, interviews and workshops. The
successful tenderers will have direct contact with the Principal Establishment and
Finance Officers (PEFOs) of the Regulators, who will facilitate access to all relevant
documents and members of staff and will ensure that any basic factual information
necessary for the studyis provided as quickly as possible.

Timetable etc
Project supervision

12. The successful tenderers will be appointed by and accountable to HM Treasury.
However, the Regulators= PEFOs will be closely involved in the appointment
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process and in finalising the exact terms of reference of the successful tenderers.
We expect to make the appointmentin August.

Length of contract

13. The successful tenderers will be required to produce a report of their findings,
analysis and recommendations within four months of appointment (unless there are
significant delays in one or more of the Regulators providing information, which we
do not expect). Before finalising the contract with the successful bidder, we will also
want to agree arrangements for an interim report giving provisional conclusions onat
least two of the elements of the study. There will be an option in the contract to
extend it for a further three months if required.

14. Within this timetable, the successful tenderers should allow a period of four
weeks following completion of the final draft of their report for HM Treasury and each
Regulator to review the report to ensure factual accuracy and also to have an
opportunity to query points where they disagree with the draft=s analysis or
recommendations.

15. Once comments from HM Treasury and the Regulators on the final draft have
been addressed, the successful tenderers will produce 30 copies of their final report
setting out their findings, analysis and recommendation. The successful tenderers
should also be available for a period of up to a month from the submission of their
final report for follow-up meetings with the Treasury and/or the Regulators.

Note: it was decided subsequently that part (d) of the specification would not be
carried out.
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ANNEX B —INTERVIEWEES

Ofgem

Calum M cCarthy

John Neilson
Gill Whittington
Roy Fidd

Jack Whede

Joanna Whittington

Sephen Smith
Pam Barrett
Sarah Harrison
Cath M artindae
M ark Baldock
Curtis Juman

Oftel

David Edmunds
Ros Badger
Chris Kenny
Alan Bl

Peter Waker
Geoff Ddamere
Bernie Head
Duncan Sroud
Keth Long
John Kemp

M ohinder M ahi
Elaine Axby
David Smith
Paul Hesdtine
Peter Slverman
LauraDawson
Anne Cameron
Anne Lambert

Ofwat

Philip Fletcher
Roger Dunshea
Graham Laborde
Liz Davidson
Carl Poulton
Roy Wardle
TeresaEvans
Nigd Milne
Audrey M ason
JuliaHavard
Jane Fisher

BX517
regul atorsdoc

Director Generd

Deputy Director Generd (Customers & Supply)
Chief Operating Officer

Director — Finance

Director — Human Resources

Director — Europé€/Information & Incentives
Director — Trading Arrangements

Director — M etering & Business Transactions
Director — Public Affairs

M anager — Corporate Planning

M anager — Project Support

Chief Accountant

Director Generd

Deputy Director of Resources
Director of Regulatory Policy
Director of Strategy & Forecasting
Director of Technology

Head of Customer M arkets

Head of Consumer Representation Service
Director of Communications
Director of Compliance

Casework Programme M anager
Qudity Control M anager
Director, M obile Policy

Director of Business Support
Head of Finance & Accounts
Office M anager

Deputy Director |S Services

Head of Research & Intdligence
Director of Operations

Director Generd

Director of Operations

Head of Finance & Services

Head of Human Resources

Information Sy stems Development M anager
Head of Consumer Representation Division
Consumer Representation Division

Head of IT Services

Quadlity Assurance

Head of Externa Relations

Library & Information Services M anager
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Office of the Rail Regulator

Keth Webb Director — Srategy, Planning & Communications

M elanie Leech Director — Operator Regulation

M ichael Beswick Director — Network Regulation

Paul Plummer Director — Economics & Finance

Sly Barrett- Williams Director — Legd Services

Ddbert Sandiford Head of Resources

Rod Arnold Deputy Director — Srategy, Planning & Communications
Sue Daniels Head of Communications

Peter Price ActingHead of IT
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SECTION 1-INTRODUCTION

WS Atkins has been gppointed by HM Treasury to undertake an efficiency review of the
utility Regulators. The review is not concerned with policy matters, nor is it intended to
cover the effectiveness of the Regulators in carrying out ther statutory duties. It isfocused
on interna procedures, cost efficiency, and outputs. We are particularly interested in how
resources, costs and performance have changed over time, and for that reason we have
requested time series data

This Information Request covers the four Regulators which have different organisation
structures and ways of operating their businesses. Snce we want to make comparisons
between the Regulators, it is important that asfar as possible the information is presented to
us on a consistent basis. However, we recognise that there will be some areas where the
information is either unavailable or available in a different format. In such circumstances, we
would ask that an explanatory note is provided. In the specific case of OFGEM, it will be
necessary to present the information for both OFFER and OFGA Sprior to the merger.
The Information Request is structured as follows:

Section 2 — Request for Documents;

Section 3 — Policies and Procedures;

Section 4 — Assets and Contracts;

Section 5 — Cost Structure;

Section 6 — Human Resources;

Section 7 — Output M easures and Performance Indicators.

The tables in this document are reproduced in an Excd spreadsheet which we are using to
collect the numerical data.

Questions 4.1, 4.2, 5.1, 5.2, 6.4, 6.5, 7.1, 7.2, and 7.3 request information for the years
1997/98, 1998/99, 1999/2000. We recognise that there will be difficulties in assembling and
interpreting historic data, but we would be interested in databefore 1997/98 if it is possible to
provide it. Space has been provided on the bottom of each relevant sheet of the spreadsheet
for this purpose.

We ask that the responseto the Information Request and the spreadsheet be returned to us by
September 25", Please email the spreadsheet to the following addresses:

pawelings@wsatkins.co.uk
amsutton@wsatkins.co.uk
aan_horncastle@oxera.co.uk

Please email the Information Request to the following addresses:
pawelings@wsatkins.co.uk
amsutton@wsatkins.co.uk
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In addition please e-mail, as soon as possible;

A list of companies subject to regulation, together with acontact name at each with telephone
number and e-mail address.

A contact name with telephone number and e-mail address a each consumer representative
body with which you cooperate and/or run.

A contact name with telephone number and e-mail address at the most important stakeholders
not covered in 1 and 2 (e.g. City, lobby groups etc.

The name and contact details of the person in your organisation who is best placed to discuss
each theme listed in Section 3 - we would anticipate around 5 people, a most, from each

Regulator to cover al 19 themes.

If you have any questions about the Information Request please telephone ether:

Alan Sutton 01372 726140 x2753
0402 104360 (mobile)
Paul Wellings 0191 2291594

0410 174493 (mobile)
M any thanks for your cooperation.
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SECTION 2-REQUEST FORDOCUMENTATION

Please post to the following address, the documents listed below:

Alan Sutton

WS Atkins
Woodcote Grove
Ashley Road
Epsom

Surrey KT18 5BW

21  Annud Report & Accounts for 1995/96, 1996/97, 1997/98, 1998/99, and 1999/2000.
2.2 Current Business Plan.

2.3  NAO or any similar audit reports.
24  Any customer satisfaction surveys.

25 Interna documents/papers rdatingto:

221 IT strategy;

2.2.2 Resourcingstrategy;

2.2.3 Reward strategy;

2.2.4 Performance measurement/management strategy;

2.2.5 Procurement and outsourcing strategy;

2.2.6 Saff development strategy;

2.2.7 Project planning/programme management strategy and guiddlines,
2.2.8 Qudlity assurance strategy.

26  Any other reports on your performance.
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SECTION 3 - POLICIES AND PROCEDURES

We plan to carry out a series of interviews with the Regulators to discuss theway in which
you manage your businesses. The followingis alist of the areas we plan to cover. Please
assemble, in time for the interview, any materia and information you believe we should
review in understanding y our approach to each topic.

3.1  Business planning;

3.2 Programme management;

3.3  Project planning;

34  Project evduation;

3.5  Budgeting

3.6 Saf gpprasd,;

3.7  Performance management;

3.8  Procurement;

3.9  Qudity assurance,

310 IT;

3.11 Externa communications;

3.12 Interna communications;

3.13 Traningand staff development;
3.14 Consultation with stakeholders,
3.15 Reportingresults;

3.16 Caoallection, archivingand control of information from licence-holders;
3.17 Handling customer complants;
3.18 Handling enquiries;

319 Asset management.

As part of the formd response to this Information Request it would be helpful if you could
produce alist of the activities undertaken by each of the support functions.
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SECTION 4 - ASSETS AND CONTRACTS

4.1 Premises

Please complete the following table for:

- current position (30 September 2000)
- 31 M arch 2000
- 31 March 1999
- 31 March 1998

Ste 1 2 3

Office name or address

Officelocation (city)

Floorspace (sq.metres)

Annud rent (£)

Annua service charge (£)

Other charges (£)

Lesse period (number of
years)

Lease expiring (year)

Explanatory notes:

Note Please include dl sites including those solely occupied by consumer council staff
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4.2  Office Equipment

Please complete the followingtable for:

- current position (30 September 2000)
- 31 March 2000
- 31 March 1999
- 31 March 1998

Ste 1 2 3 4

Totd

Desk top computers
-number

-book vaue (£)

Lap top computers
—number

—book vaue (£)

Printers
-number
-book vaue (£)

Photocopiers

—number
—book vaue (£)

Fax M achines
—number
—book vaue (£)

Servers
-number

-book vaue (£)

M obile Phones
-number
-book vaue(£)

Explanatory notes:
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4.3 Communications

Describeyour internet facilities:

Describeyour intranet facilities:
4.4  Outsourced contracts

Currently, what functions have you outsourced (eg IT support, legd services)?
Providealist as follows:

. Scope of services;
. Supplier;

. Vaue

. Duration.

Please could y ou make available copies of the contracts during the relevant interview.
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SECTION 5- COST STRUCTURE

51  Breakdown by Cost Category

97/98
(actuals)

98/99
(actuals)

99/00
(actuals)

00/01
(budget)

OPERATING COST S

Total gaff cos (excluding
Consumer Council Saff)

Consumer Council staff cost

-Rent

-Service charges

-Utilities

» Telephone

+ Gas

» Electricity

«  Water & sewerage

-Council tax

-Depreciation

-Consultancy services

-Other professonal services
« Legd

* Property

« PR

* Accountancy

* Other

-office consumables
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97/98 98/99 99/00 00/01
(actuals) (actuals) (actuals) (budget)
IT/ISconsumables
-Egate
-Advertisng

-Publications (purchase of)

Publications (production of)

Post/Courier

IT/ISsupport

Entertainment/
QUbssence

Travel

Other purchases/'services

Total Operating Cost

CAPITAL COST S

-1T/ISequipment

-office equipment

-office refurbishment

-vehicles

-other

Total Capital Cost

Total Cost

Explanatory notes:

Notes: Please enter figures in current year prices — do not adjust for inflation

Saff costs include basic sdary, overtime (if any), Nationd Insurance and pension

contributions

5.2  Breakdown by Function

Provide a breskdown of costs by department for 1997/98, 1998/99, 1999/00 and 2000/01
(budget). In addition, for the current position (September 2000) please estimate, if
possible, the floor space (sg.m.) per department.
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Function

Operating costs

Capitd costs Floorspace(sg.m.)

