BRITISH WATERWAYS CORPORATE PLAN FOR

ENGLAND & WALES 2011/12
This plan was agreed by the Board of British Waterways in May 2011 and is for 2011/12 only covering the period up to the expected date when the New Waterways Charity (NWC) will be created.   A new Corporate Plan for the period 2012/13 and after will be published in 2012 when the outcome of the formation of the NWC is known.
This Plan has been the subject of consultation with Defra who confirmed the approach on 8 September 2011.  The figures are as at March 2011 and provide illustrative guidance on future income.  BW reserves the right to change these forecasts in the light of the market conditions and the issues surrounding the creation of NWC. 

This plan should be read in this context, especially references to forecasts of future commercial income, profits from joint ventures and other sources, operating costs etc which reflect current information and economic circumstances at the date of publication
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1
Strategic Context
1.1
This Plan is prepared in the context of the proposed creation of the New Waterways Charity (“NWC”).  It has been prepared, in general terms, on a business as usual approach but with an estimate of the costs and consequences of converting to a Charity overlaid.  This overlay includes some assumptions for matters such as the separation of BW Scotland that are not yet resolved.    These assumptions are in addition to the usual uncertainties in the business plan where assumptions are made about future events.  This Plan is for BW England and Wales only and excludes BW Scotland, except for the cross border transactions between BW E&W and BWS.
1.2
The financial circumstance that dominates this Plan is the Government Spending Review and cuts in Defra grant funding announced at the end of 2010.  The reductions in funding are material to BW and adversely affect the level of funds available in the Plan for spending on the waterways.  Further reductions have been necessary in operating payroll costs that have reduced BW’s operating capability and increased the risk of non-delivery of operating standards for customer services and the waterway environment.  Despite these cost reduction measures reductions in planned spend on the waterways have been necessary to balance the Plan and maintain a balanced revenue position.   These cuts in waterway spend will need to be made good in future years to maintain asset condition.

1.3
Planning for the separation of BW Scotland from England and Wales is in progress.   At the time of preparation of this Plan negotiations between BW E&W and BWS are in progress for reassessment of BWS’s share of BW’s assets and liabilities and the share of centralised costs. A transitional service programme is under discussion to ensure that BW Scotland can continue to operate immediately after the separation. 
1.5
The BW pension fund triennial valuation as at 2010 is in the final stage of being agreed.  The deficit, after taking account of the proposed changes in member benefits, is estimated to be £65m compared with £38m in 2007.  The deficit reduction payments used in the Plan are estimated to increase to £4.8m pa (from £1.7m in 2010) and rising thereafter each year at CPI.  This increase has also had an adverse effect on the level of waterway spend.

1.6
Various efficiency measures have been included in the Plan, including the effects of the 2011 restructuring and a zero pay rise planned at July 2011. 

1.7
The following key priorities provide a context for the objectives we aim to achieve through this plan.

· Continue to develop our understanding about the condition of the network and its maintenance requirements to establish a long term, affordable maintenance programme,
· Ensure our risk management delivers a secure, safe environment for our people, contractors, volunteers and visitors,
· Continue to challenge the cost base of the organisation and develop improved benchmarking to drive further efficiencies and performance,
· Growing third party contributions towards steady state expenditure,
· Increase the returns from the commercial portfolio and reinvest where funds are available,
· Prepare for the creation of NWC by increasing volunteering and planning for voluntary income and fund raising,
· Develop the governance model, appoint the transitional trustees and develop the corporate and management structure of NWC,

· Assist in developing the necessary legislation for the creation of NWC,

· Grow the number of people using and appreciating our inland waterway network.

