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Legal Notice

This paper forms part of Wales & West Utilities
Limited Regulatory Business Plan. Your attention is
specifically drawn to the legal notice relating to the
whole of the Business Plan, set out on page 3 of
Document 1 of WWU Business Plan Submission.
This is applicable in full to this paper, as though set
out in full here
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1. Our RIIGGD3 Plan

1.1. Key principles of our plan

Investing wisely to continue delivering a high quality of service, sums up our RIIO-GD3 plan. As a well-run
and efficient organisation that is shaped by what stakeholders say, we will keep on doing what we've
always done for the upcoming price control period; with refinements only where necessary - to address
the new and evolving challenges ahead. These include preparing for net zero, and the people resourcing
required.

Over the last eighteen months we have refined our plan, balancing the investment required alongside our
ambition. The investment we are requesting in this business plan has been put together with careful
consideration of all the relevant messaging from Ofgem such as Sector Specific Consultation and Decision
documents, working groups, and regular bilateral meetings. The key principles that inform our plan and
demonstrate our compliance, are as follows.

Investment that focuses on delivering mandatory work

Aligning with our priorities to demand safety always and driving to exceed customer expectations, the vast
majority of our investment in our gas networks is non-load related but mandatory. By focusing most of our
investment on the work required to meet legislative safety requirements plus asset health means we’re
putting customers first by maintaining a safe and resilient network. Further detail is covered in section 1.2.

Continuing to achieve all standards and outputs expected by our customers

At WWU, we know that without our customers, there would be no need for the gas we transport to heat
homes and businesses and fuel important everyday tasks. We have a long track record of delivering on,
or exceeding, the commitments we make to our customers, and this will continue in RIIO-GD3. We expand
on this in section 2.3

Investing in our people and maintaining a resilient workforce

People are at the centre of everything we do. Without our workforce, there would be no highly skilled
people to run our company and make sure that every element of maintaining and developing our network
of gas pipes is taken care of, so that we keep delivering a reliable, safe and value for money service. Our
workforce strategy has always been crucial. As we prepare for the transition to a greener energy future, it
is now more important than ever. We describe our approach to workforce resilience in chapter 2 and within
our Workforce and Supply-Chain Resilience strategy.'

Looking after those most in need

Our work takes us into around 100,000 homes and businesses a year, giving us the opportunity to speak
to a wide range of customers face to face. We understand first-hand and through our partnerships with
trusted organisations, the complexity of vulnerability across the communities we serve. In our 2023
Sustainability strategy we committed to supporting customers through the UK energy transition so that no
one is left behind, and we discuss this work in more detail within our Vulnerability Strategy 2.

" Document 50 — ‘Workforce and Supply-Chain Resilience Strategy’
2 Document 62 — ‘Vulnerability Strategy’
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https://www.wwutilities.co.uk/media/4824/sustainability-strategy-2023.pdf
https://www.wwutilities.co.uk/media/4824/sustainability-strategy-2023.pdf

Maintaining a secure and resilient network

In the face of growing threats, the resulting security and cyber resilience measures require significantly
higher investment in RIIO-GD3 than in previous controls. Established by The National Cyber Security
Centre (NCSC), the Cyber Assessment Framework (CAF) is an approach for organisations to assess their
management of cyber risks. To ensure we stay on track and have the skills we need in house, we are
already underway with increasing our headcount in both cyber and IT departments, roles that have largely
been allowed by Ofgem through RIIO-GD2 recpeners. Our plan also includes critical investment protecting
our critical assets and data.®

Embedding efficiencies of previous price controls

With a stretching ongoing efficiency challenge proposed, our plan embeds efficiencies from operating
model changes, BAU innovation, and continuous improvement initiatives — we expand on this in chapter
3. Further efficiencies will be challenging but reflecting our ongoing priority to deliver value for money by
working smarter to deliver affordable, value for money services - we are committed to finding new ways to
achieve our stretching productivity targets. We cover this in chapter 4.

Readying ourselves for the future

Ensuring continuity of expertise in changing times, our plan includes an increase in NIA funding to actively
engage, innovate and support preparatory work as the role of the Network System Operator (NESO)
evolves and Regional Energy System Plans (RESPs) are developed. This will build on our RIIO-GD2
experience of Local Area Energy Planning; also expanding on our decades of experience in adapting and
responding to industry changes. Our Innovation Strategy # sets out more detail.

Throughout this document we set out how these principles influence our RIIO-GD3 investment plan.

S Documents 37 — 46 — Cyber security and Cyber resilience related strategy and investment documents
4 Document 55 — ‘Innovation Strategy’
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1.2. A plan centered on mandatory investment

1.2.1. Totex investment

The work required during the next five-year RIIO-GD3 price control period is a continuation of that required
during RIIO-GD2, focusing on delivering the mandatory works programmes required to maintain a safe
and resilient network. Our submission is aligned to this; a business that continues to deliver on its outputs,
standards of service and other obligations, as we have done for successive price controls.

Financial movements from RIIO-GD2 to RIIO-GD3 are largely the result of Health & Safety Executive (HSE)
mandated requirements in the management of gas assets, and new investment in the network not required
in previous controls.
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96% of our plan we consider to be mandatory® to deliver our core safety, legal, regulatory and statutory
obligations. Replacement activities mandated by the HSE through the Iron Mains Risk Reduction
Programme (IMRRP), and the replacement of critical Wales Transmission pipelines are the main reasons
for the operational increases. These are offset by anticipated reductions in new connections and the
resultant reduction in mains reinforcement required.

Investment into IT systems, cyber resilience and physical security upgrades are all areas that require
increasing investment in the first half of the next price control to protect our people and our assets. These
setup costs will serve in protecting our network now and into future controls.