Directors/seni or management

Operdtions (core business)

Consumer Coundil

Strategy & Planning

Personnd

Finance/ Accounting

IT/IS

Corporate Affairs

Press Officel PR

Legd

QA

Customer Complaints

Library/publicregisters

Procurement

Post/Courier

Security

Estae

OfficeServices

Other:

Totds

Explanatory notes:

Notes: Senior M anagement is defined as equivdent to Civil Service grade 5 and above.
Please disaggyegate y our own numbers in this format, if possible.

Please enter figures in current year prices —do not adjust for inflation

53 Cost Drivers

Please sugoest key drivers of operating and capita costs in each function e.g. for personne:
average number of employees in post, number of recruits etc.
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Function

Key Drivers of Operating and Capital Costs

Directors/senior management

Operations (core business)

Consumer Council

Srategy & Planning

Personnel

Finance/Accounting

ITNS

Corporate Affairs

Press Office/PR

L egal

QA

Cugtomer Complaints

Library/public registers

Procurement

Post/Courier

Security

Egate

Office Services;

Other
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SECTION 6 - HUMAN RESOURCES

6.1 Organigram

Provide an organigram, marked up with the names of key individuas (including
department heads) and numbers of FTES per department (as defined in 5.2).

6.2  Senior Managers

Provide the names, functions, and responsibilities of the Management Board,
Directors and Senior M anagers.

Name Function Responsihilities
1.
2.
3.
4
6.3  Breakdown of Staff
Provide abreakdown of staffingby sitefor:
- current position (30 September 2000);
- 31 M arch 2000;
- 31 M arch 1999;
- 31 March 1998.
dte 1 2 3 4
Senior

Management/Directors
-FTEs
-gaff cods(£)

Professonal staff
-FTEs
—gaff cogts(£)

T echnical staff
—FTEs
—gaff coss(£)

Qpport staff
—FTEs
—gaff cogts(£)

Explanatory notes:

Notes: Senior M anagement is defined as equivadent to Civil Service grade 5 and above.
Professional Staff is defined as equivadent to Civil Service grades 6 down to EO.
Support Saff is defined as equivdent to Civil Servicegades AO and AA.

Please enter figures in current year prices — do not adjust for inflation.
Saff costs include basic sdary, overtime (if any), Nationd Insurance and pension

contributions.
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6.4  Breakdown of Staffing by Department

Provide abreakdown of staffing by department for 1997/98, 1998/99, 1999/00 and
2000/01 (budgget).

Function

Management/
Directors
(no.)

Professiond
Staff (no.)

Technicd
Staff
(no.)

Support
staff (no.)

Number of
FTEs

Number of
Agency
Staff
/Secondess

Staff cost
®

Directors/
senior
management

Operaions
(Core
Business)

Consumer
Coundil

Strategy &
Planning

Personnd

Finance/
Accounting

IT/IS

Corporae
Affars

Press
Office PR

Legd

QA

Customer
Complants

Library/
Public
Registers

Procurement

Post/Courier

Security

Estate

Office
Services

Other:

Totds

Explanatory notes:

Notes: Please enter figures in current year prices — do not adjust for inflation.

Saff costs include basic sdary, overtime (if any), Nationd Insurance and pension
contributions.
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6.5  Staff Analysisby Year

Please provide the following information:

97/98 98/99

99/00

Number of gaff beginning of year

Number of staff recruited

Number of gaff leaving due to:
—retirement

—dismissal

—resignation

—illness/death

Number of gtaff end of year

Part-time saff as % of total staff

Overtime as % of total labour cod

Total number of dayssick

Explanatory notes:

6.6  Staff Projections

Please provide, if possible, a projection of staff numbers and costs for 2001/02 and
2002/03 in accordance, as far as possible, with the breskdown set out in 6.4. Please

enter figuresin current prices.
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SECTION 7-0OUTPUT MEASURES AND PERFORMANCE INDICATORS

7.1 Please explan how you measure outputs — what are the metrics, which departments
are covered? For each department which has output measures please provide the data
as far back as possible (to 1992/93 if this is practicable) and up to 1999/2000.

eg  number of enquiriesto the press office;
number of press briefings;
number of visitors to the web site.
7.2  Please explan how you measure and monitor performance - what are the metrics,
which depatments are covered? For each department which has performance

messures please provide the data as far back as possible (to 1992/93 if this is
practicable) and up to 1999/2000.

eg  customer satisfaction with level of service.

7.3 For theyears 1997/98, 1998/99, 1999/200, provide dataon:

- Performance on Charter Sandards (eg. speed of response to complants,
speed of responseto enquiries);

- Number of consultancy projects,
- Vaue of consultancy projects;
- Number of visits to web-site;

- Number of gppeds lodged with M M C/ Competition Commission by regulated
companies plus name of company and comparison between opex and capex
proposed by Regulator and that proposed by M M C/Competition Commission.
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ANNEX D -DOCUMENT REVIEW

Ofgem

Annua Report, 1999

Interna Plan and Budget, 2000/01

Resource A ccounts, 1999/00

Operationd Planning/Resource Budget 2000-2001, undated

Planning Guidance for 2001/02, 2000

Information and Incentives Project: Project Scoping Document, October 1999
Information and Incentives Project: Project Initiation Document, December 1999
Project M anagement M anua, August 2000

2000/01 Finance Review, August 2000

The Use of Service Contracts (including Consultants) in Ofgem, April 2000
Review of Regulatory Accounts: Project Initiation Document, June 2000

IT Progess Report, October 2000

Report on Services for Electricity Customers 1999/00, September 2000

CEA Complaint Statistics, August 2000

A Review of the Devdopment of Competition in the Industria and Commercial Gas
Supply M arket, August 2000

16. NAO, Giving Customers a Choice— The Introduction of Competition into the Domestic
Gas M arket, M ay 1999

17. NAO, The Year 2000 Problemin the Utilities: Update Report, November 1999

© © N o a b~ w DR

e i e
a b w Db PO

20. NAO, How the Utility Regulators are Addressing the Year 2000 Problem in the
Utilities, February 1999

18. NAO, Improving Energy Efficiency by aCharge on Customers, July 1998
19. NAO, TheRegulation of Gas Tariffs: The Gas Cost Index, M arch 1996
Oftel

1.  Annud Reports, 1996/97; 1997/98; 1998/99; 1999/00

2. Management Plans, 1999; 2000

3. NAO, Countering Anti-Competitive Behaviour in the Teecommunications Industry,
April 1998

4. Towards Better Telecoms for Consumers, June 1997; M arch 1998; February 1999; M ay
2000

ThePay System— A Guideto Workingwith the System, undated
Finance M anual, undated
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10.

Saff Development Strategy : Training and Development Programme
Performance Appraisd in Ofte
Improving our Consultative Documents

Consultancy: Policy and Procedures for the Appointment of Externa M anagement and
other Advisory Consultants

11. Stakeholder discussion document (web site: printed 11/9/00)

12. Srategy statement: Achieving the best ded for telecoms consumers (web site: printed
11/9/00)

13. Finance M anud

14. IT strategy

15. Published Public Service Agreement (PSA) targets for 1999/00, 2000/01 and 2001/02

16. Draft Service Delivery Agreement

17. Teephonelist

18. *Communicetions Regulation inthe UK”, apaper issued by the DG of OFTEL

19. Letter to Nicholas Argyris, DG for Information Society, European Commission on
“Sxth Report on the Implementation of the Telecommunications Regulatory Package’

20. Listsof stakeholders and their e-mail addresses

21. Competition Bulletin

22. Consumer Complaints madeto OFTEL

Ofwat

1. Water Industry Act 1991

2.  Ofwat Divisiond Plans 2000-2001 up to 2003

3.  Ofwat Forward Programme 2000 - 01

4.  Ofwat Resource Accounts 1999-2000

5.  Ofwat Direct Generd's Annua Report 1999-2000

6. Protectingtheinterest of water customers

7.  New books received 22 July - 8 August 2000

8.  Pressredeases receved in thelibrary

9. Library satisfaction survey

10. Library Statistics Enquiries 2000-2001

11. Timeto regulatetherising price of regulation

12. Library Desk instructions (including cardholder procedure guide

13. Morelibrary procedures

14. Even morelibrary procedures

BJX517
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15.
16.
17.
18.
19.
20.
21.
22.
23.
24.
25.
26.
27.
28.
29.
30.
31.
32.
33.
34.
35.
36.
37.
38.
39.
40.
41.
42.
43.
44,
45.
46.
47.
48.
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Library budget 2000/2001

Library budget 1999/2000

Library budget 1998/1999

Library budget 1997/1998

Dear MD and Dear RD letters
Companies regulated by Ofwat

SHected bibliography

Publications list

Ofwat library questionnaire

External relations strategy for competition
Some draft externd relaions plans
Parliamentary strategy

Dréaft review of externd reations strategy

The 1999 periodic review - externd relations strategy

PR Desk Aids

Handling parliamentary questions
Guiddinesfor RD/M D letters
Conferenceinvitaions

Priced publications

Public correspondence 1998/1999
Customer Charter - response times 97/98
Customer Charter - response times 99/00
Correspondence log 1999
Correspondence log 2000

Web site hits

Web hits publications & letters

Press releases, interviews, press cals
Externa relations Division

M ethods of publicity for the externd relations department

Ofwat House Style
Recovery of Ofwat costs
Electronic Commerce Programme - PID

Government Procurement Card Project
GPC Spend 1999/2000
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49,
50.
Sl
52.
53.
54.
55.
56.
57.
58.
59.
60.
61.
62.
63.
64.
65.
66.
67.
68.
69.
70.
71.
72.
73.
74.
75.
76.
77.
78.
79.
80.
81.
82.
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Consultancy contracts awarded 1/4/99 - 31/3/2000

Government Procurement Card Project - copy 2

Procurement Guide

List of procurement/ finance/ estate/ management documents from Ofwat
[1S& IT Strategy

Plan for Information Sy stems Development

Ofwat Forward Programme 2000-01

Divisiona Plans 2000/1 up to 2003

Review of the 1999 Periodic Review - M D letter
Review of the 1999 Periodic Review - specia E(P) meeting
Water & Sewerage Bills 2000-01

Regulatory Directors

Sakeholders & key staff

Financid M anagement Strategy

Finance Branch - working recording anay sis
Finance - organagram

Finance & Services Business Plan 2000/01
Facilities M anagement Plan 1999

Facilities M anagement Plan 2000

Premises Anaysis

Estate Review

Cost centrereports

output costing report April - June 2000
output costing report 1999/2000

Desk instructions

Hardcat Procedures

M anagement of Budgets

Resource A ccounts 1999-2000

service User Opinion

Employee opinion survey

Review of the Financial M oddl

M eeting note on financial modd

Review of Financial M odél

M eeting note on financial mode
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83.
84.
85.

86.
87.
88.
89.
90.
91.
92.
93.
94.
95.
96.
97.
98.
99.

100.
101.
102.
103.

104.
105.
106.
107.
108.
109.
110.
111.
112.

113.
114.

