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1 Executive Summary 

Overall review of the project’s performance criteria 

Following the submission of PR24 Business Plans in October 2023 by the Water Companies, 

Ofwat return their Draft Determinations on the 11th of July 2023. The key observation of Ofwat 

from the NWG submission, is that the 3rd Party Assurance is insufficient and therefore 

adjusted in the Draft Determination in connection with this. 

The reservoir safety programme is an area of concern given the difficulty to establish a 

defined scope of works prior to the Section 10 reports being produced. The scope of work 

can significantly vary, and there is often a large amount of temporary works to enable the 

required interventions.  

NWG have requested a proposal from Aqua Consultants to undertake a cost assurance 

exercise to demonstrate NWG’s position in terms of Cost Efficiency  

We will benchmark each scheme individually providing a benchmark range for that scope 

of works. The findings of each will be pulled together into a single finding report and provide 

an expected cost envelope for the scheme.  

1.1 Key Objectives 

Key objectives are:  

We have been provided with the iMOD estimates of 9 Reservoir Drawdown schemes within 

this programme. The scope of works is identified within the costings.  

Due to timescales our proposed approach is to limit the scope of the activity to conducting 

a like-for like CAPEX benchmark against the scope of the nine projects included within the 

programme.  

These schemes are: 

• Cow Green 

• Derwent 

• East Hallington 

• Fontburn 
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• Hury 

• Lockwood Beck 

• Scaling Dam 

• Waskerley 

• Whittle Dean Great Southern 

1.2 Project Schedule  

Project Timeline  

We have acknowledged that whilst the final numbers will not change for NWG’s Draft 

Determination Response wording will need to be singed off by the board. This findings 

report may support NWG’s Investment case and therefore needs to be completed to allow 

this to be incorporated. We have developed the programme below, which we believe will 

allow this. 

Programme  

 
 

2 Methodology 

2.1 Approach 

Many of the Water Companies carryout high-level costing using cost models, especially at 

preliminary stages of a project or business planning. Cost models are developed from 

captured actual costs on historical projects, which has been assigned to process groups, 
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assets, and components. These are then plotted against an appropriate yardstick measure 

for that item of work, which will dictate the size of the work or asset, to find a trendline 

formula. This formula is then used to cost future work.  

We have generated individual data sets, using historical cost data we have collected 

across the UK water industry, to allow us to cost the scope and provide three benchmark 

costs. This exercise gives us an industry comparison for the scoped work and gives us an 

insight into the cost efficiency of NWG costed PR24 Plan.  

There is no governing influence on how Water Companies should capture and use their 

cost data and as a result different approaches have been witnessed to generate cost 

models. The key difference is how water companies capture Construction Indirect Costs 

(Preliminary/General Items etc). Some companies have taken the approach splitting costs 

into the following:  

• Direct Works Cost  

• Indirect Works Costs  

• Project Oncosts  

However, some water companies have taken the approach of splitting costs to: 

• Construction Costs  

• Project Oncosts 

With either approach taken, effectively the same costs are captured. How this data is used 

can affect the end outcome. 

We adopt the first example approach, as we believe that this enables us to model the 

Indirect and Project costs by the size of the project, though models based on the Direct 

Works cost. NWG also adopt this approach in their costing methodology. We have back 

dated our benchmark costs to align with the base date required for PR24 submissions. 

2.2 Estimating Uncertainty 

We have excluded the Estimating Uncertainty allowance from our benchmarking exercise 

as this was derived by Northumbrian Water prior to commencement of PR24 Business Plan 

costing. We envisage this to be the same as the Optimism Bias approach adopted by other 

Water Companies during PR24 Costing.  
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The HM Treasury Green Book looks at Optimism Bias for Project Estimates. This document 

provides Recommended Adjustment Ranges, with the aim to reduce the Optimisation Bias 

% through steps taken to address contributory factors.  

The projects undertaken by Northumbrian Water fit within either two Project Types, 

Standard or Non-standard Civil Engineering. The Optimism Bias ranges are given in the 

table below. 

Project Type  
Optimism Bias (%)  

Capital Expenditure  
Upper  Lower  

Standard Civil Engineering  44  3  

Non-standard Civil Engineering  66  6  

Table 1 - Northumbrian Water Project Types 

The expectation is that as projects develop and more information is known the Optimism 

Bias is reduced. The schemes that are included in PR24 are at preliminary stages, so 

Optimism Bias would be higher in the range. However, we would expect competent Water 

Companies to aim to reduce this with good cost intelligence. The Optimism Bias Range 

compared to Northumbrian Water’s 30% Estimating Uncertainty, suggests that they have 

aimed to reduce uncertainty, and they have a satisfactory level of cost confidence.   
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3 Benchmarking 

3.1 Benchmark Summary  

Table 2 summarises the benchmarks generated for the 9 No. Reservoir Drawdown sites. 

Overall, the NWL outputs are within the benchmark envelope. The cost delta across the 

range of costs is consistent giving a satisfactory level of cost assurance. 

 

 Table 2 – Summary of Target Price vs Benchmark Range Comparison 
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3.2 Cost Envelope 

Combining the values results in an overview cost envelope shown in figure 1. 

 

Figure 1 - Cost Envelope using Total project Costs. 