· Optimising the benefits that can come to our waterways as a consequence of the Olympics being held around the Bow Back rivers

2. Key Performance Indicators


We have agreed the following KPIs with Defra, which are explained below.  
· Commercial Performance

· Efficiency

· Infrastructure / Functionality

· Customer Satisfaction

2.1
Commercial Performance


The key financial measure is the net commercial income, generated by BW, that we use to fund works that deliver public benefit, such as waterway maintenance and major works, restorations and regeneration activity.  The commercial performance KPIs used in the Plan are as follows:
	Year
	2010/11

	Property
	

	Investment Property income yield
	6.2%

	Rental voids as a % of lettable space
	7.4%

	Residential property disposals
	£7.6m

	Development Property total return
	12.8%

	Utilities
	

	Income per Kilometre of canal
	£7.6k

	Joint Ventures
	

	JV equity as % of portfolio value 
	21%

	Equity return on average capital employed
	(3%)


2.2 
Efficiency. 

2.2.1
There are a number of individual efficiency measures that are in progress and will be delivered over the next two or three years.  These will involve reductions in IT costs for business computer systems and a rationalisation of south east of England office accommodation, which are not reflected in this Plan being outside the timescale.   The cost reduction programme undertaken in early 2011 will result in savings of around £2.4m in 2011/12 which together with other efficiency measures will total approximately £2.7m above the line in 2011/12.

2.2.2
There are a number of projects being pursued to improve operational productivity and efficiency on waterway maintenance operations.  These are estimated to yield a 1% pa reduction in output costs over a period of 3 to 4 years.  The projects include outsourcing of some activities and revisions to working methods.  The estimate effect of these measures in 2011/12 is £500k
	Efficiency Projects


	2011/12
£k

	Included in the plan
	

	Included in the plan “Above the Line”
	2,700

	Included in the plan “Below the Line”
	   500

	Total Included in the Plan
	3,200


2.3
Infrastructure / Functionality

We measure infrastructure condition and waterway functionality using three measures:
2.3.1
Principal Asset Condition Grade
Principal Assets are monitored through the Asset Inspection Programme and are given a condition grade from A (new) to E (at risk of failure).  We are targeting, but only have a commitment to March 2011, a “holding” position until March 2012 such that D&E grade assets do not exceed 21% of the total.  By March 2012 we will have achieved “holding state” for 5 consecutive years.  
	Principle Asset Condition
	March 2011


	A
	3.4%

	B
	22.0%

	C
	57.2%

	D
	15.6%

	E
	1.7%

	Total D and E
	17.3%


2.3.2.
Minimum Safety Standards
These were published in 2008 and represent a series of objective measures, the achievement of which will ensure that the network is safe to use.  A 100% achievement against these standards is targeted in each year of the plan. 
2.3.3
Stewardship Index
The proposed Stewardship Index is intended to provide an outcome measure of the overall state and functionality of the waterway and the public benefit delivered.   We have developed our own methodology which has been assessed and tested by Deloitte based on data as at 2009.  Further validation of the methodology has been undertaken by Deloitte the Stewardship Index as at March 2010 has been assessed at 107 compared with a base Index of 100 as at 31st March 2009. 

2.4
Customer Satisfaction
2.4.1
We measure the public’s assessment of the value of our waterways and report this as a KPI.  This measurement is assessed by asking a representative sample of adults in Great Britain the extent to which they agree or disagree with the following statement, “Canals are an important part of the nation’s heritage”.  The target score is for 90% to say they agreed or strongly agreed with the statement.  We also survey users of the waterways in respect of their “propensity to recommend” their particular activity to others.  The KPI is framed on the percentage that would “definitely recommend”.  The number of visits to the waterways is surveyed over fortnightly periods and averaged into an annual score.
2.4.2
We undertake a range of market research to monitor customer service and satisfaction.  The value of the waterways, the propensity to recommend and number of visits are all monitored for BW by independent market research agencies.  We will report on the following key areas:

· Public Assessment of the value of our Waterways

We ask a representative sample of adults in Great Britain the extent to which they agree or disagree with the following statement “canals are an important part of the nation’s heritage”.  The result is assessed annually, with a target of 90% saying they agree or strongly agree with the statement.  The 2008 baseline survey result was 90% who either agreed or strongly agreed with this statement. 
· Propensity to Recommend

Customer surveys with boat owners, holiday boaters, visitors to destinations and general towpath users ask respondents about their propensity to recommend a visit to the destination, or a boating holiday etc. to their friends and family.  Results from across the year are collated and assessed annually.  The table below shows the target set for each customer group for the “definitely recommend” response to the surveys.
	