115.
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Review of Financid M odd - vdidation and audit checks
Foecia TLG meeting - financid mode

Review of the Financiad Modd - Option to retan current system including
enhancements

Review of the Financial M odel - gpproach to datatransfer

Paper for specid E (P) meeting 15 M ay 2000

Review of the Financia M odd - approach to datatransfer (copy 2)

Review of the Financia M odé - Theinclusion of policy team modéis ......
Executive (issues) meeting - review of the financia model (agenda)

Executive (issues) meeting - review of the financid model meseting note
Paper for specid E(P) M egting6 M arch 2000

Relationship between Ofwat Tariff Basket Modd and ........

Review of the Financial M odél

Terms of Referencefor areview of the Ofwat Financid M ode

Approva of Companies charge schemes 2001-2002

Tariff Sructure and Charges

Approva of Companies charge schemes 2001-2002 (copy 2)

Tariff Sructure and Charges 2000/01

Approvd of companies schemes in 2001-2002 conclusion on the consultation
Approva of Companies charge schemes in 2000/01

Approva of Companies charge schemes in 2000/01 (seemed misnamed redlly 2001/02)

The Ofwat Nationd Customer Council and the ten regond Customer Service
Committees

Representing Water Customers
Persona Review in Ofwat

Pay Chapter 3.1 of Saff Handbook
[P - Portfolio of Evidence

Career M anagement & development Chapter 1& 2 of Staff handbook
Human Resources T ables

Divisional Headcount

Civil Service Reform - Questionnaire

Organagram & senior job descriptions

Benchmarking jobs

Communications Survey

Departmenta Action Plans for Civil Service reform and M odernising Government
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116.
117.
118.
119.
120.
121.
122.
123.
124.
125.
126.
127.
128.
129.
130.
131.
132.
133.
134.
135.
136.
137.
138.
139.
140.
141.
142.
143.
144.
145.
146.
147.
148.
149.
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CSC MeetingNotes Wessex 9 M ay 2000

CSC M eeting Notes Wessex 11 July 2000

CSC Agenda- Wessex

Externa Relaions Organagram

Number of calsto help desk

IT responsetimes

TheWater Industry in Engand & Wales

The Work of the Ds of Telecomms, gas, water and eectricity
Water Industry — Regulating the Quality of Services to Customers CPA
Work of Oftd, Ofgas, Ofwat, Offer — minutes to CPA
Ofwat Director Generd’s Annua Report 1996

Ofwat Director Generd’s Annua Report 1997

Ofwat Director Generd’s Annua Report 1998

Externd Relaions Organigram

Learning Points from 1999-2000 Divisiona Reviews

CSC Annud Performance Review M inutes

1999/2000 Divisional Performance Review M egting Note
Resource Issues and Uncertainties

Financia Summary, 1999-2000

Financid performance and expenditure of the water companies in Engand and Wales
Levels of servicefor thewater industry in Engand & Wales
IR Response re office equipment

IR Response Table 5.3 Cost Drivers

Saff turnover in press office

Ofwat Forward Programme 2001-02

Ofwat Finance and Services Business Plan 2000-2001

ISU Activities Completed April 99 - M arch 2000

ISU Systems Development and Quality Assurance
Operations Human Resources

Ofwat Saff Development Group ToR

Ofwat Audit Committee TOR

Remuneration Committee ToR

M anagement Board ToR

Regulatory Policy Committee ToR
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Office of the Rail Regulator
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10.
11.

12.
13.
14.

15.
16.
17.
18.
19.
20.
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Annua Report, 1997-1998
Annuda Report, 1998-1999
Annua Report, 1999-2000
Operationa Plan 2000-2001, June 2000

The Periodic Review of Railtrack’s Access Charges: Timetable, Process and Issues,
August 1999

The Periodic Review of Railtrack’s Access Charges: The Regulator’s Conclusions on
the Financia Framework, December 1998

The Periodic Review of Railtrack’s Access Charges: the Framework and Timetable and
Further Consultation on Financia Issues, July 1998

The Periodic Review of Railtrack’s Access Charges: a Proposed Framework and Key
Issues: A Consultation Document, December 1997

The Periodic Review of Railtrack’s Access Charges: a Proposed Framework and Key
Issues: A Consultation Document, December 1997

Railtrack, 2000 Network M anagement Statement for Greet Britain, M arch 2000

Operationd Planning: Monitoring and Reporting on Progress against Objectives,
undated

Implementation Plan for the Reorganisation of the ORR, undated
Procurement Policy and Guidance, December 1999

ORR and CSL Group Limited, Information Systems Services Supply Agreement,
September 1997

ORR Staff Apprasad Guidance Notes, undated

Project Genesis: Implementation Invitation to Tender, undated

Ageement of Pay and Related M atters in the Office of the Rail Regulator, 1998/99
Guidance on Insurance against Third Party Liability, January 1999

Department of Transport, Network Licence granted to Railtrack plc, October 1999
Resources Division’s Sandards of Service, September 2000
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ANNEX E -PROFORMA FOR PROJECT MANAGEMENT AUDITS

Project Sart-up How are projects initiated?
Are there clear definitions of the project objectives and key
ddiverables?

Organisation Arethere clear roles and responsibilities for the team?

Isthereaclear reporting structure in place?
Has there been an agreed commitment to the work from senior
management?

Risk Management Have any potentid risks to the project been identified ?
How are risks managed?

Change Management How are any changes to the orignd project objectives and

ddiverables managed?

Planning and Work [ How are projects planned?

Allocation How are the individua pieces of work alocated to teams/team
members?

Reporting Cycles What controls are in placeto record progress and communicate
project status?

Communication Arethere clear communication channds between:

the project management team and the team members?
the project and the stakeholders?

Closing the Project Is there aclear and unambiguous end to the project ?

Project Environment Does the organisation offer project support in the form of:
project management templates?

project management guidance, documents, and manuas?
promoted project management processes and procedures?
other management training such as leadership skills

Filing What filing structures arein place?

Learning Environment [ Can the organisation demonstrate the ability for learning
lessons and building best practice from projects?
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ANNEX F-STAKEHOLDER SURVEY QUESTIONNAIRE

ADDRESSEE
JOB TITLE
COM PANY
ADDRESS1
ADDRESS?2
CITY
COUNTY
POSTCODE

DATE
Dear TITLELASTNAME
HM Treasury Project: External Efficiency Review of Utility Regulators

The HM Treasury has recently commissioned WS Atkins to undertake the study External
Efficiency Review of Utility Regulators. This efficiency review is amed at:

. examining the way in which the regulators define, plan and prioritise proposed aress of
work in order that they can develop programmes and projects;

. evauating the management of programmes and projects from inception to post-project
review, including audits of current programmes and projects;

. examining the cost efficiency of common support functions undertaken by some of the
UK regulators, such as overheads, accounting/finance, personnd, library, IT/IS, use of
consultancy services, and press-office functions.

The government does not plan to publish the report, dthough it will be made availableto the
regulators and to the Nationa Audit Office.

As part of this study, our associates, OXERA, are seeking the views of theregulator’s main
stakeholders—consumer groups, regulated companies, environmenta groups and city
representatives—concerning their perception of their regulator’s performance in a number of
aress. The questionnaire is designed to examine the quality of service provided by the UK
regulatory bodies, which will be used in conjunction with information on regulators’ cost
efficiency to provide a more balanced picture of the regulators’ performance, rather than to
focus purely on cost efficiency.

In order to collate the views of stakeholders, we are usingthe OXERA Internet-based survey
service, Benchmark Online, as wdl as tedephoning a sample of stakeholders for more detailed
information. If you would like to take part in this survey and provide your views about the
regulator in your industry, please go to the web site www.oxera co.uk/benchmark. In the Live
Survey's section, you will find a survey entitled * Regulators Stakeholder Survey’. From here,
you will be requested to input your user name and password. Your unique user hame and
password for this questionnare ae (plesse note that they are case-sensitive):

BX517 F-1 4
regul atorsdoc




External Efficiency Review of the Utility Regulators Final Report

e user name= USERNAME
e password = PASSWORD

A confidentidlity statement will gppear; pleaseread this. If you are hgppy to continue, please
do so, and the questionnaire will then gppear. In order to ensure confidentidity, it is not
possible to complete haf the questionnaire, save it and return to complete it later. We
therefore recommend that the questionnaire is printed off first, in order for the respondent to
find out what information is required and collate any information that is not to hand (most
questions, however, should be answerable immediately). Then, when ready, fill in the
guestionnaire in one sitting on line—it is anticipated that it should take no morethan 10-15
minutes to complete the questionnaire on line, once y ou have compiled y our response.

Please answer al questions as objectively as possible, and if you do not use the relevant
regulatory service, please ask a colleague who does for their opinion. All information input is
treated as strictly confidential, and will be taken off line as soon as it is received, where it
will be collated with al the other responses. Also, the results from this survey will only be
presented in an anony mous format.

At the end of the questionnaire, y ou will be asked if you would consent to being contacted by
telephone to discuss your views. If you agreeto this, you may betelephoned a alater dateto
discuss in more detal your perceptions of your regulator; it is anticipated that such a
discussion will take no more than 15 minutes.

The deadline for completing the questionnaire is October 20th.

If you have any questions please contact Paul Wellings of WS Atkins on 0191 2291594 or
1410 174493, or Alan Horncastle of OXERA on 01865 253015 or emal
benchmark @oxera.co.uk.

Yours sincerely

A7

Paul Wellings
Managing Consultant
WS Atkins Management Consultants
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Please take your time in completing this questionnaire and consult relevant colleagues, to
ensure that your response is an objective ‘organisation-wide, rather than the opinion of an
individua. Answers should relateto the past 12 months, dthough if any responseis based on
events previous to that, please gve details in the comment boxes.

Please answer as many questions as you can. 5 = very good, 1 = very poor, unless otherwise
stated. Also, please include abrief explanation of your ratingin each text box, stating on what
criteriayour decision is based (such as accuracy of data, promptness of response, €tc).

Requl ator.

Which regulatory body is this response directed at? Please fill in separate questionnaires for
any extrabodies you wish to comment on.

. OFGEM . OFREG

. OFWAT . CAA

. ORR . Other (please specify)
. OFTEL

Industry.

What isyour industry (if relevant)?

. Electricity Generation . Water and Sewerage
. Electricity Distribution/Transmission . Water Only

. Electricity Supply . Communications

. Gas Transportation . Rail Transport

. Gas Supply . Air Transport

. Other (Please specify)

Reply to enguiry speed (please ask someone in your department who makes reqular
enquiriesto your requlator).

How satisfied wereyou with the speed of thereply (ies)?
Help text:

If possible, please state in the text box how fast a satisfactory response should be, and how
fast theregulator's response actudly was.

1 (2| 3|4|5]| Further explanation:
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Reply to enquiry quality.

How satisfied wereyou with the quality of thereply(ies)?
Help text:

Please state what criteria you have used in your judgement (i.e., accuracy of response, did
they address key issues, €tc).

1|2 (3] 4]|5] Further explanation:

Library (please ask someone in your department who makes regular use of the
requlator’slibrary).