> We define mandatory as work required to maintain compliance with safety, legal, regulatory and statutory obligations. Our plan
includes the minimum levels of workload and cost to achieve this. Ofgem terminology of mandatory may differ, for instance Tier 2b
mains replacement is not designated as mandatory for the whole asset population, but we need to intervene in a subset of the
population to ensure compliance with Pipeline Safety Regulations. We consider the plan we put forward for a subset of the population
as mandatory to retain compliance with these regulations.
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Whilst we consider 4% of totex to be discretionary this expenditure is a continuation from RIIO-GD2 and
is supported by Ofgem; this includes a request for flexible funding to continue delivering our Net Zero
pathway, Environmental management, an apprenticeship scheme to support workforce resilience, and
investment in our land and buildings to ensure our people are working in a fit for purpose environment
aligned to workload location across our sparse network,

The chart below reiterates the mandatory nature of our investment programme, with ¢.96% of all RIIO-
GD3 spend considered mandatory to deliver our core safety, legal, regulatory and statutory cbligations:

Mandatory Totex - GD2 vs GD3

GD2 GD3 GD2 GD3 GD2 GD3
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® Mandatory Discretionary

1.2.2. Costs outside of Totex :

Network Innovation Allowance (NIA) — Our plan includes an average of £8m per annum in NIA funding, to
explore future options and reduce carbon emissions. This aims to include preparing our network for
repurposing in a range of decarbonisation scenarios, supporting vulnerable customers, and supporting
energy system resilience.

Our plan does not include significant investment to enable wider Net Zero ambitions, such as development
of hydrogen networks. This reflects Ofgem's position as set out in SSMD 6 that such funding would require
further policy decisions. As projects evolve in RIIO-GD3 we plan to seek appropriate funding through
uncertainty mechanisms or other government funding routes.

We will also use competitive funding from the strategic innovation fund (SIF) to support the future of the
energy transition for the gas network.

Vulnerability & Carbon Monoxide Allowance (VCMA) — in RIIO-GD2 we increased our support for Vulnerable
Customers considerably following repurposing of Fuel Poor Network Extension Scheme allowances. Our
average cost of £4m per annum allows us to continue this vital support for our communities, an increase
supported by customers (see willingness to pay research within our Vulnerability Strategy).

6 Ofgem (2024), ‘RIIO-3 Sector Specific Methodology Decision — Overview Document’, chapter 4
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1.2.3. Ongoing Efficiency

We consider 80% of our totex investment plan to be subject to Ongoing Efficiency, with 20% of activities
being new to the price control. We propose a 0.6% p.a. ongoing efficiency challenge on this, ¢.£33m
across the control, which is ambitious and towards the top end of the range identified by Economic
Advisors. This represents a 0.5% p.a. ongoing efficiency challenge on 100% of totex. Chapter 4 provides
the supporting evidence that underpins the range, and alsc which activities we consider are not applicable
to Ongoing Efficiency.
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1.3. Totex changes RIIO-GD2 to RIIO-GD3

The below sets out the material changes between our RIIO-GD2 forecast outturn and our RIIO-GD3 plan,
the drivers of those cost increases, and how Ofgem should assess those increases.
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Annualised average, 20253/24 prices — Totex already includes and is net of embedded BAU innovation from
previous controls

Opex:
1 Maintenance - £6m p.a. increase SEPARATELY ASSESSED

1 £4m p.a. increase - Intervention Opex (non-routine) - costs associated with maintaining our
assets are increasing, with a particular increase due to environmental factors impacting our
network, such as riverbed erosion.

1 £4m p.a. increase - Disconnections - costs resulting from gas consumers converting to
alternative domestic heat sources and disconnecting from the gas network. Based on current
policy we assume gas disconnection costs will be funded through totex. Volumes represent
an uplift on actual volumes experienced today; however this is a lower volume than any Future
Energy Systems (FES) published scenario given the lower actual experienced uptake in recent
years.

1 IT & Telecom - £33m p.a. increase SEPARATELY ASSESSED

1 In the final two years of RIIO-GD2 our allowances in this area increased significantly through
the re-openers process, reflecting how we are adapting to technology advancements across
the industry and an ever-evolving landscape of cyber threat. In response to this increasing
cyber threat, we made changes during the period to achieve Base CAF profile and start
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building towards Enhanced CAF profile. This means we exit RIIO-GD2 and enter RIIO-GD3
with a larger headcount and running cost than at the beginning of RIIO-GD2.

1 £21m p.a. increase — IT & Telecoms - Increased spend recognises the move away from on-
premise IT infrastructure towards more cloud infrastructure and Software as a service (SaaS),
consumption-based IT, partly offset by a reduction in IT & Telecoms Capex work. This model
is in line with industry best practice given the security and resilience benefits. We also have
more applications as we enter RIIO-GD3 than our RIIO-GD2 starting point, resulting in a much
larger application estate to support. These applications have been implemented to support
delivery stakeholder needs, plus improve security and resilience.

1 Italso recognises the larger in-house team required to deliver the investment and maintenance
requirements of our T systems, a security priority as set out in our IT and Telecoms Strategy.
We are recruiting now to put this team in place ahead of RIIO-GD3; this is in line with the
structures advised by NCC Group as recommended and largely allowed by Ofgem within our
RIIO-GD2 reopener.

1 £11m p.a. increase — Cyber and Physical Security Opex - a continuation of the pathway set
out in our submitted RIIO-GD2 re-openers and a continuation of the costs as we exit RIIO-
GD2; detailing the factors required to keep our network safe and resilient, and to meet and
maintain compliance with our obligations under the current Network and Information Systems
(NIS) and Cyber Assessment Framework (CAF). The costs included in our plan achieve and
maintain a CAF Enhanced Profile by 31 December 2027; further strengthening our cyber
security environment will require use of the re-opener mechanisms where appropriate
including in the situation where NCSC/NIS requires progress beyond the CAF Enhanced
Profile.

1 £1m p.a. increase - Data & Digitalisation - the increase includes the headcount required to
meet our data and digitalisation obligations and is a continuation of the approved RIIO-GD2
reopener.

