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INDEPENDENT REVIEW OF _u_wO ,_chm_smz._. 00<m_~z>20m iN NI WATER

| have now had the ob_uo:cn_s\ _o g <_m<< the draft Report, focusing mainly on the facts and
findings. As DRD Accounting n_m, icer; | have concerns that the Report does not address the

core issue as outlined in the ._,m:_jm a__..;, Reference.

2. <<E_m the Report identifies ww:m*___ﬁsmﬁm have been governance failures on the part of NI
Water, it seems to me that the emphasis is actually on what the IRT has seen as failures in

c:_ma_cm mBU:mmmm could mmm=< lead an zzum&m_ reader to

wish to consider revising the xm“muo
where responsibility for the Eoo_w_ﬂm:__u Nt governance failures lies.

3. One of the reasons _“o_. mmx__._@ Em IRT to undertake this review was to have some clarity
about the cause of the identified H.m__ es and an independent view as to where responsibility
lies. | am mm_.ma that Em current aqm: does not: provide. this omm:G On this ‘basis it would be::
diffi cult, on the back of the xmv:n ind | mow:os_mamm that 1 have not seen your proposed

«mooa_,:m:n_m:o:mv to clearly n_as m the Minister on the necessary actions ‘in moving

- :




«moom:_mm Em a_m_oc:_mm mx_um_,
._uo<m_.=m=om m:a amc_mﬁo_e _.m@“ _W

_ forward. | would therefore ask ‘_M,\oc_ﬁ_u reconsider the Report with a view to clarifying your

findings and following these through ”__%o your recommendations.

4. Tuming now to the more am_éwmm_ drafting, the Report fully recognises the issues faced

by NI Water in relation to the __no;__”n“mx governance arrangements. However, it fails to .

,m__ by DRD officials in trying: to: administer a charging,
s/eloped under Direct Rule Ministers: This has been in

an environment where the devd ved! administration has been reluctant to implement the
decisions of Direct Rule g_:_mﬂmz“_r ._,”_em consequent difficulties were manifested in a number
of ways which served to 9m<m;”ﬁ th ”_ wcmnmnam:.ﬂ from initiating action in accordance with
best practice corporate governance M”m_:.m:mmBm:ﬁ._ | believe that these issues need to be
addressed in order to bring _um_m:”_mum m:a fairness to mrm Report.

5. .For Em __ﬁ..m um:ma Em Di arf nent has u8<ama -additional: supporting: evidence at

‘Annex 1. This contains an extract :,2: Section 4.3 oﬂ the Report with further Departmental

evidence inserted in blue text Um_os mmo: of the key findings. | hope that the IRT will take

ﬁ:mmm comments on board in or * r to present a more accurate picture of the situation.

I 2VISIo cluded g
will note that in one _m”_r..__m_@mmz.u.gm revision we have again emphasised the Department’s
“support and encouragement” _“o_ _.m::w:om MacKenzie in his role both as Chief Executive
and Accounting Officer. | would son_.pm that Laurence would confirm that this has been the

Department’s position since his m_.“_vo;:q:ma.

6. 1 copied to you yesterday a m::._;EQ of the ongoing Internal Audit work, including early
findings from the ‘deep-dive” exe B_m:w Although the Chairman had not agreed to provide

this detail, as there appears to be m<_n_m nce of further failures, Ewould: expect the IRT to "mxm,
inalising.the.Report:.- For the record, | regarded this as an

:::m_uE_ muvﬁomo: on the nm; o:sm G sm:s._m: particularly in the light of concerns that have
been expressed about what 3.@2 be ?4823 as the Board’s interference with the ongoing
Internal Audit investigations. i ao‘_cm__a,\m the IRT is entitled to comment on these issues as
you see fit and have no oc_mﬂ_o: to you making clear that the DRD Accounting Officer

t:

m:mﬂma with you a report on the mm_ _< ua.__BEmE findings of the “deep-dive” exercise.

\ff.