How satisfied are you with the performance of your regulator’s library services?
Help text:

Possible criteria here could be: coverage of publications, speed of responses, etc.

1|2 (3] 4]|5] Further explanation:

Pr ess office.

How effectiveis the press office of your regulator?

1|2 |3]4]|5] Further explanation:

Press notices.

How do you rate the objectivity and clarity of the press notices issued by your regulator?

12 (3] 4]|5] Further explanation:
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Annual reports and forward plans.

How would you rate the quality of the annua reports and forward plans published by your
regulator?

1|2 (3] 4]|5] Further explanation:

Volume of other publications.

How do you rate the number of other publications issued by your regulator? 1 = too few 3 =
about right 5 = too many.

1|2 (3] 4]|5] Further explanation:

Quality of other publications.

How satisfied are you with the quaity of other publications produced by your regulator?

1|2 |3]|4|5| Further explanation:

Internet services.

How wéll do you think your regulator has made use of online resources for providing external
information?

1|2 (3] 4]|5] Further explanation:
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Use of consultancies.

Do you think your regulator make too much or too little use of externa consultants? 1 = too
little 3 = about right 5 = too much.

1 (2| 3|4]|5]| Further explanation:

Expertise of consultants.

How would you rate the expertise of your regulator’s consultants?

1|2 (3] 4]|5] Further explanation:

General expertise.

How satisfied are you with the generd expertise of your regulator’s staff?

1|2 |3]|4]|5| Further explanation:

Technical expertise.

How satisfied are y ou with the technica expertise of your regulator’s staff?

1 (2| 3|4]|5]| Further explanation:

Economic expertise.

How satisfied are you with the economic expertise of your regulator’s staff?

1|2 (3] 4]|5] Further explanation:
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Data requests.

How do you rate the amount of datayour regulator requests from your organisation? 1 = too
little, 3 = about right, 5 = too much.

1|2 |3]|4|5| Further explanation:

Transparency.

To what extent do you fed clear about what datayour regulator requires fromyou, and what
that datawill be used for?

1|12 |3]|4|5| Further explanation:

Confidential information.

Does your regulator guard confidentid information well?

1|2 (3] 4]|5] Further explanation:

Consultation.

How satisfied are you with the amount of consultation between your organisation and the
regulator?

12 (3] 4]|5] Further explanation:
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Consultation effectiveness.

How satisfied are you with the effectiveness of consultation between your organisation and
theregulator? Do you fed your views are fully considered?

1 (2| 3|4]|5]| Further explanation:

Ease of access.

How easy do you find it to gain access to your regulator’s staff?

1|2 (3] 4]|5] Further explanation:

Speed of decision-making.

How satisfied are you with your regulator’s speed of decision-making?

1|2 |3]|4)|5| Further explanation:

Thoroughness.

How satisfied areyou that your regulator follows al due process in decision-making?

1 (2| 3|4|5]| Further explanation:

Consistency.
How satisfied are you with your regulator’s consistency in decision-making?

1|2 (3] 4]|5] Further explanation:
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Key issues.

How do you rateyour regulator’s ability to identify key issues?

1|2 (3] 4]|5] Further explanation:

Priorities.

How do you rate your regulator’s ability to prioritise work streams?

1|2 |3]|4]|5] Further explanation:

Fulfilment of duties.

How well do you fed your regulator has managed to fulfil its duties?
Help text:

Regulator’s functions are set out in legslation, but generdly ther duties involve protecting
the interests of consumers, ensuring that businesses subject to price regulation are able to
finance ther activities, and facilitating or promoting competition in ther industries where this
is practicable.

1|2 (3] 4]|5] Further explanation:

Overall impression of efficiency.

Given al of your answers above, how do you rate the overdl efficiency of your regulator?

1|2 |3]|4]|5| Further explanation:
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Ovwverall impression of quality.

Given dl of your answers aove, how do you rate the overal qudity of service of your
regulator?

1 (2| 3|4|5]| Further explanation:

Value for money.

Towha extent do you fed that your regulator’s license fee represents good vaue for money ?

1|2 |3]4]|5] Further explanation:

Other comments.

If you would liketo add any further comments about y our regulator, please do so below.

Further contact.

M ay we contact you by phonefor further brief enquiries?

No | Yes | Pleaseusethefollowing number(s).
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ANNEXH -BENCHM ARKINGQUESTIONNAIREBENCHM ARKING
OF COST EFFICIENCY & SUPPORT FUNCTIONS

Name of organisation: ............ccceivviiiiineennnns

Questionnaire completed by: ...

1. Accommodation

1.1 Floorspace of office accommodation at end 1999/00 Sg.m
1.2 Annual rentin 1999/00 £ ‘'000s
1.3 Annual service and other chargesin 1999/00 £ '000s
2. Computer Equipment

2.1 Number of desk-top computers now or latest date of inventory No./date
2.2 Number of lap-top computers now or latest date of inventory No./date
3. Costs

3.1 Grossrecurrent expenditure in 1999/00 (note 1) £ ‘000s
3.2 Gross capital expenditure in 1999/00 £ ‘000s
3.3 Grosstotal expenditure in 1999/00 (3.1 + 3.2) £ ‘000s
4, Staff Costs

4.1 Average number of staff employed in 1999/00 (note 2) No.

4.2 Staff costsin 1999/00 (note 3) £ '000s
4.3 Agency staff costsin 1999/00 £ '000s
4.4 Average payroll cost/head (4.2/4.1) £ '000s
5. Personnel Indicators

5.1 No. of staff leaving in the year 1999/00 No.

5.2 Staff turnover (5.1/4.1) %

5.3 Total number of dayssickin 1999/00 No.
5.4 Total number of daysworked by employeesin the year (note 4) No.

5.5 Absenteeism in 1999/00 (5.3/(5.4x4.1)) %

6. Human Resources Function

6.1 Do you have a human resources/personnel department ? Yes/no
6.2 Total cost of the department in 1999/00 (note 5) £ ‘'000s
6.3 Average no. of people employed in the department in 1999/00 (note 6) No.

6.4 Doesthe HR function have a SLA with the organisation ? (note 7) Yes/no
6.5 Doesthe HR function collect and publish activity level data ? (note 8) Yes/no
6.6 Doesthe HR function collect and publish performance data ? (note 9) Yes/no
6.7 Doesthe HR function carry out “stakeholder” surveys ? (note 10) Yes/no
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7. Fnance Function
7.1 Do you have a Finance department ? Yes/no
7.2 Total cost of the department in 1999/00 (note 5) £ ‘000s
7.3 Average no. of people employed in the department in 1999/00 (hote 11) No.
7.4 Doesthe finance function have a SLA with the organisation ? (note 7) Yes/no
7.5 Doesthe finance function collect and publish activity level data ? (hote 12) Yes/no
7.6 Doesthe finance function collect and publish performance data ? (hote 13) Yes/no
7.7 Doesthe finance function carry out “stakeholder” surveys ? (note 10) Yes/no
8. Communications Function
8.1 Do you have a Communications function ? Yes/no
8.2 Total cost of the department in 1999/00 (nhote 11) £ '000s
8.3 Average no. of people employed in the department in 1999/00 (hote 14) No.
8.4 Does Communications have a SLA with the organisation ? (note 7) Yes/no
8.5 Does Communications collect and publish activity level data ? (note 15) Yes/no
8.6 Does Communications collect and publish performance data ? (note 16) Yes/no
8.7 Do you have a web-site ? Yes/no
8.8 Do you use the web-site to distribute your documentsto end-users ? Yes/no/na
8.9 Do you have an intranet ? Yes/no
8.10 Isthe intranet used for training and knowledge management ? (hote 17) Yes/no/na
8.11 Does Communications carry out “stakeholder” surveys ? (note 10) Yes/no
9. IT Function
9.1 Do you have a IT function ? Yes/no
9.2 Total cost of the department in 1999/00 (note 5) £ '000s
9.3 Average no. of people employed in the department in 1999/00 (hote 18) No.
9.4 Doesthe IT function have a SLA with the organisation ? (note 7) Yes/no
9.5 Doesthe IT function collect and publish activity level data ? (note 19) Yes/no
9.6 Doesthe IT function collect and publish performance data ? (note 20) Yes/no
9.7 Doesthe IT function carry out “stakeholder” surveys ? (note 10) Yes/no
10. Estates/Facilities Function
10.1 Do you have an estates/facilities function ? Yes/no
10.2 Total cost of the department in 1999/00 (note 5) £ ‘'000s
10.3 Average no. of people employed in the department in 1999/00 (hote 21) No.
10.4 Doesthe department have a SLA with the organisation ? (note 7) Yes/no
10.5 Doesthe department collect and publish activity level data ? (hote 22) Yes/no
10.6 Doesthe department collect and publish performance data ? (note 23) Yes/no
10.7 Doesthe department carry out “stakeholder” surveys ? (note 10) Yes/no
11. Quality Management
11.1 Do you have a quality management function ? Yes/no
11.2 Total cost of the department in 1999/00 (note 5) £ '000s
11.3 Average no. of people employed in the department in 1999/00 No.
11.4 Isthere are quality assurance policy ? Yes/no
11.5 Isthere a quality manual ? Yes/no
11.6 Do you have an accredited quality assurance system (e.g. ISO 9000)? Yes/no
H-2
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12. Explanatory Notes (if any)

Please set out below any comments which will help usto interpret your reply

Notes

1. Do notinclude reimbursed VAT orincome from government or private sector

2. Staff at 1 April 1999 plus staff at 31 March 2000, divided by 2

3. Includes salaries, overtime, allowances but not agency staff. Secondees should be indudedin
Agency staff

4. Excluding leave and public holidays — should be in the range 220-230

5. Include only recurrent costs (staff, consumables, and allocation of accommodation and utility
costsif possible)

6. Include all people engaged in personnel functions (recruitment, paytoll, training and development,
relocation, strategy)

7. Service Level Agreement, setting out deliverables and performance targets

8. For example, number of recruitments carried out; number of people trained

9. For example, staff turnover; absenteeism; training evaluation results

10. Opinion survey issued to departments affected by the work of the function

11. Include purchasing/procurement, management accounts, statutory accounts, budget, payments
invoicing, financial database

12. For example, number of invoices raised; payments settled

13. For example, number of invoices paid within 30 days; turnaround time for management accounts

14. Include library, press office, publications, post/messenger, and reception

15. For example, number of press releases; number of telephone enquiries

16. For example, response time to enquiries

17. Not just for internal e-mail and download of documents, but for training, circulation of best practice
guides, policy updates, accessto corporate databasesand so on

18. Include staff who are engaged solely on maintaining and upgrading hardware, systems and
communications for the organisation

19. For example, number of requests for assistance

20. For example, response time to requests, time taken to solve problems

21. Include cleaners, building maintenance, equipment maintenance

22. For example, number of reported faults

23. For example, time taken to resolve faults; availability of equipment
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ANNEX | —ANALYSISOF STAKEHOLDER RESPONSES

Tablel.1l- General Viewson All Regulators

Area

Ofgem

Ofwat

Oftd

ORR

Library

Press Office

Annud reports

Dedinein servicesincethemerger

Improvement sincethe merger;
prasetheemall notification
system; questionableobjectivity
Introduction of forward plans seen
as animprovement; littleon actud
performanceversus plans

He pful and prompt

Adequate; somenoticeslack
darity; questionableobjectivity

Annud reports arefine forward
plans arevague

T heneed to make an gppointment
touseOFTEL’ slibrary causes
frustration. Repliesto enquiries
generd of good qudity but of
variablepromptness.