1 CEO and Group Management - £6m p.a. increase SEPARATELY ASSESSED

1 £8m p.a. increase - Net Zero and Reopener Development (NZARD) Use It or Lose It (UIOL) -
this flexible and responsive funding source is important to allow innovation learning to be
implemented and fits within the wider spectrum of net zero mechanisms (see our RIIO-GD3
Innovation Strategy for further detail). We expect to utilise this mechanism in advancing critical
areas such a roadmap for hydrogen blending, supporting local energy plans, supporting the
viability of decarbonised transport (i.e. hydrogen fuel-cell), and further the work already started
on evolving gas networks for the future (termed business evolution).

1 In line with RIO-GD2, we have included this within CEO and agree that as this spend is
uncertain in nature, it should continue to be separately assessed as a UIOLI mechanism.

1 Emergency & repairs - £6m p.a. increase REGRESSION

1 £4m p.a. increase — Emergency - the emergency service is a predominantly fixed cost, with
24/7/365 cover required to meet our emergency standards. During RIIO-GD2 we successfully
reduced some of this fixed cost by utilising the necessary emergency waiting time to deliver
flexible 3rd party metering contracts. This benefits consumers directly as these costs are
transferred out of totex and therefore out of the customer bill. However, these non-formula
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contracts are short-term and do not run into RIIO-GD3. Therefore, it cannot be assumed that
this critical function is subsidised by uncertain future 3 party contracts. For this reason the
cost of labour transferred out of Totex in RIIO-GD2 has been moved back into controllable
Totex in RIIO-GD3.

1 As we do not have any contracts running into RIIO-GD3 and note that the other GDNs
generally don't carry out this type of work, we expect Ofgem to adjust for the above in the
cost assessment process and in setting allowances. We will continue to look for opportunities
to deliver 3™ party contracted work where possible, including extending contracts from RIIO-
GD2 into RIIO-GD3 if/when possible.

1 £2m p.a. increase — Repairs - we expect the cost pressures experienced in the second half
of RIIO-GD2 to continue to impact RIIO-GD3, including the increased cost of working in the
road (in particular Street works costs which is a cost area all GDNs have submitted re-opener
applications for in RIIO-GD2 7) and the increased cost of materials. We forecast an increase
in repairs on larger diameter mains, considering the large focus on Tier 1 mains through the
Iron Mains Risk Reduction Programme (IMRRP). The reduction in volume of repairs has been
offset by the cost of repairs given the diameter of the pipes now requiring repair.

1 HR, training & apprentices - £3m p.a. increase REGRESSION

1 £3m p.a. increase — Apprentices - investment in an Apprenticeship or equivalent scheme to
support our workforce resilience strategy. Based on our analysis of succession plans and age
analysis we have included the addition 84 apprentices into Operations over the 5 year period,
plus a further 15 apprentices over the 5 years to be recruited into the back office. Further
detail can be found within our Workforce and Supply Chain Resilience Strategy. &

Capex:
1 Local Transmission System (LTS) Pipeline - £7m p.a. increase SEPARATELY ASSESSED

1 £/mp.a.increase — LTS pipelines - our Welsh networks are unique amongst the GDNs in the
amount of LTS pipeline they contain. And we continue to see a deterioration of this subset of
our unique pipeline population with three pipelines (HS007, HWO009, HWO010) included for
wholesale replacement, plus a further pipeline for targeted short length replacement in RIIO-
GD3. We actively monitor these pipelines given their significance to gas supplies within Wales
and having appropriately managed them since they were laid, we have reached the point
where replacement is now the only option; one of these pipelines has suffered a significant
leak at 24bar in recent months, it has taken four months to successfully implement a
temporary repair to stop the leaking gas. The total length reflects the minimum workload
required to address risk, comply with legislation and minimise whole life cost.

1 The inclusion of this investment is justified by third-party specialist integrity studies, CBA
assessment, and the need to manage safety of the public and our operatives. For more details
on the rationale for completing in RIO-GD3 period, see the associated Engineering
Justification Papers and Cost Benefit Analysis documents.®

" Wales & West Utilities (2024), Specified Streetworks Costs Re-opener (STWt) Re-opener Application, September
€ Document 50 - ‘Workforce and Supply Chain Resilience Strategy’
9 See documents referenced 7-9, which include EJPs, CBAs and Feasibility studies
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https://www.wwutilities.co.uk/media/5756/wwu-specified-streetworks-costs-reopener-redacted.pdf

1 Connections & reinforcement - £15m p.a. reduction REGRESSION

il

£12m p.a. reduction - Connections - following recent consultation with Ofgem, we expect the
Domestic Load Connection Allowance (DLCA), which charges the costs associated with the
work on up to the first 10metres in the public highway to RAV (rather than a charge to the
customer being connected) to be removed from the commencement of RIIO-GD3, and
customers to pay in full for a new gas connection. On this understanding our net Totex cost
has reduced, as the full cost is expected to be recovered from the customer requesting the
connection in RIIO-GD3.

£3m p.a. reduction - Reinforcement - With fewer new gas connections we expect a reduction
in general network reinforcement, which is driven by small scale growth of gas demands from
individual customers connecting to the network and funded by GDNs. We expect specific
network reinforcement, the cost of which is charged to the connecting customer, to also
decrease given the move away from new gas boilers in new houses.

1 IT & Telecom - £7m p.a. reduction SEPARATELY ASSESSED

f

Repex:

£7m p.a. reduction - IT & Telecoms - as above, this decrease recognises the move away from
on-premise [T solutions towards more Software as a service (SaaS), consumption-based T
based on our knowledge and experience within RIIO-GD2.

1 Mains Replacement (all mains) - £34m p.a. increase REGRESSION

il

£10m p.a. increase — mains replacement volume - our RIIO-GD3 mains decommission
programme consists of 435km per annum which is an increase from 425km per annum in
RIO-GD2. Our focus continues to be the HSE mandated™® Tier 1 mains and services
programme, which must be completed by the end of 2032, We also include associated <=2"
steel mains and services which require completion where attached to tier 1 mains. Other
decommissioned mains and services workload (tier 2, tier 3, iron outside of 30m of a building,
and steel) has been kept to a minimum.