3.3 Cow Green 

Benchmark Summary

 

Table 3 – Cow Green Benchmark Summary 
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Cost Envelope 

A cost envelope has been generated from the low and high benchmarks and the NWL 

target price plotted against this as shown in figure 2 – Cost Envelope using Total Project 

Costs. 

 

Figure 2 – Cost Envelope using Total project Costs. 

3.4  Derwent 

Benchmark Summary

 

Table 4 – Derwent Benchmark Summary 
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Cost Envelope 

A cost envelope has been generated from the low and high benchmarks and the NWL 

target price plotted against this as shown in figure 3 – Cost Envelope using Total Project 

Costs. 

 

Figure 3 – Cost Envelope using Total project Costs. 
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3.5 East Hallington 

Benchmark Summary  

 

Table 5 –East Hallington Benchmark Summary 

Cost Envelope 

A cost envelope has been generated from the low and high benchmarks and the NWL 

target price plotted against this as shown in figure 4 – Cost Envelope using Total Project 

Costs. 

 

Figure 4 – Cost Envelope using Total project Costs. 
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3.6 Fontburn 

Benchmark Summary 

 

Table 6 –Fontburn Benchmark Summary 

Cost Envelope 

A cost envelope has been generated from the low and high benchmarks and the NWL target price 

plotted against this as shown in figure 5 – Cost Envelope using Total Project Costs. 

 

Figure 5 – Cost Envelope using Total project Costs. 
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3.7 Hury 

Benchmark Summary 

 

Table 7 –Hury Benchmark Summary 

Cost Envelope 

A cost envelope has been generated from the low and high benchmarks and the NWL target price 

plotted against this as shown in figure 6 – Cost Envelope using Total Project Costs. 

 

Figure 6 – Cost Envelope using Total project Costs. 
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3.8 Lockwood Beck 

Benchmark Summary 

 

Table 8 – Lockwood Benchmark Summary 

Cost Envelope 

A cost envelope has been generated from the low and high benchmarks and the NWL target price 

plotted against this as shown in figure 7 – Cost Envelope using Total Project Costs. 

 

Figure 7 – Cost Envelope using Total project Costs. 
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3.9 Scaling Dam 

Benchmark Summary 

 

Table 9 – Scaling Dam Benchmark Summary 

Cost Envelope 

A cost envelope has been generated from the low and high benchmarks and the NWL target price 

plotted against this as shown in figure 8 – Cost Envelope using Total Project Costs. 

 

Figure 8 – Cost Envelope using Total project Costs. 
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3.10 Waskerley 

Benchmark Summary  

 

Table 10 – Waskerley Benchmark Summary 

Cost Envelope 

A cost envelope has been generated from the low and high benchmarks and the NWL target price 

plotted against this as shown in figure 9 – Cost Envelope using Total Project Costs. 

 

Figure 9 – Cost Envelope using Total project Costs. 
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3.11 Whittle Dene Great Southern 

Benchmark Summary 

            

Table 11 – Whittle Dene Great Southern Benchmark Summary 

Cost Envelope 

A cost envelope has been generated from the low and high benchmarks and the NWL target price 

plotted against this as shown in figure 10 – Cost Envelope using Total Project Costs. 

 

Figure 10 – Cost Envelope using Total project Costs. 
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4 Comments and Observations 

4.1 Overheads and Risk 

We have reviewed the contract and project overheads (including Risk) and what impact 

they have had on both an individual project level and on a programme level. We have 

provided examples showing the highest and lowest and then a comparison of the 

combined summary. 

Cow green has the biggest difference, 20.34%, from the average project and contract 

overheads (including Risk) against NWL percentage. 

Waskerley has the smallest difference, 0.08%, from the average project and contract 

overheads (including Risk) against NWL percentage. 

The combined schemes summary shows a variance of 8.05% from the benchmark average 

when compared against the NWL project and contract overheads (including Risk) 

percentage.  

4.2 Miscellaneous 

Miscellaneous items have been unable to benchmark as there are no yardstick details, so 

for consistency we have used the same costs in our benchmarking. This presents both a 

risk as Ofwat is likely to strike these costs out as they are unable to provide any build up to 

the costs, however there may be an opportunity if there is any benchmarking evidence that 

can be provided in support of these items. 

4.3 Final Observations 

Pipework presents two different trends with smaller to medium pieces of pipe falling below 

the benchmark low value whilst the scheme, Cow Green, with the longest piece of pipework 

goes above the benchmark high value.  

The schemes that are outside the cost envelope are Fontburn and Cow Green. Both 

schemes are above up the upper quartile. Cow green is the scheme that has the highest 

percentage from the benchmark mean with a value of 17.12% and the total project cost is 
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over the upper quartile cost of £7,603,319 with 4.59% lower than the benchmark high value. 

However, these total project costs are still placed in between the benchmark range.  

 

5 Review and Feedback 

The benchmark findings suggest that overall NWL costings sit close to the third quartile 

which suggests reasonable cost certainty at this stage. 

Most of the individual project costs are within the cost envelopes, so it is suggested that it is 

unlikely that further efficiencies are available for these schemes. 

Overall, as a package of works, the total project costs present a clear trend showing the 

mean variance being generally less than 5%, this is borne out when the combined 

summary is showing a mean of just 3.11%, which further supports cost certainty. 

The Variance between the Low and high average benchmarks between 35-39%, this is 

slightly higher than the norm of 30% we would expect to see. 

 