Generdly good.

Annud reports and forward plans
aeusdul.

Generdly prompt and efficient.

Perce ved as eficient, but concern
over even-handedness.

Generdly good.

Publications Volumeof publicationsistoo Volumeok; positivecommentson  Volumeand qudity of Whilethevolumeof publications
high; positivecommentson style styleand darity; appesrancethat publications aregenerdly good. is considered too high, they are
and daity; gppearancetha conclusions arefixed from the generdly perceived to beof high
cond usions arefixed from the outset qudity.
outset

Internet increasing quaity of thewebsite, recently improved and generdly Theinternet serviceisgood, but Very useful and of high qudity.
prasefor theemal press useful —still difficultiesin getting could beimproved in terms of
notification system. hi stori c documents; not updated volumeof information and

quickly enough. searchability.

Consultants overuseof (insomecasesthe Generdly OK Appropriate useof consultants on Overuse of consultants who arenot
same) externd consultants complex issues, dthough some ofgood qudity.

cases of misunderstanding the
i SSues.

Expertise merger resulted inthelossofmuch ~ Concern about thequdity, Concern about high turnover. Mixed views, but concern over
dectricity genera and technica inexperience and recent high Knowledge of new technol ogies turnover and expertise.
expertise strong grasp of turnover of stff for generd and should bebetter.
economic theory, but too much economicexpertise limited
focus on theory practicd knowledgeof the

industry
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Area Ofgem Ofwat Oftd ORR
Daa concerns about thevolumeof data Excessive undear astoitsuseor Concerned about both thevolume Complaints about intrusiveand ad
requested, and thetime-scdegiven  used for other reasons; of datarequested, and thetime hoc nature of datarequests.
toddiverit; useofdaanot dear; confidentidity generdly handled scd eoftherequests.
generd sdtisfaction with handling OK, with the exception of
confidentid information disc osing confidentid information
onaCD ROM in 1998
Consultation Someconsider that OFGEM has Generd view that thereislittle Generdly, thefedingistha About theright amount. Concerns
dready formed an answer before consideration giventootherviews ~ OFT EL consults about theright about short timescd eand inclusion
the consul tation process. during theconsultation, and that amount, but places moreemphasis ~ of moreminor stakehol ders.
OFWAT hasdready formed an on certain companies’ view than
opinion beforethe consultation others.
Decisions T he speed of decisions can vary, Speed OK, except in some Slow to makedecisions. High steff ~ Generd sati sfacti on with speed

Issues/priorities

depending on thetypeof proj ect;
often setsitsd ftoo tight deadlines.

Over-ambitious and takestoo
much on a once. Poor
management of prioritiesasa
result.

circumstances; not dways
thorough or consistent, with | ast-
mi nute changes possi bly designed
to maintain apriori outcome
Generdly OK

turnover can hinder both
thoroughness and consi stency.

Questions arerai sed about
OFTEL’ spriorities, especidly on
issues such asincreasing
compstition (i.e locd loop
unbundling)

and thoroughness.

Whileidentifying key issues as
saisfactory, prioritising themis
moreaproblem.

Duties Successful in driving ahuge Possibleover emphasison By actingtoo slowly, OFTEL is Generd sdtisfaction, but concerns
changeinthestructureofthe secondary duties and not primary less ableto fulfil itsduties of expressed about aggressive stance.
markets, but possibletoo duty of financing functions i ncreasi ng competition and
i nterventionist now in competitive encouraging R & D.
markets

Overdl Generdly bd ow satisfactory, with Slightly below satisfactory, Reasonabl e performance, but there Generdly satisfied, but notethat
specific concerns about thevolume  additiona coststo companiesin aresignificant concerns about the thisisstill thefirst regulatory
and depth of regul aion, theloss of terms of datarequests could be effects of high staff turnover. cyde
expertise, and thelack of goparent reduced
gain from the OFFER/OFGAS
merger.
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Table 1.2 —Detailed Analysis of Ofgem Responses

Question Score Comment summary

Reply to enquiry speed 2.75 Many statethat responsetimes arehighly variable, implying tha therearetimes when theresponsetimes are
unsatisfactory.

Reply toenquiry qudity. 2.84 Somestatethat responses weretoo genera with not enough detail. Also thereare complaintsthat justification for
decisionsisnot dways provided.

Library 2.75 T hereare comments on the shortness of opening hours (two hours aday), aswell as both difficulty in getting
through to thelibrary, and poor responseti mes to phonemessages. Somenoticeadedinein servicesincethe
merger between OFFER and OFGEM.

Press Office 3.59 T hereismuch praiseof theemail notification system, dthough afew complain of sometechnica problemsthey
have encountered. Many point to an improvement sincethe merger between OFFER and OFGEM .

Press notices 2.95 Comments statethat whilethequdity and darity of the press noticesis high, theremany comments questioning
theobjectivity. Somedo note, however, that isnot unexpected or unwarranted.

Annud reports and forward plans. 2.95 Many comments wd cometheintroduction of Forward Plans as an improvement. Many d so notetha thereis
littleinformation on how actua performance compares with plans.

Volumeof other publications. (1= 4.14 Thefeding isgenerdly that thevolume of publicationsistoo high. T hereare concerns about theworkl oad

toolittle, 3= about right, 5=too required to keep track of dl thedocuments. Also, concernisraised that often documents are poorly focused, thus

much) rai sing theassoci ated workload unnecessarily. Somerespondents fdt that the high number of publicationsisdue
to unnecessarily high leve s of regul aory intervention.

Quadity of other publications. 2.93 Many positive comments about styleand darity. Questionsrai sed, however, about whether or not in some
consultation documents, OFGEM haved ready made up their mind.

Internet services. 3.84 A largeamount of prai sefor theincreasing qudity of thewebsite, and theemail press notifi cation system.

Useof consultancdies. (1 =toolittle, 4.29 Thereareserious concarns that thereis overuse of externa consultants a the expense of deve oping internd

3=about right, 5= too much) expertise

Expertise of consultants. 3.00 Thecomments arevaried. Somestateaconcern tha OFGEM overusethe same consultants.

Generd expertise 2.48 Many commentstha the merger between OFFER and OFGAS hasresulted in theloss of much dectricity

expertise. Other generd comments on the staff bel ng young and i nexperi enced, though improving.
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Technicd expertise

Economic expertise

Datarequests. (1 =toolittle, 3=
about right, 5= too much)

T ransparency.

Confidentid information.

Consultation. (1 =toolittle, 3=
about right, 5= too much)

Consultation effecti veness

Ease of access.

Speed of deci sion-making.

T horoughness.

Consistency.

BX517
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2.65

2.65

4.10

2.26

4.08

2.90

212

3.16

2.73

2.67

2.84

T hereisgenerd concern about thetechnica knowledge of staff, and thel ack of wel ght placed on technica
issues. Again, somecomment that thesituation has worsened sincethemerger of OFFER and OFGAS, especidly
for dectricity.

Many respondents notethat staff have astrong academi ¢ backing and grasp of economictheory. Thereisa
concern that thereistoo much focus on thetheory, and staff woul d benefit from more practicd experience.

T herearemany concerns expressed about both thevol umeof datarequested, and thetime-scd egivento ddiver
it, aswel astheextraresources required to ded with therequests. Other pointsra sed arewhether thedetal of
daarequested goes beyond theremit of theregul ator, and whether too much focusis placed on i nputs rather than
outputs.

Respondents say the dataspecifications ared ear, but question whether dl of thedatarequested i s needed.
Similaly, others say that it isnot dear how theregul ator usesthedaait col lects.

Largdy thecomments expressed sati sfaction tha OFGEM guards confidentid information safdy. Only afew
complaints about information mishandling.

Thereareawiderange of views asto theamount of consultation, someclaming theleve istoo low to havea
proper say, whileother daim it istoo high and demandsto great aworkload. Somerespondents notethat often
they fed asthough OFGEM has d ready formed an answer before the consul teti on process.

T hereis awidespread concern that OFGEM does not pl ace enough wei ght on submi ssionsto consultations.
Specific examples noted arethe NET A consultation, and meter unbundling.

Generdly satisfactory, but seemsto vary across departments. T hereis d so frustrati on expressed about the
automated voicemail system.

Respondents notethat aba ancemust be stuck between fast deci sions and thorough ones. T hey notethat speed
vari es depending on thetype of deci sion made. Onemorespecificworry istha OFGEM setsitsdftoo harsh
deadlines, which puts undue pressure on the consul tation process.

W hilethereare many responses expressing sai sfaction with OFGEM'’ s adherenceto due process, therereman
many concernsthat other’ sviews arenot fully taken into account in the consultati on process.

Thecomments herearevaried, dthough most notethat OFGEM does makean effort to beinternaly consistent.
Specific problems are caused by thelarge volume of materid published and the high turnover of staff.
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Key issues.

Priorities.

Fulfilment of duties.

Overd| impression of efficiency.

Overdl impression of qudity.

Vauefor money.

Other comments.

2.98

2.46

2.84

2.32

2.45

1.66

Many positivecomments, but severd pointsraised. First, thereisafeding that oftenissues aregiven priority for
theoreticd, rather than practicd reasons. Also, somecomments suggest that too many i ssues arefocussed on,
meaning that the* big picture islost.

Many comments question OFGEM’ s proj ect management. M ore specificdly, somecomments point to thelarge
volumeand broad focus of consultati ons as evidence of aneed for greeter prioriti sation of tasks and projects.

T hereisagenerd recognition that thegas and d ectricity markets have undergone ahuge change over the past 10
years. Thereare, however, compla ntsthat theregulaor now interferes too much in competitive markets.

T heprognosis of OFGEM’ s fficiency is be ow satisfactory. Generd concerns arerai sed about the experti se of
staff, and theincreasing, rather than decressing, regul etory burden.

Thereisthefeding tha thequdity of OFGEM’ s output would improveifthevolume of work and projects was
reduced.

T herearewi despread concerns over thergpidly incressing licencefee, and thefact that thereis alack of effective
effi ci ency incentives for OFGEM. Comments d so suggest that somesort of RPI-X system should beused to
providesuch incentives.

Four main generd aress of concern arementioned in theresponses: 1. A genera concern about therecent high
risesinthelicencefee 2. T hehigh staff turnover and consequent | oss of expertise. 3. T hat therehave been few
goparent gai ns from the merger between OFFER and OFGAS, and that some significant arees have suffered asa
result. 4. T hefeding that industry views arenot given due consideration in the consul tation process.
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OFGEM

Meeting: 9" Oct 2000
Present: M ike Badock

Projects reviewed:

Transco Price Control Review
Environmenta Action Plan
Information and I ncentives

Documents recei ved:

Transco Price Control Review PID and Highlight Report
Environmenta Action Plan PID and Highlight Report
Information and Incentives PID

Project M anagement Training slides

Project M anagement M anuad

Background

The M anagement Committee has been determined to build up OFGEM 's centrd expertisein
project management and to develop project management skills throughout OFGEM . They
have instigated an organised Project Support Office (PSO) in operation which is based
around the best practice project management principles of PRINCE 2 (PRojects IN a
Controlled Environment). This includes two full time support staff, amanud, templates, and
an Intranet site, which includes the aforementioned and has details of al mgor projects
underway including access to existing project documents. In addition, the PSO has provided a
series of 2-day training and awareness sessions for project staff (currently approximately 70
staff have attended).