£24m p.a. increase — mains replacement price - the cost of delivering mains replacement has
increased in real terms throughout RIIO-GD2 as forecast within our appeal to the Competition
and Markets Authority (CMA), and as reported on through our annual RIIO-GD2 Regulatory
Reporting Pack (RRP) commentaries to Ofgem. The cost drivers that underpin Mains
Replacement activities show that more effort (time) and materials will be required in RIIO-GD3
(that is, the work requires more effort to deliver the same linear length because of the
underlying cost driver changes). This is largely driven by the location of the mains and the
material of those mains; examples include a higher proportion of Ductile Iron Mains which take
longer to work on than other iron materials, increased traffic management demands, and more
costly techniques required (more ‘open cut’ required compared to insertion). We have set out
the key cost drivers and cost pressures that impact mains replacement within our RRP
commentary ', recent Cost Assessment Working Group (CAWG) presentations, and later in
this document in section 5.3.3.

9 Enforcement Policy for the iron mains risk reduction programme 2021 - 2026 - HSE

" Wales & West Utilities (2024), ‘RIO-GD2 Year Three Strategic performance Overview’, p15-p20
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1 £2m p.a. increase - mains in private property SEPARATELY ASSESSED
Mains Replacement includes the cost of adhering to the recent changes from the Health &
Safety Executive (HSE) on their expectations for infrastructure that is located within customer
land (i.e. gardens). There is additional cost to re-locate the mains, which is more costly than
using the existing in situ infrastructure as a conduit to the new main. A separate assessment
for this defined programme should be undertaken given the significant cost increase to re-
locate the mains and recognising that this is largely characteristic of Steel <=2” mains which
WWU has substantially more of than other networks, hence the significant increase in this
area.

1 Risers - £5m p.a. increase SEPARATELY ASSESSED

1 £5m p.a. increase - risers - our risers programme increase is largely driven by the volume of
buildings that require replacement activities in RIIO-GD3 over RIIO-GD2. This is the result of
an extensive survey programme undertaken over the last two years which now informs our
plan for the remainder of RIIO-GD2 and through RIIO-GDS3 to ensure we only address those
risers that require attention. We also include £1m p.a. to install safety critical valves.

9 Tier 1 Iron stubs - £7m p.a. increase SEPARATELY ASSESSED

1 £7/m p.a. increase — tier 1 iron stubs -these are short length pipes that require replacement
under the IMRRP by 2032. These exist due to changes made by the HSE to the IMRRP in
2013 which removed the requirement to decommission all >8” iron mains (non-tier 1 mains),
leaving short Tier 1 lengths attached to those mains that would otherwise have been removed
on replacement of the larger diameter main.

1 Todate, and as part of our RIIO-GD2 plan, we have not requested or received any allowances
to complete this work, instead choosing to investigate and analyse these assets during RIIO-
GD2 to define a structured programme. Other GDNs have already been provided allowances
in RIIO-GD2 Final Determinations or through reopeners through separate assessment. We
have chosen to review our population and put forward a more defined programme of works
that require remediation. We would expect Ofgem to be consistent with RIIO-GD2 precedent
and separately assess this based on the engineering requirement.

In summary, the most material changes in the cost base relate to mandatory programmes of work and
require sufficient allowances to meet our safety, legal, regulatory and statutory obligations.
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1.4. Economic, fiscal and social return from our business plan

Our business plan contributes significant value to the regional economy within which we operate from
supporting local businesses to developing people and their futures. Our investment plan of circa £2bn
contributes social and economic return to our region of £56 2 per £1 we invest.

The investment in local businesses ensures we can deliver our vital services and support local trades and
the economy. A large part of this benefit also comes from investing in an insourced employment network.

We employ over 2,000 people from our region which costs in excess of £100m per annum; this contributes
to fiscal benefits such as training, development and health improvements. The Human capital benefits we
provide significantly contribute the GDP of the UK. Given the sparse areas of our region we find some
remote communities rely on our labour force and associated spend to support the local businesses.

Please see Workforce and Supply Chain Resilience Strategy '3 for further information on social returns on
our human capital.

1.5. The impact of Future Energy Scenarios (FES)on our plan

The vast majority of investment in the gas networks is non-load related and required to meet legislative
safety requirements and asset health intervention to maintain a safe and resilient network. This investment
is largely unrelated to supply/demand scenarios. The cost of maintaining the networks is largely fixed over
a single price control regardless of the FES scenarios and numbers of users, varying more with weather,
inflation and capital, and replacement activities (in particular for the remaining years of the Iron Mains Risk
Reduction Programme).

In addition, growing security and cyber resilience demands require sustained levels of investment for years
to come. Demand related investments are largely confined to the connection and associated
reinforcement. We also need to disconnect homes due to customer requests or where the gas meter has
been removed for more than 12 months. Completion of these workloads ensures compliance with the Gas
Act, Gas Safety Management Regulations and our Licence Conditions.

Further demand related optional investment is subject to cost benefit assumptions applied. Whilst the
majority of our work is agnostic to any FES scenarioc as detailed above, we do have some concemns over
recent changes to the framework and requirements for FES.

Reductions in operating costs are only anticipated to be achievable should certain geographic areas of the
network be decommissioned and purged to air, eliminating the needs for an emergency response
capability on that part of the network within an hour and associated maintenance and repair costs.

2 This is based on using UK HMT green book parameters for specific factors we have chosen linked to our employee benefits and
construction industry impacts. This is not comparable to the SROI calculations used for vulnerability across GDNs as stipulated
previously by Ofgem.

'3 Document 50 — ‘Workforce and Supply Chain Resilience Strategy’
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2. Our Company

2.1. Our culture and focus on efficiency

Our people are at the heart of everything we do - we invest in them so that they have all the skills,
confidence and innovative thinking needed to build our business long into the future. Our people are guided
by our Ambition, Priorities and Values — our framework that fosters a culture of innovation and continuous
improvement:

Did you know?

Our new ambition
Trusted to expertly serve customers and communities with safe, reliable and aoffordable
energy services today, whilst investing wisely to create a sustainable, greener future

Our new priorities

o\

and )
SAFETY O OUTSTANDING VALUE FOR tof
ALWAYS SERVICE MONEY SUSTAINABLE
ENERGY

OUR

o Did you know?