Annex 1

Extracts from Independent _um:m_w wgw_”_u__o;

f\ 2.2 ....... DRD, as the sole m:ma,mw:o_nw”mm; in NIW, set a number of objectives for the new
~ company, to: :
It would be preferable if this mg__m:n & was amended to read:

Under Direct Rule Ministers, U_.._MU, iis the sole shareholder in NIW, set a number of
objectives for the new company, to: -

/\ 2.31....... In the planning for s,.m”_mn:__um the new 0.,000. DRD adopted the Shareholder
_ Executive {SE) model for the a_mo;m”_amw_& its shareholder function.

‘Again it would be b_‘_mﬁm«mm.ﬁm if u:__,__.m m,_m_zwxmznm was amended fo read:

= In the planning for vesting the :@_s_ﬁ GoCo, under Direct Rule Ministers the DRD
adopted the Shareholder mxmn::<m Awmv model for the discharge of its shareholder
function. ; .

I

2.5 Recent Development

The IRT became aware of a mmzuocmmw disconnect between the NIW Board and its Chief
. mxmncmé over the way the Oo:ﬁ_.m,_wm &M_M_,_mun_.o«_m_ report had been notified to the Shareholder
without consideration by the NIW m”_wom:m“_“.” The NIW Chief Executive had initially tendered his
resignation and had subsequently _,“.m<=§_m=m.m<<: this. In the interim, the IRT has been told that
the position had worsened and is n¢ W _:.mno:g_mc_m Whilst this matter is outside our
scope we are concerned about Sm m,ém_.m difficulty this situation causes in enabling the
~  Shareholder and NIW to put in U_m_..m g_ e necessary remedial action plan to implement our
recommendations.

The term ‘serious disconnect’ i 3”__&6« anodyne and technocratic. Why not call it

what it is — m ‘breakdown in the mwm.@__a‘.oamib.v Suggest that the ahove paragraph is
couched in more neutral terms si, 6: il S/

It became clear te the IRT z_m_ 5_”_6 were o__mm_._:m views within NIW about the
mm:o:m_._mmm of the _mm:mm which _zm.... contained in the Contracts Approval report. The
Board said ......... The Chief mxm.m__n:ﬂ_e”m said....... This situation now appears to the
-IRT to be irreconcilable and m:ogw_n_‘ not be allowed to continue.



" The word ‘disconnect’ again.

_ created an incredibly oo_.:n_mx mo

__)mvmanoamﬁ role.against a-

likewise in ﬁmm.cma of the Si

It may be more appropriate to E_.mwwnm the above para in Mmom.o: 3.

2.6 Summary

“ 1t is clear that NIW has been cper: E:m in a complex and dynamic business context since

vesting and that the changes in Em composition of the Board and senior management have
not been helpful in ensuring mﬁn_c___g ._.sm recent disconnect between the NIW Board m:a its

Chief Executive is very serious %: wist be rectified.

“_ 0 E om: it @ ‘breakdow ' The recommendation am&am on

from this should point clearly 8 :o% Sm :ﬂ. sees this ‘sarious’ mnzm:oz umam aoﬂ__:ma.

4.3 Findings

A key issue ﬂo_. NIW has cmm: .m:n_ no:ﬁ_scmm to be the confusion over organisational
strategy mza the status of the :_.mm:_mm:o: as both a GoCo and an NDPB. This has
arnance and stakehoider environment involving the
Utility Regutator, the SU; and L:o »008-09, the additional overlay of NDPB
mnooc:ﬁmc___s\ qmn:__.m:nm:ﬁm _: mn_an_o: to the complexity of the model, evidence

Emmmama to the IRT has hig :__@Zma the significant resource commitment required across

-the entire governance m<m§: to. _jm_s.ﬁm_: the model. This governance structure _m heavily

demanding on both DRD m_.a 2_5 m:a is reflective of the increased public mooocamc_:é

The Report recognises the is m:m ﬁmomq by NI Water in relation fo the complex governance
arrangements but fails to: ﬁmoamé 52, Sm impact on Sm Um_omnﬂ:m:ﬂ of seeking to manage the

Bp_mx political backdrop.. The Report acknowledges the impact

_Ow the departure of Senior mx ecu, Emm m:o_ Non-Executives in NI Water; 3056_\3 it fails to do

: m;camﬁ “it was not until September 2008 z‘_mﬂ the Shareholder

‘,m::ono: was at full nm.omo&\ Before then the posts were covered by a series of acting up,

double _633@. mﬁﬁmncmﬂm,sa mm_msq vacancies from Permanent Secretary to Grade 7

inclusive.