80% of OFGEM work is project based and to support this the PSO was set up a the end of
1999. In that time the office has built up the first steps towards agood project management
and learning environment. The PO set itsdf threeams:

1. Establish aproject management method
2. Providetrainingand support
3. Report and monitor progress.

The first two ams have been achieved and the PSO is now concentrating on the mechanisms
to be put into place to achieve thethird.

Impressions

From a project support perspective, project management processes, procedures and support
are wdl represented but there lies an acknowledged inconsistent area whereby project
managers are left to manage the actud work themselves. Two of the Project Initiaion
Documents (PIDs) reviewed showed different methods of planning and different styles in
their presentation. Advice and support on how to plan, dlocate and define work have been
gven to project managers by the support office. The training sessions have covered these
subject areas but as yet the support has used no forma control to enable conformity of
goproach in this area.
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The PSO has driven the requirement for a defined and structured start up to the project and
this is in good evidence. The next area for the PSO to concentrate on is around the
mechanisms for effective progress reports. To this end the PSO is pro-actively helping to
produce the first reports for the key projects. Project M anagers will be required to provide
subsequent reports in the same format.

Below aretheresults on the key areas covered during the meeting:

They have been rated under the following headings:

*  Weak/needs development 0x1=0 Ovedl Score= 3.4
* Under development x2=2

o Saisfactory 5x3 =15

» Good/excdlent 5% =20

Sat up — Good/excdlent

It is clear that mgor projects (as identified in the Corporate Plan) are required to produce a
definition of the work to be undertaken and how that work will be managed. The PSO reports
that 60-70% of the 20 main projects produced PIDs before work commenced. Those aready
underway have aso now produced PIDs. These are dl available viathe Intranet.

¢ Organisation — Good/excdlent

The organisation structure for those projects under the project support wing have clearly
defined and agreed roles and responsibilities. In addition, the training sessions have
highlighted the key roles whilst staff a al levels have been exposed to the responsibility
criteria set for these roles. The PSO have aso been present a Project Board meetings to help

steer the meetings towards effective decision making based upon timely and relevant progress
information.

* Risks— Satisfactory

Identified a the start of the project and recorded in the PID. The risks are managed
throughout. There are in some cases active risk logs which have been monitored and updated
as evidenced in the highlight reports produced in conjunction with the PSO.

e  Change M anagement — Satisfactory

The projects we have reviewed have displayed a good understanding of change management.
In some cases, an issue log has been produced to record and manage change. However, the
issue logs reviewed show some confusion over the difference between a risk and an issue.
M any of theissues shown in oneissue log should in fact have been recorded as risks.
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* Plans and work alocation — Satisfactory

Plans, work alocation and the definition of work are left to the project manager’s discretion
dthough the PSO will help to produce project plans in a standard format if requested.
Guidance through the training sessions on how to plan has been provided. Included in the
training sessions is a set of requirements to effectively manage externd resources. This is
particularly relevant to OFGEM projects where alarge number of consultants are involved.

* Reportingcydes — Satisfactory

The reporting methods are clearly defined in the PIDs we have reviewed and the PSO is
actively promoting the format of a PRINCE2 highlight report which shows key progress
information. At present the highlight reports have been produced by the PSO in an effort to
encourage and enable the project managers to effectively report progress. M eetings between
the teams and the project managers are not so vigorously pursued by the PSO. Again the
management at this leve is left somewhat to the project manager’s and projects needs. There
are gpproximately 150 staff recorded on a resource database being managed by the PSO.
Current resource requirements for projects are recorded via highlight reports and are used to
show *“ pinch points” whereby resource over-dlocation may be aproblem.

*  Communication — Good/excdllent

A thorough communication plan has been shown in the PIDs reviewed. This displays good
awareness of stakeholders and interested parties and their communication needs as well as the
team and senior management communication requirements.

e Close—Under development

Projects under review and using the PSO have not y et reached closure.

* Project Environment — Good/excellent

There is in operation good use of the Intranet to promote the benefits of PIDs which provide
the controlled start mechanism for key projects. They aso provide the Intranet site with a
standard format for future projects to learn from and re-use. A good project management
environment is being formulated and is founded on the project PSO’s proactive stance in
providing a PRINCE 2 based project management manua, templates and support. In addition
there are anumber of management training courses on offer to project managers.

» Filing— Satisfactory

Thereis astandard filing structurein place.

e Learning environment — Good/excd lent

The Intranet site is providing a forum for learning lessons. Lessons are dready being learnt
and communicated through the PSO.

Recommendations

The next stage for the PSO will be to concentrate on typica workshops and consultative
documents, and typica contract management questions. In addition, the PSO should focus on
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the use of Product Descriptions to help define the key deliverables and look a how project
managers are planning ther projects and dlocating work. The use of work packages
especidly for work dlocated to externa resources would be extremely relevant.

The PSO will need to monitor project performance and begn to build up alibrary of typica
project information such as common risks, issues and products. The ability to learn lessons
from projects will be one of the main benefits the PSO can bring to OFGEM to enable a
successful project environment.

The PSO should be commended on its common sense approach to implementing PRINCE2
into OFGEM . A measured introduction of the main principles has been achieved through this
gpproach. This needs to be built upon through the promotion of best practice and acommon
gpproach.

The PSO should continue to use the Intranet as their project management information tool as
this will provide a very focal point for project management. It should perhaps be enhanced to
provide a centrd repository for dl key project management documents and perhaps
regstration. In addition, the smaler projects should aso be included in future project
management support.
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OFTEL

Meeting: 4" Oct 2000
Present: Confidential

Cases reviewed: Confidential

Documents recei ved:

M anua of Procedures for Casework
Assessment of casework quality for above cases

Reports on Casework Qudity M onitoring Sy stem
Background

The stream of work under consideration at this meeting only covered Casework. Policy
projects have not been included. Nevertheless, Oftd recognises that Casework can be
gpproached as aproject usingthe same principles.

There are a number of requirements for successful Casework primarily based around delivery
times. The preliminary phase must be completed within 30 working days, the investigation
phase within 6 months. To this end Oftel has amanua detailing the steps required by aCase
Officer to attain this. The Casework manua has been driven by quality control.

The manud is now being converted to work over the Intranet in an attempt to improve its
effectiveness. It is hoped this mechanism will prompt casework teams to follow the guidance
offered more rigorously .

Impressions

The one area where we identified a potential weskness is in planning, specificaly at the
Investigation phase. The Compliance Directorate have recognised this as a weskness and are
building up atemplate case plan to address this. The case plan is part of the manua but needs
to be more closdy controlled and detailed. There are a number of outline activities for the
Investigation phase to be found in the manua and some suggested typical timescaes. These
should be included in the case plan template and guide the case officer to update with red
timescales and indeed, should provide the bedrock for the case plan.

Oftd suffers from a high levd of staff turnover. As aresult, the casework team have often
changed during the casework phases and in some cases the case officer or manager have been
replaced. This has led to a delay in the work proceeding, as the new member(s) become
acquainted with thework and its status. The manua details specific roles and responsibilities,
which should help new case managers or case officers, understand their position on a case,
The tasks outlined in the manud gve guidance on what work is required during the phase but
this needs to be recorded against actud progress so that new staff can quickly understand at
what point in the Investigation phasethe caseis a any gven point in time.
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Oftd has a very effective quality process in place, which has strong ties with project
management. There are 4 clear phases to the Casework, and a the end of each phase
authority to proceed from the Casework M anager or a more senior manager is sought. In
addition, the phases themselves have been broken down into four key stages with clear
activities and deliverables attached to each.

Overdl impressions of Oftel show that they have a strong structure in place for Casework.
Planning of the Investigation phase reguires some improvement, as this is being addressed.
Oftd has a satisfactory reporting mechanism in place and a clear organisation structure but it
is not clear how progress is effectively monitored. In one instance, an inefficient case officer
and case manager hampered the progress of a casework. The reporting mechanisms and
controls should have picked this problem up immediately. The case plan and the stage
timescales need to be updated with actua figures and reasons for any changes recorded and

reported on to case managers and by the case managers a their weekly meetings to senior
staff.

Another area of concern is risk management where issues such as staff turnover can be
planned. In addition, definition of individua work will help in enabling new staff to pick up
work and its status quickly .

Below aretheresults on the key areas covered during the meeting

They have been rated under the following headings:

*  Wesk/needs development 0x1=0 Overd| Score= 3.4
e Under development =2

o Satisfactory 5x3 =15

» Good/excdlent 5x4 = 20

o Sart up — Good/excelent

The manua shows the detailed steps to be undertaken to log and record cases and how to
proceed. Qudity control is ensured throughout this start up period. The start up phaseis
followed by aformd decision to proceed to investigation. The activities to achieve this phase
of work are listed in the manua. This phase is dl about defining whether the case is
justifiable. As such this is a good control mechanism which should help to avoid wasted time
and effort.
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* Organisation — Good/excdlent

There are clear lines of responsibilities and defined roles for the Casework team. The manua
explains each role clearly and has defined responsibilities for each key management role
within the Casework team. The Casework team comprises a Casework officer and manager as
well as a Casework Pand, which can offer advice to the Casework officer and provides the
key decisions on the Casework progress.

¢ Risks — Under development

Legd risks are accounted for. Saffing risks are considered by case officers and the casework
progranme manager. Forward planning to cope with sick absences and staff turnover is a
standing agenda item for CMG meetings. However, a more forma system of risk
management would be beneficid.

e  Change M anagement — Satisfactory

Issues relating to the work are recorded at regular progress meetings and dealt with by the
case officer. Although this covers most of theissues thereis adanger that someissues may be
missed or left out of matters under consideration at the progress meetings. A central conduit
for recording and managing issues would ensure dl issues are dedt with and can be collated
for lessons learnt.

e Plans and work dlocation — Satisfactory

The work is based around the four phases detailed in the manua. How the work is planned
during the phases especialy during investigation could be improved. Because the teams are
usudly small and closely situated in the office work has been dlocated verbaly. This might
cause problems as staff leave or are introduced to the team during the casework. The manua
has outlined the activities needed to ensure an effective Investigation has taken place. This
needs to beincorporated morerigorously into the case plan and a progress meetings.

» Reporting cycles — Good/Excellent

Team meetings are held informaly on a daily basis. M eetings between Case M anagers and
the Casework Pand are held on average twice per month (or more or less frequently as
required). Thereportingstructureis clear.

e  Communication — Good/excdllent

Communications and correspondence are normaly of good qudity. Guidance on frequencies
is set out in the manud for both internal and externa audiences.

e Close— Good/excdlent

Casework has a clear and unambiguous closure procedure. The casework officer, manager
and quality manager fill in a casework quality assessment form at close. They will rate the
project according to defined quality criteria. A customer assessment quality questionnaire is
aso sent.