S

Our values
We put /We take ‘ V;f’e work We bring e .
customers first pride as a team energy [e— Did you know?

. t ] 1 i v

Below are a few, day to day examples that promote this culture:

Communications and colleague engagement - its critical to inform, consult and involve colleagues in key
business decisions and changes, and we use a broad range of communication channels to deliver this.
As an example, our face-to-face Roadshow Programme, led by the Executive Team and Senior Manager
teams, host sessions with teams and their managers right across the network. These roadshows allow
us to share information across a wide range of topics of interest based on our business priorities, check
in to see how our operational colleagues are feeling, discuss opportunities for continuous improvement
savings, and discuss local and network-wide matters of interest with colleagues.

Our development programmes — our focus continues on high performance coaching and programmes
which support the development of our leaders, managers and colleagues to reach their full potential.

Investment in skills and training - ensuring colleagues are competent to deliver a safe and reliable service
remains a priority and we have a comprehensive Workforce Resilience Strategy. Working with our sector
skills council, Energy & Utility Skills, and other key partners, we are able to effectively and proactively plan
for the future, and the changing skills required within our industry. Apprenticeships and Graduates
continue to provide an opportunity to attract new diverse talent to our organisation and we plan to
continue to recruit into these schemes through RIIO-GD3.

Our Workforce and Supply Chain Strategy '* explains where we are, and what our focus areas are in
RIIO-GD3 and beyond.

4 Document 50 — “Workforce and Supply Chain Resilience Strategy’
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2.2. Our Operating Model

2.2.1. Our inhouse delivery model

Unlike other GDNSs, at the start of RIIO-GD2 we transitioned away from an outsourced, contractor
dependant operating model for the delivery of our mains replacement programme, instead employing an
insourcing strategy. We had to do this given the tender prices received from the external market (explained
in greater detail later in section 3.2.1). This fundamental change has benefitted our efficiency greatly,
strengthened our workforce resilience, provided greater flexibility and efficiency in how we utilise our
industrial workforce, and continues to benefit our people and the communities they serve (for instance, in
our ability to keep consumers safe by exceeding our performance targets even on the coldest and busiest
winter days). We give examples of these benefits throughout this chapter.

The Mains Replacement programme, representing over a third of Totex, was historically delivered through
a partnership between WWU and one or more leading contractor organisations. This Alliance contract
provided significant financial benefits to WWU and customers through a contract with a risk sharing
mechanism, with the contractor ultimately making a sizeable loss on the long-term contract under that
mechanism ~ benefitting gas consumers. Unsurprisingly with the existing contract ceasing at the end of
RIIO-GD1, we anticipated a stepped increase in our cost base back to real market prices in our RIO-GD2
business plan and this increase transpired.

In readiness for RIIO-GD2 we undertook an extensive external tender process to test our operating model
efficiency (explained further in section 3.2.1). This identified a contractor market which provided no benefit
to our organisation including reduced competition (less suppliers willing to tender given market conditions),
no bids in the sparser extremities of our network, lower risk appetite and an expectation of higher profit
margins.

Considering this against a backdrop of our significant underfunding of Repex allowances and a limited
market offering, this resulted in our decision to take control of the programme, insource the work thereby
eliminating future contractor profits and back-office duplication, and control the full cost base to partially
mitigate these cost pressures.

From June 2021 we insourced the mains replacement programme workforce; this included the transfer of
¢.250 contractor employees working on our contract into our workforce, including industrial, back-office
support and management. We also began contracting directly with the ¢.50 small contractor organisations
that previously subcontracted, now becoming directly managed by WWU.

This removed c¢.£5m (in 23/24 prices) of contractor management and profit fees from our cost base
entering into RIIO-GD2. This was before any other associated savings were recognised.

We made these changes for the clear financial and operational benefits to delivery of the RIIO-GD2 Mains
replacement programme however we could see the potential complementary opportunities that the move
to an insource model could offer more widely across our operational activities. Now as we have progressed
through RIIO-GD2 the in-house delivery model continues to demonstrate we made the right choice for our
colleagues and our customers by bringing skills in-house, having direct and greater control over all aspects
of the programme and partly mitigating the pressures we identified in continuing in an outsourced
environment, We set these out throughout the rest of this chapter.

We explain later in section 3.2.2 how we continue to test the efficiency and value for money of this decision
through another robust external tendering process, in the lead up to RIO-GD3. I
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2.2.2. Other changes made early in RIIGGD2
Concurrently with insourcing mains replacement we completed other business restructure and cost saving
initiatives including:

1 A new Head of Operations structure — with all operational delivery activities under one
organisational structure. Having all staff working as one team under one organisation provides us
the opportunity to train and flex a wide pool of resources across all work activities and our
geography, deploying our people in the most efficient way and maximising productivity. It also
provides greater flexibility to react to changing operational demands (i.e. a peak winter) without
commercial pressures getting in the way. This was a key enabler to many of the operational
changes discussed in this chapter.

1 Merged departments to align business processes — for instance our emergency department and
network services department (responsible for network maintenance) were merged to allow cross-
sharing of skills and utilisation of staff across activities, ultimately increasing efficiency and
removing contractor costs. Our reported cost for these two activities has reduced by ¢.£4m p.a.
from RIIO-GD1 to RIO-GD2.'®

1 Workspaces, such as depots, were all combined - the managers and teams, whether leakage,
repair, maintenance, connections or replacement are all based out of the same depots which
helps our teams to discuss, plan and react accordingly to changing demands on the network.

1 Operational support and back-office departments were also reorganised and merged.

1 Changed our workforce pay structure, moving from aflat pay-structure to a tiered structure aligned
to skills and competence. This has provided a clear pathway from entering the workforce through
to management positions, helping with retention and workforce resilience. Proactively making
changes to pay structures has been crucial to our compliance with HSE policy on Fatigue
Management — something we have been compliant with within RIIO-GD2 (which differs to other
GDNs).