	2011/12

	Customer Service Standards
	

	People Standards
	85%

	Performance Standards
	80%

	Propensity to Recommend – Boat Owners
	50%

	Propensity to recommend – Towpath users
	70%


· Number of Visits

Increasing the number of visitors (people) using the waterways is an important target for us, not least in assessing the level of public benefit that we are delivering.  More visitors means more people are benefiting from our waterways, possibly for the first time, rather than just existing customers visiting more often.

We assess the number of visitors to our waterways through a telephone survey.   The survey runs continuously through the year, speaking to a sample of 11,500 people representative of the UK population.  The survey asks people if they have visited a waterway in the last two weeks – any longer and people tend to forget.   
When the results are analysed and extrapolated to the population we know that in typical two week period in 2010, 3.5 million (2009; 4.2 million) people visited a BW managed waterway in England and Wales.  The Plan target is to achieve the 3.5 million target by March 2011 and 2012. 
3.
Financial Projections Summary

3.1
The major negative factors in this Plan arise from the reduction in Defra grant and the increase in the pension fund deficit contributions.  The Defra cash grant is included at £41.5m for 2011/12.  The pension deficit is assumed to increase to £4.8m pa will increase at CPI annually thereafter.  The agreement of the deficit contributions between BW and the Pension Fund Trustees is in progress and at the date of this Plan had been agreed informally.

3.2
The costs of the move to NWC are broadly estimated at £2m for 2011/12 and are shown on one line in the schedule to help with identification.  A more accurate assessment of the cost is being undertaken.
3.3
The 2011 restructuring benefits are reflected throughout the Plan in detail.  There are various efficiency projects in hand for core waterway and major works delivery, “below the line”. Other initiatives at the development stage, that are not in the Plan, cover such issues as the use of mobile smart phones for data capture, central control room for rationalisation of duty management, remote operation of some bridges, flexible working for direct labour, a review of stoppage productivity and workboat utilisation.
3.4
Total expenditure below the line falls markedly to around £72m down from £81m in 2010/11.  Major Works bears the brunt of the reductions in income with reductions to around £15m which materially reduced from around £26m in the years before. 

3.5
The Plan assumes that a further revenue deficit of £3m which is funded by commercial capital.

3.6
The table below shows CBIT by business area (“Contribution before Interest and Tax”). Operating costs that are directly attributable to a business area are deducted from the income for that area in arriving at CBIT.  Other operating costs, i.e. national and shared costs, are shown under the “Management Costs” category and not reallocated to business areas.  The 2010/11 column shows the final forecast for the year prepared as at February 2010.  The final full year results for 2010/11 will change from the F10 figures shown below.
3.7 
Financial Summary
[image: image1.emf]Profit and Loss

2010/11 2011/12

F10 Forecast Plan

Income

Commercial Income

Outsourced Property 18,500 18,074

BW Managed Property 9,903 11,858

Leisure 30,057 30,549

Utilities 23,744 22,293

Olympic Games - -

British Waterways Marinas Limited 6,593 7,422

BW Share of Joint Ventures 15,117 18,905

Total Commercial Income 103,915 109,102

Management Costs

Waterway Unit Management Costs 5 -

Headquarters 1,274 118

Central Services 900 532

Management Costs 2,179 649

Civil Society - -

Commercial Performance 106,095 109,751

Funds for Public Benefit Delivery

Core Waterway 6,707 6,549

Major Works 1,050 -

Regeneration 16,048 10,867

Funds for Public Benefit Delivery 23,805 17,416

Total Income 129,899 127,167

2010/11 2011/12

F10 Forecast Plan

CBIT

Commercial Income

Outsourced Property 13,454 13,914

BW Managed Property 6,123 8,033

Leisure 22,515 22,561

Utilities 22,714 21,169

Olympic Games (93) (324)

British Waterways Marinas Limited 908 1,298

BW Share of Joint Ventures CBT (2,760) 1,207

Net Interest (1,907) (1,890)

Net Commercial Income 60,954 65,969

Management Costs

Waterway Unit Management Costs (2,505) (2,349)

Headquarters (exc. Pension Deficit/Severance Costs) (7,885) (7,320)

Central Services (22,280) (20,448)

Management Costs (32,669) (30,118)

