O&M CONTRACT TO DELIVER EXISTING SERVICE TO EXISTING STANDARDS

What is the contract structure for O&M ?

· O&M contract including capital maintenance expenditure

· Contract only to maintain existing standards & asset condition

What are the key performance indicators ?

· Service to customers

· Long term asset condition

What is the payment structure for O&M / asset maintenance ?

Pre agreed opening expenditure (eg last year or average of last 3 years )

Plus 

pre agreed expenditure to meet pre defined quality standards

minus 

annual efficiency target

Minus

performance points adjuster

Plus or minus 
asset condition payment, 

Plus or minus
error correction mechanism

What is the error correction mechanism ?

· If costs / expenditure vary by more than + - X% of expected amount then additional costs or profits shared 50/50 between OpCo and AssetCo

What is the performance points mechanism ?

· Performance points will be removed where standards fall below the level expected in the year.  

· Each aspect of service will be given a weighting reflecting its relative importance 

· The payment will be adjusted by the %age variation from expected level.

What is the asset condition payment ?

· made by OpCo only if condition deteriorates 

· %age change in mean asset condition score multiplied by assumed capital maintenance expenditure

· made by AssetCo if condition improves and savings have been made 

· %age change in mean asset condition score multiplied by savings in capital maintenance expenditure

CONTRACT TO FOR QUALITY OR OTHER PRE-DEFINED IMPROVEMENTS

Without contracting risk

· EngCo paid fee to manage schemes to improve performance to a level pre-determined by regulatory contract.

· EngCo also paid a bonus equal to

· Expected cost on all schemes, less

· Actual cost on all schemes, multiplied by

· Agreed %age

· Bonus paid on a rolling cumulative basis over life of contract

· Expenditure required determined by AssetCo

· AssetCo to make good any cost overrun

OR

With contracting risk

· EngCo paid a sum to improve performance to a level pre-determined by regulatory contract.

· Projects to be bundled into packages to diversify project risk

· Target expenditure for package determined by AssetCo

· Any outperformance / under-performance to be borne by EngCo to a maximum variance of X% of target package cost

· Expenditure above 1+X% of target cost, or savings greater than 1-X% of project cost, to be split 50/50 between AssetCo & EngCo

· Pain / gain on a rolling cumulative basis over life of contract

· All projects to be on a DBOT basis

CONTRACT FOR DISCRETIONARY IMPROVEMENTS AND GROWTH

· EngCo paid fee to manage investment to improve performance to a level determined by AssetCo.

· EngCo also paid a bonus equal to

· Expected cost on all schemes, less

· Actual cost on all schemes, multiplied by

· Agreed %age

· Bonus paid on a rolling cumulative basis over life of contract

· Expenditure required determined by AssetCo

· AssetCo to make good any shortfall

DETAIL

PAYMENT MECHANISMS FOR O&M CONTRACT

Annual payment

· Annual payment equal to pre agreed sum, less

· Asset condition payment, less

· Outperformance target, plus or minus

· Performance points adjuster for service standards, subject to

· Error correction mechanism and

· Annual payment split into 2 parts

· Asset operation

· Asset maintenance

Error correction mechanism

· If costs / expenditure vary by more than + - X% of expected amount then additional costs or profits shared 50/50 between OpCo and AssetCo

Yeart asset operation payment  [EXAMPLE TO BE AGREED]

· Expenditure year t-1, less

· Year t efficiency target, plus

· Year t increment for new standards, plus

Yeart asset maintenance payment [EXAMPLE TO BE AGREED]

· Average annual expenditure Yeart-3..t-1, less

· Yeart efficiency target, plus

· Yeart expected additional costs caused by past increments to asset base, plus

Yeart  efficiency target

· Efficiency target in contract, plus

· Cost reduction in yeart-1 less industry upper quartile cost reduction in yeart-1, subject to a minimum of zero.

Asset management fee percentage

· %age of a typical scheme accounted for by design, supervision and implementation costs

· Figure to be agreed in advance

Performance points mechanism 
· Performance points will be awarded / removed where standards which vary from the level expected in the year.  

· Each aspect of service will be given a weighting reflecting its relative importance 

· The payment will be adjusted by the %age variation from expected level.

Asset condition payment 

· made by OpCo only if condition deteriorates 

· %age change in mean asset condition score multiplied by assumed capital maintenance expenditure

· made by AssetCo if condition improves and savings have been made 

· %age change in mean asset condition score multiplied by savings in capital maintenance expenditure

INDICATIVE PERFORMANCE POINTS MECHANISM

· Performance within plus of minus X% of target

· No payment

· Performance within plus or minus Y%  of target

· M% of fee

· Performance greater than Z% of target

· N% of fee

Plus

· Payment for upper quartile performance of W% of fee, or

· Deduction for lower quartile performance of W% of fee