1 126 employees left the business through voluntary redundancy — incurred to enable the
departmental changes above. A one-off cost was incurred to embed long term savings into the
operating model.

1 We adopted a buy rather than hire strategy — particularly on vehicles, wheeled and core plant and
equipment we purchased assets rather than hiring. This again was a commercial opportunity to
remove profit margins and maintain ownership of assets that are critical to our business, removing
the reliance on third parties.

1 We closed the Defined Benefit Scheme to future accrual, providing a ¢.6m p.a. (23/24 prices)
annual saving across the business.

We embedded significant savings within our RIIO-GD2 cost base from year one of RIIO-GD2. Over the last
three years we have then developed this further and maximised all other opportunity areas, some of which
are covered within the rest of this chapter. These cost efficiencies are embedded in RIIO-GD2 and are

S For costs reported in Emergency and Maintenance, this represents the 3 year average cost from 2017-2020 compared to the 3
year average cost from 2022-2024 (all in 23/24 prices). We have excluded 2021 due to the impact of Covid-19. To avoid double
counting, we have adjusted the 2017-2020 cost base downwards by £1.9m p.a. to exclude the benefits of closing the Defined Benefit
scheme — this saving has been reported separately in the list.
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therefore reflected within our RIIO-GD3 plan — figures quoted in the business plan are net of these
embedded efficiencies.

2.2.3. Other insourcing acti vities within the RIIG GD2 period

Following the success and savings experienced from insourcing at the start of RIIO-GD2, we continued
this through the price control, identifying other contractor work where it would be more beneficial (financially
and retained skills) to deliver inhouse; we have completed this and the associated savings are embedded
in our plan.

Insourcing Direct Operatives

We insourced the previously outsourced engaged operatives that were employed across our Network
Services and Workshops departments. This provided the employees greater job security, but also reduced
the overall cost of employment for WWU by removing the overhead costs, profit margin and risk costs that
the outsourced partner had built into their rates. Savings of ¢.£0.1m per annum were achieved.

2.2.4. Investing in our people

Our people are at the heart of everything we do - we invest in them so that they have all the skills,
confidence and innovative thinking required to build our business, and maintain and develop our assets
long into the future. Having all industrial colleagues within one organisational structure ensures that when
we invest, we are investing in the people that will be serving our communities for years to come.

By continually investing in training, development, and facilities, and ensuring we use the most innovative
training techniques, we ensure that our colleagues are skilled and competent to deliver a safe and reliable
service. We can also better manage the quality and consistency of training so that our people have the
necessary competencies to meet changing demands — demands that are changing as we progress
through RIIO-GD2 and will continue to shift in RIO-GD3 as work activities flex (i.e. connections reducing,
repairs reducing but moving to larger diameter repairs, complexity of Mains Replacement activities).

We are also already well advanced in meeting the HSE's fatigue management policy. Pro-active investment
entering RIIO-GD2 into pay structures and conditions has meant we are already compliant with HSE policy;
other GDNs are not in this position and will likely see a step-change in RIIO-GD2 to RIIO-GD3.

It should come as no surprise that our industry has been heavily impacted by the changing labour
environment. We have experienced significant levels of churn within our workforce —losses to other GDNSs,
other utilities or out of the utility sector completely. As a business we reacted quickly to mitigate the loss
of staff and contractors by heavily recruiting across the entire network, both into our direct labour
organisation and into our supporting contractor teams.

We are in a position where we have home-grown resources to continue to meet our RIIO-GD2
commitments, a position that we understand other GDNs have struggled with. This also provides a solid
foundation for RIIO-GD3; we forecast an increased FTE requirement, an increase we have started to plan
for and is costed within this plan (i.e. Apprenticeship scheme).

Further information can be seen in our Workforce and Supply Chain Strategy. '

6 Document 50 — ‘Workforce and Supply Chain Resilience Strategy’
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2.2.5. Embedded utilisation and efficiency gains

Having all staff working as one team under one organisation provides us the opportunity to train and flex a
wide pool of resources across all work activities and across our geography, deploying them in the most
efficient way and maximising their productivity. Other GDNs operate separate Repex, Opex and Capex
teams with little flexibility or agility across work activities.

Our delivery model is different; instead, we have a multiskilled workforce who operate and can increase
utilisation across all work activities, driving efficiencies and continuous improvement, and making the right
Totex decision for consumers daily.

We believe we have driven significant efficiencies into the workforce that no other GDN has yet benefited
from. Below are real life examples of how our operating model promotes the right behaviours and ensures
we make the right choices everyday:

Example: All DLO trained to attend leaks

All of our Direct Labour “build and repair” (B&R) industrial colleagues who are trained to deliver Mains
Replacement, are also qualified and competent to attend emergency leaks and repair those leaks and can
deliver domestic connections.

This flexibility is central to our efficiency, resilience and management of fatigue. During summer periods
when leaks are low, we flex these staff onto Repex activities who, under other operating models, would
have been unproductive within Opex.

Critically, during the winter cold period, our whole B&R department (¢.550 FTEs) are trained and available
to mobilise onto leaks and repairs alongside our Emergency function (¢.250 FTES), ensuring we can keep
our customers safe and meet our standards, should we experience a severe weather event in the winter;
this can be difficult to achieve through other, more rigid operating models as has been seen in recent years
without adding in FTEs with high levels of unproductive time. By tripling the trained resource pool, we are
able to manage peaks in work whilst remaining fatigue management compliant (we understand from recent
reopener applications that other GDNs are not fatigue management compliant and require substantial
changes to their working practices and costs to come).

With domestic connection volumes reducing year on year, teams can be utilised onto Mains replacement
activities until new connections or disconnections works are required.

Example: Utilising our Emergency FCOs on other value-add activities

Emergency First Call Operatives (FCOs) demand is driven by incoming reports of leaks they need to attend
within set standards - this combination determines the number of FTEs and associated work patterns
required. Due to daily and seasonal variations FCOs have necessary but unproductive “spare time” as they
await incoming reports of escapes — this is akin to the fire service who are required to reach anywhere in
the network 24/7/365.