Contingency - (2,000)

Pension Deficit Funding (1,663) (4,780)

Efficiency Savings - -

Severance Costs (3,000) -

Civil Society - (2,635)

Net Commercial Performance 23,622 26,436

Grant 47,289 42,332

Total Net Income 70,911 68,768

Funds for Public Benefit Delivery

Core Waterway (55,492) (54,417)

Major Works (22,450) (15,184)

Regeneration (3,116) (2,168)

Funds for Public Benefit Delivery (81,058) (71,768)

Surplus/(Deficit) (10,148) (3,000)

Gains/(Losses) on Disposal (exc. Joint Ventures)

Property 10,540 4,439

Other 268 65

CBT - Capital 10,808 4,504




3.8
Property

High levels of liquidity have been maintained during the last few years as a means of dealing with the risk of unforeseen cash demands from JVs as development activities have suffered in the economic recession.  The position in JVs has stabilised and the recent focus has been on reducing cash balances and increasing investment in income yielding property.  That process will continue during the Plan as suitable opportunities arise.  Cash proceeds from disposals in the portfolio will also need to be reinvested. The portfolio is worth c£345m, at 2011 values, split broadly two thirds investment and one third development but the spread will change as new investments are acquired. In JVs, 2011/12 is a year of consolidation to prepare for improving market conditions later in the plan so profits remain modest.


3.9
Utilities

2010/11 includes a one off receipt for a utility contract for rights granted in respect of infrastructure to support surface water discharges.   Operating costs are stable but there is a small increase in professional fees relating to a review of income due under contracts and agreements generally.  

3.10
BWML


The BWML plan assumes capital expenditure on customer service and marina upgrades and further development of the land and facilities at existing marinas.  It also assumes some acquisition of new marinas.    Expansion projects are planned at a number of marinas. BWML paid a dividend of £500k in 2010 and has planned to distribute around 90% of its after tax profits.  Additional commercial capital funding from BW will be required to fund the expansion of BWML’s business and further marina acquisitions.
3.11
Leisure

In accordance with the recent consultation process licence fees are projected to increase by 4% the plan year. There is no growth projected in the number of licenced craft which is forecast to remain at approximately 34,000.  This reflects the general economic climate with respect to new boat building and the increasing level of evasion seen in the past year, again reflective of the economic climate.  We aim to halt further growth in evasion by targeted enforcement action and are resourced appropriately for this.  We have previously targeted 3% as the maximum evasion figure but given available resources we have now decided on a target of up to 5%.  Moorings income is forecast to decline because of reduction in numbers of berths to meet our Online Moorings Reduction Policy and the weakness of the moorings market.  

Within the waterway property team the main challenges are to clear the backlog of rent reviews and land ownership uncertainties at offside moorings. The resources in the team have been increased temporarily to deal with these projects and will be reduced when the projects are completed.


The main target for the Boat Licensing teams is to develop the on line web based licencing renewal and application system.  This is expected to improve customer service and yield some further reductions in headcount in the licensing team.

3.12
Olympic Games


The Olympic Games business area was created in September 2010, to capture all incremental costs and income relating to the London 2012 Olympics in one place. While there are likely to be additional costs of maintenance during and leading up to the Games, we expect that this will be covered by commercial income and support from volunteers.  No income is anticipated in 2011/12 as most income will be receivable in 2012/13 whilst costs in respect of security requirements and operational issues will be incurred in 2011/12.   A cross functional team has been formed to progress the key workstreams. 
3.13
Management Costs


The estimated effects of the 2011 restructuring have been built into each individual cost centre.  The pension deficit payments are very close to being agreed with the Pension Fund Trustees. The pension deficit payments shown above are on a UK GAAP basis and reflect the expected outcome of the discussions between the employer and the Trustees.