)
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IRT’s key finding for DRD mm :m_g.:o_am_. relates to its slow speed of response to the

following events:

_» strengthening NED capacity ar a ms E,_:u this was in ling with good governance;

Additional evidence i

Mindful of .adhering to cmmﬁw uam._qwzom in corporate governance, in September 2007
Umvmnamam_ Officials had u_.mmm« ol _m submission for the Minister containing advice on the
appointment of Interim Non- mx U :u Directors to the NIW Board for 6-12 months, pending
the outcome of the _:anmaam a _“_m_sm_ Review. However, the Minister's Special Advisor
made it _n_mm_ﬁ that the Minister W,mamm_.eo:nmﬂ:mn_u that such appointments would amount to a
“statement of intent” on his nm_m.w. As a result no new Non~Executive was to be appointed
while the Review was ongoing. =

The Panel mm_uo; was n:_o__m:ma _3 _.m;m January 2008 and the Department acted quickly to
launch the public appointments Muﬂon mmm in early February and adhered to a tight timetable to
make the appointments in mm_.E r_c_u\ m.oom

. mnﬁo_:zzn a new Chief Executive following the Chair’s appointment into dual role;

“and

Additional Evidence Lo :
it is NI Water’'s responsibility to “”mmﬁ_un_.___: the Chief Executive. However, under the uo<m.3m:om
arrangements, DRD is _,mn_c:.maw_o sacure DFP approval to NIW Board Remuneration. As a

‘result, in advance of any ma<,mm_wmm§u_om the post, the "u_.onommﬂm. for the remuneration of the

new Chief Executive post were __w.mﬂmAH___ﬂ..mq to DFP on 21 August 2008. DFP did not convey its
approval until 7 November moommw“. ._.””jm competition was launched during week commencing
11 November 2008, L :

mo____osi@ the competition, the &if mjw_wm_m,_o_amﬂ Consent to Laurence MacKenzie's appointment

 issued to NI Water on 11 March 2009. The fact that the position was not filled until 27 July

was as a result of the need for m n@ﬂ_ﬂ_oma of notice to be served with the former employer.

s

* appointing the Chief mxmocﬁzm.moﬁ 7”__“___.2 as >wooc:=:m Officer immediately following

_ﬂmo_mmmaomzo: of the oam_.__mmcn n m__, m: NDPB.

Y



Additional Evidence

The Eto_mmma_nmro: of NIW mm an: Zo_um was m_m:m__ma in earnest to the Department in
October 2008. The oo:mmuo:am.:om ?03 DFP at that time, indicated that the re- -classification
was for PE purposes only and .,.= m___ other respects, such as the status of the GoCo and

its governance, there is no n_._m:m,_u

The Umnmn_.:ma warked close _< wiih DFP until January 2009 to clearly understand the
implications of the re-classification. and to seek to minimise the impact on Ni émﬁmq., The
burden of analysis and risk *m__ ﬁo g .:u Department rather than the company. it was probably
at <mm?m3a and indeed s:m___.mg__._ of the DRD Accounts in June 2009 before the full
implications of the re- o_mmmsﬂ_omco: were clearly understood. By then a decision had already

peen taken to appoint the new 03; 4 Executive as Accounting Officer.

‘Delay in mmn: of these contril ccaa to the creation of a governance environment that has
oo:c._ccﬁma to the o_ﬂocawﬂm:omm __._ which the governance failures noted in the previous

section have occurred.

The evidence provided mc:<m sSS.Q indicate that the delays _.m.«mz.mq to by the :ﬁ.
were not within the no:ﬂ.o_ of, E. as a result of inaction by, DRD officials. The .mm:mm
referred to were as a rest i ﬂ__.. the complex political environment surrounding the
decisions to delay the Sn:uo.g_.._:oz of charging coupled with an __znmhmanman Review
of the Water Reform v_‘ou_ E:Em. The eventual outcome resulted in the re-
classification of NI Water.