FCO’s are in the unique position of covering the whole network; under our operating model we utilise their
spare capacity by cross flexing them into other activities such as:

1 Completing the vast majority of Purge and Relights across our Repex and Capex activities.
1 Completing out of hours safety barrier checks on mains replacement projects.

1 Undertaking Multi-Occupancy Building surveys.

1 Maintaining our above ground sites (i.e. grass cutting)

Our operating model enables the greater utilisation of teams who are already funded, and we avoid paying
third parties to undertake work activities we can complete without profit margins.
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2.2.6. Operating with no contractual barriers

With everyone working for the same organisation and with the same common goal, we can deliver without
any contractual tension, something that in our experience can become a significant blocker and slow down
processes in times where agility is needed.

For instance, we understand we are the only GDN to widely train mains replacement teams in leakage and
repairs, thus providing us with flexibility, resilience and also meeting the increased obligations on fatigue
management (for further information on this, please see our fatigue re-opener). 7

Contractual barriers, as we had in our previous operating model, would significantly hinder the ability to
operate in this way — with commercial tension around training (both the cost of, and the time away from
site to train), every time a contractor team attended leaked a leak (required stand-down time because of
fatigue management rules), and all resulting in overruns on their mains replacement programme.

Under our operating model, there are no questions on who is paying to train and maintain mains
replacement teams with leakage competency or who is going to pay for the downtime and extension costs
incurred in attending leaks if a winter spike occurs.

Example: B&R teams make the right choice

On mains repairs the team can decide whether to undertake a repair, or whether it’s better to take the
opportunity to undertake replacement. Teams and local management are empowered and competent to
make the best decision for the consumer and the local community depending on the individual situation
(i.e. replace instead of repair to minimise the repeat impact of future leaks and repairs), with no need to
consider contractual arrangements or pass the job onto another team.

2.2.7. Overall impact on efficiency, resilience and quality of service
The business wide changes embedded at the start of this price control have provided much more than
just the now realised financial benefits.

It also contributes to the resilience and efficiency of our workforce. Throughout RIIO-GD2 we have invested
significantly in our people and training, resulting in all our direct labour B&R teams being skilled, competent
and available to mobilise to multiple work activities as needed by our management team. We believe that
our operating model provides us with a much more resilient workforce than other operating models, as
proven in recent years when winter workload spikes have hit and we have maintained our standards.

The workforce has embraced the opportunity to have more variety in their working days and also having a
full working day (rather than sat waiting for a leak or repair). This all helps with staff morale which also then
helps to improve the quality of service our customers receive.

2.2.8. Impact on cost assessment
Such a significant business change can lead to inconsistencies in year-on-year financial information,
particularly moving from RIIO-GD1 to RIIO-GD2. Examples include:

1. Cross-utilisation of industrial teams results in their cost being allocated across work activities,
leading to different trends across operating models.

2. We provide in-house training to all our industrial teams. Following lengthy discussions with our
auditors, all our training costs are included within Opex, even for those teams who work solely on

7 Wales & West Utilities Ltd (2024), HSE policy reopener application, September
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Capex and Repex activities. Other GDNs likely have training costs embedded within their Repex
cost base as training is paid for by contractors and recovered in their Repex invoices — this was
how it operated for us in RIO-GD1.

3. Similarly, our back-office FTEs and structure may appear different to other GDNs’ given those
costs are embedded in contractor arrangements for them — for us, we transferred these staff
members in from the Repex contractor during the insource transition.

4, QOur Capex purchasing programme will look different to other GDNs, because we are purchasing
capital items for an entire workforce, whereas other GDNs require their mains replacement
contractors to purchase fleet, equipment, plant etc. and include in their rates for undertaking their
Repex work.

We have made Ofgem aware of these differences through the Cost Assessment process and Ofgem must
consider this when determining models it should use when setting allowances. We provide further detail
within section 5.2.

All these differences are justified and are the result of a positive step in efficiency and resilience, often two
things that are not complementary. With all operational costs under our direct control we have full visibility
of our cost base and end to end processes. We have built our RIIO-GD3 bottom-up cost model from this
foundation. Further detail on this bottom-up build is set out in section 5.3.2.

20 Wales & West Utilities | Cost Assessment and Benchmarking Approach


file:///C:/Users/matthew.james/AppData/Local/Microsoft/Windows/INetCache/Content.Outlook/YZQZCR0Z/Mains_Replacement%23_Our_

2.3. Our proven track r ecord

2.3.1. Overview

We are a company that prides ourselves on our track record of delivering on its commitments. In RIIO-
GD1, despite the disruption felt from the COVID-19 pandemic, we delivered on all our Primary Outputs

(with the exception of a small volume of Fuel Poor Connections) 8,

In RIIO-GD2 we are on track and forecasting to meet all Outputs, both annually and across the control as
appropriate, again, with the exception of a small number of Fuel Poor Connections as this scheme has
largely closed. In agreement with Ofgem the allowances from this output have been repurposed to help

vulnerable customers 19,

Output RIIO-GD2 view
Meeting the Consumer vulnerability minimum standards 0
giigjrgfers and Fuel poor connections (no.) 0
network users Complaints metric 0
Guaranteed standards of performance 0
Emergency response - 97% controlled gas escapes 0
Emergency response - 97% uncontrolled gas escapes 0
Loss of supply — number of unplanned interruptions 0
Loss of supply — duration of unplanned interruptions 0
Loss of supply — number of planned interruptions 0
Loss of supply — duration of planned interruptions 0
Planned interruptions survey (score out of 10) 0
Emergency response and repair survey (score out of 10) 0
Connections survey (score out of 10) 0
Maintaining a Repex — tier 1 mains replacement 0
safg and Repex — tier 1 services 0
resilient network
Capital projects 0
NARMs 0
Delivering an Shrinkage and environmental emissions o
iggigggg)fgtauy Biomethane connections information 0
network Environmental action plan and annual environmental report 0
Business Carbon Footprint (BCF) reporting 0
Carbon monoxide awareness o
Introduce distributed gas entry standards (scmh connections) 0

Extract from our RIIO-GD2 Year 3 RRP Strategic Performance Overview

L On track

At risk ®  Not on track

8 Wales & West Utilities (2021), ‘RIIO-GD1 Eighth Year Annual Report’, p24-p31
9 Wales & West Utilities (2024), ‘RIIO-GD2 Year Three Strategic performance Overview’, p28
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We view delivery of our Outputs as the most important objective of a price control, as they focus on
maintaining a safe and resilient network for our consumers.