3.14
Charity/Civil Society costs


A very broad estimate of the transaction costs of £2m has been included.  This covers all the professional advice and consultants fees needed to create the Charity entity, set up the governance and transfer the BW undertaking to the new entity.  It will need to be refined as better information becomes available.  An estimate of the marketing and launch costs, together with the costs of developing IT systems for voluntary income and membership, are also included.  
3.15
Waterway Operations – “Core Waterway”

The Operations Plan is using a fundamentally different approach to the allocation of funding levels to each Waterway. In previous years a standard percentage of Steady State notional funding was allocated to each Waterway with guideline task delivery instructions. In this Plan we are seeking to allocate funds based predominantly on condition improvement needs.  This new approach is producing some challenges on labour utilisation as output priorities based on condition do not match historical labour resource levels in some locations.   The Plan priorities are priority defect repair, lock gate replacement, planned preventative maintenance and inspections to support Asset Inspection Programme.  A wide range of efficiency projects are underway to reduce costs and/or increase productivity.   Volunteering has continued to increase and a large proportion of the volunteer days are spent on works on canal towpaths and adjoining areas undertaking general amenity improvement.

3.16
Major Works


The major reductions in income have a marked effect on the amount of funding available for major works.   A three year rolling programme of risk based prioritised Major Works projects are identified to enable efficient planning and effective joint working with our Framework Contractor. The programme has in built flexibility to enable emergency works to be included where necessary and the impact of such changes on the overall risk profile will be constantly monitored.  There will be five key works categories covered by the programme - reservoir safety, embankments & culverts, water supply, large moving structures and dredging. In addition our approach to risk management is placing greater emphasis on high Consequence of Failure issues. 
3.17
Enterprise


The new Enterprise strategy includes the proposal that the smaller Enterprise teams will focus on raising funding with the delivery of projects transferring to the projects management team.  The net loss in this business area represents the contribution by BW to the projects delivered.  The key priorities for 2011/12, in the context of the more austere funding environment, will be:
· Effective engagement and partnering with organisations that can enable delivery of funding streams which support waterway priorities,
· Development and maintenance of strategic external partnerships focussing on future sustainable funding requirements,
3.18
General Assumptions and KPIs


The general assumption for inflation 3% other than for payroll where a zero pay rise for 2011 has been assumed.  All other costs in that year are assumed to be affected by general inflation.
3.19
Cash Resources

Cash management in BW is divided between the trading account (for revenue transactions) and the commercial capital account (for capital transactions).   The trading account operates in a normal monthly range of between £0 and £15m as the various inflows and outflows occur during the month.  The Government grant funding is profiled to match the annual expenditure profile so that the cash balance does not deviate excessively from the target range.   In this Plan there is a transfer of £3m from commercial capital to the trading account planned for 2011/12 to fund the cash effect of the planned revenue deficit in that year. The capital account operates so as to maintain an ongoing minimum cash balance of £10m to help manage unplanned risks.
4.
Risk
4.1
Commercial Income

4.1.1
Joint Venture Profits

JV performance has previously been identified as our most volatile business area and the economic climate in the past years has served to crystallise some of the identified risk.  Uncertainty remains on the timing and value of future profits.  We are though confident of longer term success and continue to work with our partners to maximise the profit opportunity from joint ventures.  We are not planning for significant returns from these ventures in 2011/12. The specific risks are occupier demand and economic recovery.
4.1.2
Property Performance

The performance of our property portfolio is influenced by market performance and other external factors.  Of particular importance is our ability to achieve planned disposals, reinvest funds in investment with satisfactory rental yields and maintain low levels of vacant properties in order to achieve acceptable overall returns on our investment.  

4.1.3
Boating Income

The plan includes an increase in licence revenue due primarily from a continuation of our improved performance in reducing licence evasion.  Whilst our income from boating has held up well to date, we will need to keep these figures under careful review in the current economic circumstances.

4.2
Infrastructure

We plan to ‘hold’ the condition of the network as outlined above.  We are not therefore planning to improve the overall condition of our assets, but we do not anticipate that this will result in an increase in the number of asset failures.  However, with many of our structures aged 200 years or more, this is clearly a risk.   The repair and refurbishment work we undertake have inherent risks associated with the age and condition of our assets to the extent that costs cannot always be accurately predicted at the planning stage.

4.3
Upsides & Downsides


The Plan makes assumptions about future transactions that may or may not occur.   These items are not accurately predictable and some downside risk may be realised if certain expected property transactions are not concluded.  Similarly there are possible transactions that are excluded from the Plan that may come to fruition.
4.4
Efficiency Targets


This Plan includes some demanding targets for further efficiencies and savings.  Whilst there are a number of specific plans to achieve this, there are some targets included that are yet to be confirmed as both practical and achievable without compromising the operational capability of the organisation.