The IRT text above m.cbmm_ﬁ 2__ om“mw a ‘get out clause’ .ao_. the failures within NI Water.
The Department has ?..os_umn m:mmmmumo. text in red below to address this..

In terms of DRD’s role in .%m __a_“m_.zm_ Audit environment of NIW we consider DRD was
initially stow to act to m:m# __,o H_._.wﬂ NIW was taking internal audit matters seriously.

_ >n_o__».o=m_ Evidence

“in terms of DRD's role 5_ %: _:ﬁmq:mm Audit environment of NIW it was difficult for the
. Department to come toa <_m<< Umom:mm of the delay in receipt of Assurance Staterents and
internal Audit Reports. The Nid-Year Assurance Statement for 2007/08 was not provided
until 2 >v:_ 2008. it was 28 ,_cE 2008 when the _:ﬁm_.sm_ Audit Opinion for 2007/08 was
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raised with the Umumnama it égm :n___ﬁczg_ 29 August 2008 that the first of the \nternal Audit
Reports were c_,osamn_ to ﬁsm Sh _ﬁm: older.

By this time __um:_ Priestly had m:mm% written to the Chaifman (22 May 2008) to supplement
the governance m:.m:omam:ﬁ.,. T_m identified that the Non-Executives and the Audit
Committee have a crucial ﬂo_m to “__.3_ in the accountability of the Company. He requested
details of the Internal Audit _uam«m_ﬁam developed and mnuqo,__ma by the Audit Committee for
poth.the 2007/08 and moom.\o: z?wsgm_ years. He mmxma that the necessary arrangements

be put in n_mom in order 10 m_..mcs that, as @ matter of course; all internal Audit Reports,

periodic _»mvonm and Updates ma _mmcma to the ghareholder Unit as soon a8 they have been
igsued to the Ooavm_é in fini al form. He alsO asked that the ghareholder Unit be oﬂosama
with the minutes of Audit O_UB: _ﬁmm Meetings (these are stilt not g.osam&_ it was also
requested that NIW m_:oc_a als draw 10 the ghareholder Unit's attention any significant
igsues of concern which :m <m ﬁ__m.m: raised by the Audit Commitiee. The Shareholder Unit

should also be v..os%a s_a_ .%m. ,uxﬁm_,:m_ auditor's Bm:mmmam:ﬁ letter.

1L :mum_:m following text no:..o. um, _

As a result of .%m oo_,su_mx uo_;_om_ environment surrounding the Water Reform
programme it was not m_yzm; s possible for DRD officials to act immediately to secure
pest practice no%o_.m&o mog_m._.smznm m:m:maam:ﬁ for NU Water. This Bmmsﬁ that there

was 2 delay in mﬂ.m:mz._o::_m NED capacity on the Board until the ou! tcome of the

. ..:a_mumsnma Water m.._*o;”n panel's work was known. The ooaam:ooami of the

m_uuo._iamsﬂ of the :22 2:& Executive was delayed whilst seeking 0 secure DFP
: ﬁc..o,.m_ to the ..mBE_m_.m‘_ jon package- The full _Bt:nma_o:m of the _.mo_mmm;_om:o: of
‘NI Water as an NDPB, ms_n the consequent need for the mvﬁo_:ﬂamsﬁ of the NI Water
CEO as Accounting om__-_wa did not pecome clear until June 2009. \n terms of the
internal Audit m=<=2.3mﬁa within Nt Water it was difficutt for the Omumq::m:ﬁ to come
to an early view aoo._,:m@ _o* the delay in receipt of Assurance Statements and internal

* audit Reports.

© These delays noi_,_ucﬁé to the creation of m_. mo<o3m:om 22_3::53 that has

no:ﬂ.tﬁmu to Em n_q_,,camﬁsomm in which Sm mo<m..:m=nm failures noted in the

v..mﬁo:m section _amg_._ on:..qmg io&gmq. ﬁs is no oxncmm for the failures in

: m..on:«mami 2_..5_: :m 5@ peen _nmﬁama within Nt Emﬁmq. .



7. If you require any E::_wﬂ mwi”_“oaamzo: on the detailed evidence please contact
" Barbara Faloona.

: [signed]
PAUL PRIESTLY }
/(\,