* Project Environment — Satisfactory
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The manua sets out clear guiddlines for the production of Casework at al phases. Therearea
number of training courses and awareness sessions for new and existing staff to educate them
in the use of the manud. There are a number of templates on offer athough these are mainly
for correspondence purposes. The manud is being developed to work over the Intranet. There
is aCasework M anagement Information Sy stem used to register cases and record statistics for
usein lessons learnt.

» Filing— Satisfactory

Hard copy files of various qualities primarily recording correspondence and minutes from
meetings — eectronic copies aso.

e Learningenvironment — Satisfactory

Lessons learnt are recorded through meetings but a recognised lesson learnt forum is not yet
avalable. However, the quarterly Quality M onitoring System Report highlights the issues
uncovered through the period's casework. These lessons learnt are formed from the qudlity
assessment documents produced at close. This has ensured that issues in such areas as the
planning of the Investigation phase have been identified and addressed. Oftd reports that the
Compliance Directorate largely met its targets in 2000.

Recommendations

Ofte can expect its decisions under the Competition Act to be more frequently chalenged.
Thus case officers will need to be more accountable. The need for adherence to a recognised
set of procedures is therefore crucia in recording and ensuring accountability .

In order to achieve continued success the Casework Manud offers a very good set of
procedures. Nevertheless, there needs to be a section on how to identify and manage risks
within a Case. In addition there needs to be a greater focus on the plan for the Investigation
phase and its break up into stages and activities. It would be wiseto build up acommon set of
risks, issues and typica timescaes to compliment the lessons learnt forum. The Intranet site
could be set up as a casework information centre providing not only guidance through the
manud, but aso statistica information built up from the Casework M anagement Information
Sy stem, common risks issues and lessons learnt.
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OFWAT

M eeting 12" Oct 2000
Present: Sam Okyere, Keith M ason, Dawn Harrison

Projects reviewed:

Approva of Charges Scheme
Review of the Periodic Review
Financid M odd

Background

There are a number of projects underway in OFWAT. Those that utilise staff from across
separate divisions fal under the most control. This control is co-ordinated by OFWAT staff
through the production and management of project plans. Nevertheless, there is no project
support office or manud to offer help and guidance to OFWAT projects adthough key new
projects are begnning to formulate a standard approach. The second phase of the Review of
the Financid M ode, for example, has been initiated through the use of a structured Project
Initiation Document (PID).

The Project co-ordinator for those projects crossing divisions will manage the project plan.
This will normaly be composed using Word or Excd as a table of ddiverables and
timescaes. These plans are updated by the co-ordinator at regular Director meetings, which
aso involvetheindividua teams. Dependencies are monitored and progress recorded.

Theroles and responsibilities for each team are well defined and managed.
Impressions

From the projects reviewed the management has been of an individua nature, however some
clear procedures are in place to ensure key projects have a clearly defined Terms of
Reference. This has effectively operated as a precursor to the more fully detailed Project
Initiation Document (PID) produced on current projects. In turn this indicates a significant
step in providing a project and learning environment, as the PID will provide a template
coveringthekey principles of project management.

The role of the project co-ordinator has been used to produce and monitor plans across
divisions. Their role has been to co-ordinate resources and activities across the projects
through the use of the plans. Plans, it is assured, are of varying degrees of detail to meet the
requirements of the audience, team plans have detailed activities and timescales, project plans
have milestone activities and timescales. This has ensured agood degree of planning has been
achieved across projects. It must be stressed that this is not aways the case and projects,
which are division specific, will not have this facility.
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Below aretheresults on the key areas covered during the two mesetings:

They have been rated under the following headings:

*  Weak/needs development Ix1=4 Overdl Score= 2.5
e Under development 0x2=0

o Saisfactory 4x3=12

» Good/excdlent 3x4=12

o Sart up — Good/excelent

A Terms of Reference is needed for most projects before start up can be pproved. All of the
projects reviewed required a Terms of Reference dthough this was not evidenced. The
Financid Mode project has now moved into its second phase and has required a Project
Initiation Document to define the project before commitment is made.

¢  QOrganisation — Good/excd lent

Varying degrees of understood roles and responsibilities were evidenced. Although project
team leaders and directors are well informed as to their roles and responsibilitiesit is fet that
individua team members who may not necessarily be involved in the progress meetings are
left untouched by the project. Team members may not necessarily be aware of thereporting
and responsibility requirements of the team leader or themselves. The Terms of Reference
has usudly defined the organisation structure very well a a management level and this
suffices for project management purposes.

» Risks —Wesk/needs development
Someinitid risks identified but ongoing risk management not in evidence.

¢ Change M anacement — Satisfactory

Particular projects such as the Approva of Charges Scheme have been especidly concerned
with issues and feedback at each stage of the project. Weekly meetings are arranged to
discuss progress and resolve issues. Thereis aclear line of responsibility for resolvingissues.
Other projects have regular issue meetings arranged to address any problems, questions and
changes to the project. This seems to accommodate most changes. Nevertheless a centrd and
recognised arena for issues to be recorded and decided upon would be more beneficid. There
is adanger that issues may belost between meetings.

* Plans and work dlocation — Satisfactory

Key ddiverables and dates recorded and managed against. There is a concern tha the
activities required to produce those key deliverables has not been closdly planned and that the
ddiverables themseves have not been sufficiently defined (quaity requirements for instance
have not been evidenced). Work interndly, has been alocated verbally in someinstances due
to the smal nature of the projects and teams. Nevertheess, there is clear evidence that the
key ddiverables for where externa resources are involved have been wel planned,
communicated and defined.
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* Reportingcydes — Satisfactory

Weekly meetings with verba plans and instructions issued.

¢ Communication — Good/excdllent

Good stakeholder awareness shown on some projects and clear communicetion channels
opened. The Approva of Charges Scheme project kept its stakeholders fully appraised of
progess. The weekly meetings for most projects provide the interna communication
channels between teams, divisions and directors.

¢ Close—Wedk/needs devalopment

Some projects have shown a clear and unambiguous close. For those projects which are
carried out annudly this is often the case. But there is a danger with some internad projects
that they drift from one end to another. To avoid this, the Terms of Reference or Project
Initiation Document must clearly define the scope of the project.

e Project Environment — Weak/needs development

There are no recognised project management processes and procedures in place at present.
The co-ordinator role provides a link between projects but does not provide any guidance or
standards to follow. Each project will conduct itself in an individua manner athough various
functions such as organisation, start up, issues and progress meetings are approached in a
reasonably consistent fashion.

* Filing— Satisfactory

Files are held in paper format. The files are separated under various headings but thereis not
a project management file. Because of timescales and shortage of resources filing is often
seen as alow priority and sometimes minutes of meetings may be missing. Electronic copies
of some documents are held on the network.

e Learning environment — \Weak/needs devel opment

Lessons are being learnt but this is in an inconsistent manner. Those projects, which are set
up annudly, are learning lessons well. But the lessons are of a specific natureto the project.
Generd lessons that can be used by dl projects, such as best use of resources, are not
produced so wdl or are produced in an inconsistent manner.

Recommendations

Projects are generdly well managed but are of an individud nature. It is recommended that
best practice methods be introduced to enable all projects to be managed in aconsistent and
efficient manner.

The co-ordinator role could be used to provide this best practice advice and guidance as they
are best placed to view project/team plans and ther progress.

There needs to be an understood process whereby risks can be recorded and managed for
projects. Overtime a project library of common risks and issues should be built up to ad
project managers and can be used to foster best practice methods.
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Although the projects under review exhibited adequate planning there is concern that
dependencies are not particularly shown, this is especidly pertinent for cross-divisiona
projects.

Project management manua and templates for certain key documents should be available to
OFWAT staff to encourage consistency and understanding.

A centrd conduit for lessons learnt should be provided. The lesson should be disseminated
perhaps through the use of the intranet or viaanewsletter to al staff involved in projects or at
aminimum to al project managers.

Progress reporting requirements should be defined to enable plans to be monitored against
and progress measured in aformal and measurable manner agreed at project start.
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ORR

Meetings: 23rd Oct 2000, 31% Oct 2000
Present: Melanie Leach, Paul Plummer and Michael Beswick

Projects reviewed:

Periodic Review of Railtrack’s Access Charges

Transfer of responsibilitiesto SRA

Documents received:

The Periodic Review of Railtrack’s Access Charges: Fina Conclusions Volume 1
Background

The Periodic Review of Railtrack’s Access Charges has been run as a project and managed
by ORR with the involvement of a number of externd resources. The project had initidly
suffered a pause through the re-organisation of senior management in ORR. Snce then the
commitment to the project has been revisited and gpproved and a new project manager has
taken responsibility for the ddivery of thereview document.

The Transfer of responsibilities from ORR to SRA has adso been managed as a project, but
the management of the project has been the responsibility of SRA. As a result the ORR
management staff have taken on amost an assurance/liaison role to ensure ORR needs are
addressed in the transfer of knowledge and responsibilities. In addition, ORR management
has been responsible for communications to ORR staff in order to smooth the cultura change
and transition of working practices between the two organisations.

Impressions

The two projects under review demonstrated clear control and accountability of the project
ddiverables. However, there was no evidenced consistency in ther gpproach to project
management. It is unclear how the project plans have been incorporated into the wider
Directorate Plans.

Both projects have good lines of communication to stakeholders and clear lines of
accountability within the project organisation. The Access Charges project underwent some
serious changes to the scope of the project which have been dedt with in an organised
manner.

ORR has tended to rely on persond relationships with externa resources to build up trust and
understanding of their reguirements. However, ORR in line with other regulators has a
turnover of staff that ensures this gpproach will bring a high leve of risk. The task of
collating contractors’ inputs and transferring individual knowledge will rely on the continuity
of resources and will inevitably bringextraeffort and timeto aproject.

Overdl, ORR manage their projects wdl if not in a consistent manner. This requires that
senior management be of a sufficiently high calibre, as they will often be asked to ‘jump in’
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and ddiver results immediately on a project where there has been no forma handover or
progress information. To ensure amanaged gpproach to future projects there will need to bea
project environment that builds up best practice methods and promotes lessons learnt from
previous projects.

There has been some steps taken in this direction recently with the introduction of a
M echanism for the Advancement of Process Systems (M APS) eectronic system. This has
been created to capture and record ORR’s processes. This system does not include project
management processes or procedures a present.

Below aretheresults on the key areas covered during the two meetings:

They have been rated under the following headings:

*  Weak/needs development 2x1=2 Ovedl| Score= 2.7
* Under development x2=2

o Sisfactory 6x3 =18

» Good/excdlent 24=8

e Sart up — Satisfactory

Projects will arise from the Operationa Plan for the year. Most work will cut across
economic/policy/communications and strategy. This work is often not formaised. There are
some dedicated teams for particular aspects of work, which will have forma working
procedures in place such as the licence teams.