4.5
Contingency

There is a contingency of £2m to allow unexpected and unforeseen events.
5.
Restoration

5.1
The past decade has seen an increase in the network length of around 10% through the restoration of previously derelict waterways.  There have been some notable achievements in this time with very successful partnerships having been formed and developed.  We have also benefited enormously from National Lottery Funding through the Heritage Lottery Fund.  
5.2
We are at a point where the major restoration schemes are more or less complete, though there remain many more smaller schemes that are being managed by volunteer groups and independent trusts.  
With regard to other restoration projects British Waterways will be an interested observer rather than a direct participant.  We will not, in a time of constrained resources, commit funds to the expansion of the network which could jeopardise our primary purpose of securing the existing network.  We are though interested to see further restoration schemes completed by others, especially if these schemes can connect to our network, and we will, where possible, offer advice and guidance to these schemes. 

6.
Heritage

6.1
BW is responsible for a nationally important historic estate and the third largest collection of listed buildings and structures in the UK.  Our estate also includes 45 scheduled monuments, conservation areas, archaeological sites as well as being within the boundaries of four World Heritage Sites.  

6.2
This heritage endowment creates much of the essential character of the waterways and for British Waterways this is a business critical dimension.  It is our policy and practice to repair rather than renew for both heritage and environmental sustainability reasons.  We seek to sustain heritage wherever possible and often heritage assets act as a catalyst and foundation for our development proposals.  In seeking to be a model of best practice we contribute to DCMS’s broad agenda on valuing, safeguarding and interpreting the historic environment and we are in the vanguard of preparing Heritage Partnership Agreements in advance of changing heritage legislation.  Our Heritage is a key element in our drive towards making the waterways a valued national asset.

6.3
This plan focuses on the achievement of 100% legal compliance in heritage matters as an absolute baseline; the delivery of work standards judged as “Excellent”; the opening up of our heritage for public appreciation, education and enjoyment; the ongoing reduction of Buildings at Risk and enhanced competence and awareness amongst BW staff and volunteers through training and familiarisation.  

7.
Environment

7.1
We aim to become an increasingly environmentally sustainable organisation and to use our network to assist others to do likewise.  As custodians of Britain’s historic waterway network we seek to understand and manage the environmental and public benefit impacts of our actions.  In creating the actions in our “Green Plan” we aim to identify and monitor the key actions that we need to take to minimise our impact on the environment and to protect and enhance the waterways for the benefit of all users.  These actions will change the way we run the business and create greater operational efficiencies as well as sustainable benefit.

7.2
We undertake a very wide range of activities on the waterways.  Our Green Plan is based on four key anchors representing the priorities on which we will focus our efforts and internal resources.

The aims for each of our four anchors are:


Energy - we aim to measure accurately all our energy use and take action to reduce our carbon emissions 


Resources - we aim to assess our use of primary resources to minimise the environmental impact through appropriate use of renewable and recycled resources and by identifying alternatives to carbon intensive materials 


Waste - we aim to reduce the proportion of waste and dredged material that is taken to landfill 

	
Environment and Public Benefit - we aim to protect and enhance the waterways for the benefit of biodiversity and public enjoyment. 
	


7.3
With assistance from the Carbon Trust we have developed a Caron Management Plan for the next 5 years.  This Plan aims to achieve a material reduction in carbon emissions from BW operations.  Good progress is being made towards installing Smart electricity metres throughout BW, in developing initiatives to reduce business travel and commence a programme to improve the energy efficiency of BW’s operational buildings.
7.4
Operational water is a vital resource for BW and we are committed to effective and responsible management of water supplies in times of both drought and flood.  We will continue to invest in, develop and utilise SCADA water management system to improve our use of water and to reduce the energy used in water pumping.
7.5
We continue to develop micro generating hydro facilities, offering canal water for the heating and cooling of buildings, and low head hydro generating projects for the purpose of generating green electricity and facilitating low carbon buildings.
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