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methodology applied and values derived for on-costs were complicated and confusing. This was clarified in
part by the query process. However, our view is that there are important issues of data quality, a lack of
auditable methodology and processes, which remain unresolved. The process of deriving company
specific costs and, in the case of Scottish Water, regional variations in costs across the country is unclear.
We concluded that we were unlikely to resolve these issues within the timescale of this process.

The Cost Base process asks Scottish Water to apportion investment to each Standard Cost or groups of
Standard Costs. The proportions have been adjusted by WICS to reflect its view on the scope and extent
of the investment programme following a detailed review'.

There are areas of expenditure in the Scottish Water Investment Plan, which are not addressed by the
Cost Base process such as water resources, sludge treatment and management and general expenditure
on both services, which when combined represent 21% of water and 17% of sewerage expenditure
respectively (using WICS proportion of expenditure).

We are grateful for the assistance provided by Ofwat, Babtie, Scottish Water, Black and Veatch and WICS
in undertaking this independent review.

Opinion

We conclude that WICS has successfully implemented a Cost Base process which is consistent with the
Ofwat process in England and Wales (E&W). The Standard Costs submitted provide a substantial
coverage of Scottish Water’s Investment Plan. While there is scope to improve the clarity and auditabiity of
data and methodologies by Scottish Water, this does not invalidate the comparisons with E&W benchmark
companies and the range of data points. Equally, Scottish Water data can be used with confidence for
comparisons in England and Wales. There are 95 Standard Costs that can be compared on this basis.
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