¢ Organisation — Good/excdlent

The two projects reviewed had a clear project organisation structure. The roles were defined
and understood a the start and enabled new ORR staff to recognise and accept ther
responsibilities in the project quickly and efficiently. For instance, the SRA project manager
has been responsible for the project delivery while the ORR management have been
responsible for the communications and HR issues which are now more prominent. In the
review project, team manager responsibilities were clearly understood by those involved.

¢ Risks —Weak/needs development

While in some cases risks have been identified there is no forma approach to risk
management.

e Change M anagement — Satisfactory

Changes have been dedt with efficiently with magor changes being approved by senior
management. The plans have been studied to identify the consequences of the changes and
decisions have been drawn from this anadysis. However, there is not a centra conduit
whereby dl potentia issue can be found. This would help in the accessibility of issue
information for lessons learnt.

* Plans and work alocation — Satisfactory

Plans are wdl thought out but do not adhere to any standard format. It is not clear if the
products (ddiverables) have been defined and assigned qudity criteria The work has been
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often dlocated verbdly a a lower level and often through implicit understandings when
deding with contractors. Defined work with timescaes, quality criteria, required resources
and skills and reporting mechanisms have not been evidenced.

* Reportingecydes — Satisfactory

Both projects have regular reporting cy cles whereissues and progress are assessed. The vaue
of the information presented though is suspect, based on the varying styles of plans and
means of work alocation. Reports against deliverables rather than effort is required for
effective measures of progress.

e Communication — Good/excellent

Both Projects produced timely communications and alowed for relevant feedback loops.
Sakeholder awvareness, as expected, is very good.

e Close— Satisfactory

Projects have generdly well defined end dates and deliverables. However, there are some
gey areas whereby projects can drift into maintenance and on-going work with different
resources involved.

e Project Environment — Weak/needs development

There are no project management manuas, guidelines, processes or support services in
operation a ORR. Although there are plans recorded in M SProject it has not been evidenced
that these follow a standard or that any training and advice has been undertaken to enable
effective use of the M S Project software. There are plans underway to address these issues
and introduce a structured approach to projects.

» Filing— Satisfactory

There may be a number of different areas where project files are stored. Project managers and
contractors may hold their own separate files while each Directorate will hold small project
files. All files are paper based.

e Learningenvironment — Under development

Thereis littlein theway of alessons learnt forum within ORR at present.
Recommendations

ORR needs to build upon the M APS system and introduce best practice for projects. A
standard approach to planning and documentation would enable the Operationd Plan,
Directorate Plan and Project Plan to be effectively managed and monitored.

There needs to be a more rigorous approach to work alocation to ensure contractors can be
managed without the need for a close rdationship. Work needs to be formdly defined and
qudlity criteria assigned to key products (deliverables). The reporting and monitoring of work
should be ageed between ORR and the contractor and followed. Contractors are often
incorporated into the ORR teams and required to follow theteams' reporting structures but it
is uncler where the emphasis for progress reporting lies. It is recommended that the
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emphasis should be on the products to be ddivered rather than the effort taken to deliver
them. Quality reviews, therefore, can be planned and produced in atimey manner.

Risk management need to be formalised.

All of the above could be driven by aProject Support function which could provide help with
planning, filing, risk and issue management. They can in turn, help to provide information on
project performance and lessons learnt.
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ANNEX K —-SELECTED ANALYSESFROM THE IRs
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Table K.1: Cost Breakdown (£ *000s)

1997/98 1998/99 1999/00 2000/01
OFGEM
staff costs 12,474 15,372
consultants 6,119 9,096
accommodation 4,245 4,408
other operating costs 10,155 7,357
capitd costs 1,479 604
Totd Expenditure 34,472 36,837
OFTEL
stalf costs 5,779 6,042 6,760 7,498
consultants 964 497 1,042 1,467
accommodation 1,167 1,256 1,227 1,213
other operating costs 2,586 2,597 2,644 3,723
cgpita costs 392 809 1,809 632
Totd Expenditure 10,888 11,201 13,482 14,533
OFWAT
staff costs 4,907 5,189 6,110 6,431
consultants 1,532 1,736 913 736
accommodation 1,487 1,342 1,389 1,345
other operating costs 2,433 1,482 2,448 2,388
cgpita costs 400 269 265 300
Totad Expenditure 10,759 10,018 11,125 11,200
ORR
stelf costs 4,099 4,558 5,271 6,818
consultants 701 921 2,879 2,966
accommodation 671 521 1,224 1,138
other operating costs 2,627 2,149 3,148 2,816
cgpita costs 412 678 1,047 456
Totd Expenditure 8,510 8,827 13,569 14,194

note Ofgem’ sfiguresexcludeNET A and merger costs
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Table K.2: Support Function Costs (£ *000s)

1997/98 1998/99 1999/00 2000/01
OFGEM
Finance 1,790 1,088
IT 2,497 1,626
HR 941 1,308
Press Office/Library 893 1,053
Estate/Facilities 340 284
Other B usiness Support 286 814
T otal Support Costs 6,747 6,173
OFTEL
Finance 173 184
IT 277 291
HR 798 34
Press Office/Library 891 892
Estate/Facilities 276 354
Other B usiness Support 264 216
T otal Support Costs 2,679 2,671
OFWAT
Finance 191 180 218 264
IT 978 798 823 679
HR 223 336 320 370
Press Office/Library 791 776 949 899
Estate/Facilities
Other B usiness Support 131 162 191 465
T otal Support Costs 2,314 2,252 2,501 2,677
ORR
Finance 149 204 228 269
IT 627 581 1,614 862
HR 316 390 636 982
Press Office/Library 689 555 687 832
Estate/Facilities 716 605 968 445
Other B usiness Support 0 0 0
T otal Support Costs 2,497 2,335 4,133 3,390

note: Oftel’s estates and facilities costs are collected into the other support functions
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Table K.3: Support Function Staff Numbers

1997/98 1998/99 1999/00 2000/01
OFGEM
Finance 32 23
IT 13 12
HR 15 18
Press Office/Library 11 13
Edtate/Facilities 9 9
Other Business Support 6 12
Total Support Saff 86 87
OFTEL
Finance 5
IT 7
HR 11
Press Office/Library 10
Edtate/Facilities 4
Other Business Support 3
Total Support Staff 40
OFWAT
Finance 7 10.2 6.7 77
IT 7 11.7 11.7 11.7
HR 11 9 10 9.7
Press Office/Library 13.7 139 141 154
Estate/Facilities
Other Business Support 7.7 9.4 8.7 134
Total Support Staff 46.4 54.2 51.2 57.9
ORR
Finance 3 4 5 4
IT 4 6 6 6
HR 4 5 5 6
Press Office/Library 8 7 8 6
Edtate/Facilities 3 4 5 6
Other Business Support 2 2 2 2
Total Support Saff 24 28 31 30

note: Oftel’s estates and facilities staff are collected into the other support functions
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Table K.4: Staff Breakdown by Category

1997/98 1998/99 1999/00 2000/01

OFGEM

Senior management 19 22

Professional staff 194 191

Technical staff 41 42

Support staff 87 83

Total Saff 341 338
OFTEL

Senior management 8.8 11 10 11

Professional staff 122.8 138 158 163

Technical staff

Support staff 385 40 395 375

Total Saff 170.1 189 207.5 2115
OFWAT

Senior management 14 15 14 13

Professional staff 89.4 98.9 109.7 1154

Technical staff

Support staff 86.1 105 89.5 2.1

Total Staff 189.6 218.9 213.2 220.5
ORR

Senior management 8 6 8 10

Professional staff 89 99 112 126

Technical staff

Support staff 33 37 40 40

Total Staff 130 142 160 176
notes:

1. “ support” staff do not refer to staffin support functions; it refersto the grade of staf.

2. Ofgem’s figures refer to “ core’ Ofgem and the Lecester and Glasgow offices (exduding NET A and merger

steff aswel | as staffin theregiond consumer offi ces.

3. Ofwat hasdefined “ support steff” as empl oyees earning bel ow £15,400 pa, but thisis not consistent with

their figures on average sd aries (see T able K. 6)
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Table K.5: Staff Costs (£ *000s)
1997/98 1998/99 1999/00 2000/01
OFGEM
Senior management 1,664 1,970
Professiond staff 6,423 6,360
Technicd staff 1,440 1,560
Support steff 1,381 1,343
Totd Staff 10,909 11,232
OFTEL
Senior management 755 817 783 929
Professiond steff 4,410 4,579 5,308 5,873
Technicd staff
Support staff 614 646 669 696
Totd Staff 5,779 6,042 6,760 7,498
OFWAT
Senior management 673 751
Professiond staif 2,616 2,711
Technicd staff
Support staff 1,617 1,726
Totd Staff 4,906 5,188
ORR
Senior management 671 1,233 1,465
Professiond stéff 3,212 3,325 3,777
Technicd staff
Support staff 617 654 758
Totd Staff 4,500 5,211 6,001

Note seeT ableK.4 for an explanation of Ofgem’ sfigures
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Table K.6: Average Staff Costs per Head (£)
1997/98 1998/99 1999/00 2000/01
OFGEM
Senior management 87,579 89,545
Professiond stéff 33,108 33,298
Technicd steff 35,122 37,143
Support staff 15,874 16,181
Totd Staff 31,991 33,231
OFTEL
Senior management 85,795 74,272 78,300 84,455
Professiond staff 35,912 33,181 33,595 36,031
Technicd staff
Support staff 15,948 16,150 16,937 18,560
Totd Staff 33,974 31,968 32,578 35,452
OFWAT
Senior management 48,071 50,067
Professiond staff 29,262 27,412
Technicd staff
Support steff 18,780 16,438
Totd Staff 25,876 23,700
ORR
Senior management 111,833 154,125 146,500
Professiond staff 32,444 29,688 29,976
Technicd staff
Support staff 16,676 16,350 18,950
Totd Staff 31,690 32,569 34,097
BX517 K-6
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Table K.7: Personnel Indicators

1997/98 1998/99 1999/00 2000/01
OFGEM
No. stéff beginning of year 422 449
No. staff recruited 130 243
No. steffleaving 103 178
No. staff end of year 449 514
Staff turnover (%) 24% 37%
No. sick daysintheyear 4,651 4,299
Absented sm (%) 4.3% 3.7%
OFTEL
No. staff beginning of year 162 178 186
No. staff recruited 72 62 0]
No. steffleaving 58 54 67
No. steffend of year 176 186 209
Staff turnover (%) 34% 30% 34%
No. sick daysintheyear 1,246 1,201 990
Absentesism (%) 3.3% 2.9% 2.2%
OFWAT
No. staff beginning of year 193 195 227
No. staff recruited 51 60 51
No. steffleaving 49 28 56
No. staff end of year 195 227 222
Staffturnover (%) 25% 13% 25%
No. sick daysintheyear 1,143 2,102 1,940
Absented sm (%) 2.7% 4.3% 4.1%
ORR
No. staff beginning of year 121 127 136
No. staff recruited 29 27 37
No. steffleaving 24 21 27
No. steff end of year 127 136 154
Staff turnover (%) 19% 16 % 19%
No. sick daysintheyear 1,059 1,263 2,701
Absentesism (%) 3.7% 4.0% 7.6%
K-7 W
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