We are a GDN that continues to deliver on its commitments and has a proven track record of delivering
when others have failed to plan and mitigate delivery risks accordingly. All of the benefits of our operating
model have, in recent years, ensured that we are able to maintain our emergency standards in times of
peak demand, keeping our customers safe in times of need.

We do not shy away from taking the difficult decisions to ensure we can meet the varying demands on a
network, such as maintaining a skilled and resilient workforce ready to adapt to the demands upon us. Our
Mains Replacement delivery strategy in both RIIO-GD1 and RIIO-GD2 has been to cumulatively be ahead
of the programme by the middle of the price control, thus derisking delivery issues that can arise towards
the end of the control.

2.3.2. Reflecting track record in the cost assessment process

We understand other GDNs have not employed similar workforce planning and instead are unable to deliver
their RIIO-GD2 plan, quoting resource issues and demands of contractors. This has resulted in handing
back workload because it is too expensive to complete 29, a position with which we do not agree with.

We would expect a basic principle of the cost assessment process to reward those who can deliver on
their commitments, and also to adjust a GDN’s cost base which been softened by handing back outputs
due to pressures it could have mitigated. In RIIO-GD2 Business plans, other GDNs (including those now
failing) put forward this same principle.

We made similar arguments in RIIO-GD1 where a number of GDNs failed their emergency standard but
were influencing Ofgem’s cost benchmark for the industry, creating an inappropriate efficiency challenge.
Ofgem agreed with the issue and made adjustments as a result: /Ofgermn/ made an agjustment of +£0.75m
to emergency costs in 2010-11 for each GDN (all four NGGD and NGN) that failed the emergency standard
in that year. The adjustment reflects our assessment of the additional costs that would have been required
to meet the standara. ?’

Similarly, an additional or alternative adjustment for deliverability of plans within the cost assessment
process itself should be considered. We welcome Ofgem’s consideration of this point when setting
allowances for the next price control.

2.3.3. Our track record in comparative analysis

To better understand our cost base and ensure we are as efficient as possible we look at our regression
position for RIIO-GD1 outturn (8 years actual 2013-2021), and the current RIIO-GD2 outturn (3 years actual
2022-2024).

We have utilised models shared by the Ofgem team with the GDNs. We have updated for costs submitted
up to and including the year 3 2023/24 RRP. We have adjusted underlying reported costs to remove
expenditure relating to reopeners, as submitted within the 2024 AIP; this normalisation should provide a
more comparable basis to assess efficiency of the current price control to date.

20 Document 60E - Oxera (2024), ‘Review of Ofgem's proposed approach to cost assessment at GD3’, November, section 2.3.
21 Ofgem (2012), ‘RIIO-GD1: Final Proposals - Supporting document - Cost efficiency’, December, para 6.8., p31
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The following tables summarise the results alongside our observations of our performance:

OPEX

GDN GD1 outturn 2021/22
EoE 6

Lon
NW
WM
NGN
Sc
So

WWU

2022/23 2023/24* GD2 outturn GD1 outturn GD2 outturn
6 6 6 6

Observations and relevance to RIIO-GDS3:

1 the initiatives undertaken in RIIO-GD2 have improved our relative ranking from 4™ to 2" position.

1 Thisis particularly evident from the continued improvement in the 23/24 year which we expect to

continue into the final two years.

1 Thisis as expected given the efficiencies we have benefited from through the joined up in-house
operating model and the success of our short-term non-formula contracts

1 This cost efficiency has been delivered with an operating model that has met all our Standards of
Performance, particularly our emergency response

1  We continue this level of embedded efficiency into our RIIO-GD3 Business Plan.

CAPEX

GDN GD1 outturn 2021/22
EoE 5
Lon
NwW
WM
NGN
Sc

So
Wwu

Observations and relevance to RIIO-GD3:

2022/23 2023/24* GD2 outturn GD1 outturn GD2 outturn

1 Ranking year on year is difficult to assess given the fluctuating nature of Capex spend, so we focus
on the ranking movements between price controls.

1 we have retained our 4™ position across controls.

1 we are on target to deliver all our Capex workload in RIIO-GD2. In the above we assume all GDNs
will deliver on their RIIO-GD2 commitments also.
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Observations and relevance to RIIO-GD3:

1 InRIO-GD1 we were upper quartile, a position maintained for many years.

1 In the final years of RIIO-GD1 it was clear to us that the cost assessment models were not
adequate to compensate for the significant shift in the profile and work mix of RIIO-GD2; the cost
drivers and cost pressures that we as a network had visibility over. As a result, inadequate
allowances were set and our relative efficiency ranking has worsened as predicted given those
cost drivers were not adjusted in RIIO-GD2. Later in section 5.3.3 we set out the cost drivers that
are impacting RIIO-GD2 as well as RIIO-GD3, in particular those drivers that comparatively impact
WWU to others (i.e. ductile iron). Equally no sparsity adjustment was applied to repex activities;
we find evidence (both from econometric analysis and operationally) that demonstrates this to be
wrong — see section 6.2,

1 Our 2021/22 performance is due to large contract related provision releases and contractual
‘pain/gain’ benefits (profit or loss sharing) in the first quarter of the year (contract ceased 31 June

2021); this effectively meant the contractor was making significant losses in the millions per month,
and was subsidising the contract out to closure, benefitting the costs supported by the consumer.

1 We note we have not adjusted for Streetworks ol |  GTcNIGNGNEEEEEEEEE

RIIO- RIIO- and

RIIO-
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