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QUALITY AND

PERFORMANCE

SCRUTINY COMMITEE
25th MARCH 2002
PART 1 

(OPEN TO THE PUBLIC)

SUBJECT:                  ELECTRICITY CONTRACT SITES 

                                   SUPPLIED BY INDEPENDENT ENERGY

REPORT OF:           DIRECTOR OF CORPORATE SERVICES
FOR INFORMATION

A. REPORT SUMMARY

1. PURPOSE OF REPORT:

To update members on problems encountered with Npower and KPMG on the collapse and calling in of receivers at Independent Energy.

2. RECOMMENDATIONS

Members are asked to support the actions taken by Law and Administration.

3. ROUTING

Direct to council.

4. IMPLICATIONS

4.1
Resources (Finance/Staffing):
The operation of an efficient Energy    Management Group contributes to considerable cost savings to the City Council. 

4.2
Performance Review:


Not Applicable.

4.3
Environmental:
 

4.4
Equal Opportunities:


Not Applicable.

4.5
Community Strategy:


Not Applicable.

4.6
Anti-Poverty Strategy:

Not Applicable

IF YOU HAVE ANY QUERIES 

PLEASE CONTACT

Jim Gosney         793 3472
BACKGROUND DOCUMENTS

QUALITY CONTROL
Report Prepared by    Jim Gosney 793 3472

Checked by                Donald Simpson 793 3290

Corporate Services (Finance), Salford Civic Centre, Chorley Road, Swinton. M27 5AW

REPORT DETAILS

5. BACKGROUND

The City Council entered into a contract with Independent Energy in June 1998, for the supply of electricity.

Unfortunately, Independent Energy had a variety of problems, resulting largely from their inability to appropriately register all the sites under the contract, and chronic inaccuracies in their billing arrangements.

Independent Energy went into liquidation in September 2000 and KPMG were appointed as receivers.  Prior to this, Independent Energy had agreed to pay the City Council compensation of £103,918, calculated largely on the basis of potential savings not achieved under the contract as a result of their inability to register sites on time.

Subsequently, Npower bought all the business customers from the receivers, and agreed to supply under the same contract terms.  On 31st March 2001 the Independent Energy Contract was completed and another supplier was appointed (Scottish Power). 

6. THREATENED DISCONNECTIONS
The problems experienced under the Independent Energy regime largely continued when the business was transferred to Npower.  Indeed, no invoices were received from Npower until they realised the business was to transfer to Scottish Power.  When received the bills were in a totally shambolic state, including duplicated invoices, wrong addresses, wildly inaccurate estimated readings and even premises that did not belong to the Council.

As a result of the inaccuracies, the City Council refused to pay and Npower responded by threatening legal action and disconnections at three sites that they thought they still supplied! The threatened disconnections were particularly worrying as Npower refused to disclose the intended sites.  In response, the City Council referred the matter to the regulator (Energywatch), who investigated and prevented Npower from disconnecting the supplies.  They recommended that the two parties should get together to try to reach a negotiated settlement.

7. ONGOING NEGOTIATIONS
On the 5th September 2001 a meeting took place between officers of the council, an Npower representative and a representative from KPMG.

In response to the integrity of information, Npower produced a “model” which estimated the Councils outstanding liability to be in the region of £830,000.  Subsequent analysis of a sample of the outputs from the model has indicated that it is wildly inaccurate and significantly overstates the Council’s liability.

Npower had initially stated that the outstanding compensation would be taken into account, but have subsequently appeared to backtrack on this issue when the magnitude of the compensation agreed with Independent Energy was realised.

A further meeting on 25th September failed to resolve the outstanding issues and the parties are, if anything, even further apart than they were initially.

Although initially stating that they wanted a negotiated settlement, they now appear to be reluctant to continue on this route, as the integrity of their model is seriously compromised.

On the 29th October the City Council wrote to Npower and KPMG formally requesting their revised settlement figure taking account of the outstanding compensation.

On 6th December Npower requested payment of £613,229, which was not in full and final settlement. This figure was utilising their extrapolation method based on a “model” which had proved inaccurate and no acknowledgement of the compensation claim of £103,918 was made.

On 19th December a meeting was held with the regulator, Energywatch. The meeting was very useful and it was agreed that both Energywatch and the City of Salford would write to Npower to challenge their offer.

On 21st December we wrote to Npower requesting that they deal with the outstanding issues and that a meeting with Energywatch may assist in the resolution of this problem.

On 14th January Energywatch wrote to the City, informing that Npower had verbally replied to their letter and stated that they did not have sufficient information to create accurate bills, and wanted to pursue the matter in court. No reply was received direct to the City until 7th February in which they still disagreed and requested payment on account. They were also threatening “de-energisation” of supplies.

On 14th February an offer was made in full and final settlement, including the compensation claim, of £264,828.63. We received a reply, via, email on 6th March requesting payment on account and not accepting this figure as full and final settlement. At short notice we were invited to attend a meeting in Birmingham at the offices of Npower. It was felt, as previously suggested, that a meeting with Energywatch at their Manchester offices would be more appropriate. However, this offer was declined by Npower who felt that due to the pressures of work they could not attend.

We have written to reiterate that none of the following three main issues that the council asked to be addressed have been answered and also that our previous offer of £264,828.63 still stands:

· The integrity of information on the invoices

· Clarification of the legal relationship between Independent Energy, Npower and KPMG

· The outstanding compensation issue

We await a reply.

