PART 1

(OPEN TO THE PUBLIC)
ITEM NO.

REPORT TO THE DIRECTOR OF HOUSING SERVICES

T0 THE LEAD MEMBER FOR HOUSING SERVICES

ON 11th JANUARY 2002

TITLE:  The results of negotiations with the domestic gas servicing contractor concerning the cost of extending the current contracts a further 12 months.

RECOMMENDATIONS:  That the existing contract be extended for a further 12 months and that the contract rates for servicing and maintenance are increased by the percentages detailed below for the extended period 1st April 2002 to 31st March 2003

EXECUTIVE SUMMARY: The existing gas service and maintenance contract with West Lancashire Heating Ltd. that has been running for three years, is due to expire on 31st March 2002.   Approval was given at Lead Members Briefing on 31st August 2001 to enter into negotiations with the above existing contractor to look towards extending the contracts a further twelve months.   This report details the results of these negotiations and seeks formal approval to extend the contract at the rates that have been agreed with West Lancashire Heating Ltd.

Approval was also granted by Lead Member at the above stated meeting to allow negotiations with North West Maintenance (MWN) Ltd. Discussions are still ongoing with this contractor because of poor performance issues that need to be addressed before reporting to a subsequent Lead Member Meeting.

BACKGROUND DOCUMENTS:

(Available for public inspection)

CONTACT OFFICER: Nigel Sedman   925 1290

WARD(S) TO WHICH REPORT RELATE(S) All wards

KEY COUNCIL POLICIES: Community Strategy, Salford Pledges, Housing Investment Strategy, Environmental Strategy

DETAILS:

BACKGROUND

The negotiations for the extension to the current contract has taken place against a background of uncertainty within the Domestic Gas market. 

The industry is suffering from a massive shortage of skilled operatives and it is envisaged that this situation will get increasingly worse.   There are two main reasons why this situation has occurred, namely, the shortage of apprenticeships within the industry and the new gas qualification requirements.

1.
Shortage of Apprenticeships

Since de-regulation of the gas industry and the subsequent demise of British Gas as a major training organisation, there has been a significant reduction in apprentice training places.

The trade press suggests that there is a nation-wide requirement for approximately 150,000 gas operatives whereas it is estimated that there are only 90,000 operatives within the industry.

This shortage is reflected in the salaries and conditions being offered for gas operatives within the press; for example salaries of between £800 – 1000/week, plus benefits are commonplace.   The annual pay increase in 2002/2003 is anticipated to be in the region of 16%, which is significantly above current inflation rates.

2.
New qualification requirements

In the past gas operatives have been required to train under the ACOP’s scheme, which required engineers to be examined in various elements of gas work.   The ACOP's qualification was valid for five years and was seen as a relatively inexpensive and straightforward qualification.

However, the ACOP’s scheme was replaced in 12997 by the ACS scheme, which was seen as a much more onerous and expensive qualification.   This resulted in an upsurge in gas engineers renewing their ACOP’s qualification before it ended in 1997.   Consequently these qualifications expire in early 2002, requiring each engineer to replace it with ACS qualification.   There is a view within the industry that many engineers will not renew their qualifications thus compounding the already serious shortage of skilled operatives.

The resultant effect of the above factors are now becoming evident through examples of service and maintenance costs being submitted to other local authorities within the North West Region.  Such examples of increases that were experienced in 2001/2002 are Wigan (22%), Trafford (20%), Oldham (28%) and Ellesmere Port and Neston (a massive 108%).

DETAILS OF NEGOTIATIONS

Negotiations regarding the cost of a contract extension have taken place with West Lancashire Heating Company Ltd., who were requested to submit their proposed costs for a twelve month extension to the existing contract.   The existing contract is a three-year contract with fixed prices for the first two years until 31st March 2001, and with fluctuations applying to the third year which expires 31st March 2002.

Consequently, the percentage cost increases submitted to the contractors relate to the original tendered rates that were submitted in 1998 and came into effect in 1999.

If approved, the new rates detailed below will be effective from 1st April 2002 until 31st March 2003.

West Lancashire Heating Company Ltd.

West Lancashire Heating propose an increase of 23% to the contract rates for servicing and maintenance.   A summary of their submission, which compares the actual current costs against the costs at the start of the Contract is detailed below:

ELEMENT
1999 COST
2001 COST
INCREASE
%

INCREASE

LABOUR

COSTS
£9.77p/hour
£13.63p/hour
£3.86p/hour
33.5%

TRANSPORT
£35.27/wk/van
£48.22/wk/van
£12.95/wk/van
36.7%

MATERIALS
£615k/annum
£708k/annum
£93k/annum
15%

TRAINING
£350/engineer

/annum
£1500/engineer

/annum
£1110/engineer

/annum
317%

The above table appears to indicate that the requested increase of 23% is reasonable.

The net effect of the 23% increase would be as follows:

· Original tendered annual service and maintenance cost


= £33.00

· Current 2001/2002 annual cost inclusive of fluctuations (6%)
            = £34.98

· Proposed annual cost for 2002/2003 (includes increase of 23%)
  
= £43.03

The estimated increase in the overall expenditure for 2002/2003 to take account of the above revised rates is approximately £400,000.

Comparing the 20% plus increases in tender costs submitted to other local authorities for 2001/2002, then the 23/24% increase proposed by this contractor for 2002/2003 would seem very competitive.

It is also worth noting that the increase in the 1999 tender sum compared with the 1996 tender sum was 20%.

Again, considering the difficulties currently within the industry, to the situation in 1999 when these difficulties were less evident, this further reinforces the competitiveness of the proposed increase.

During the twelve-month extension it is envisaged that further negotiations will take place to assess the feasibility of developing a partnering agreement with West Lancashire Heating Company Ltd.
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