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AND THE NEW CHAIRMAN IS...

On 3 February Defra
announced that Philip
Fletcher would be the new
Chairman of the Water
Services Regulation Authority
(WSRA) when it is formed in
April. Philip Fletcher said,

‘I am delighted to have been
given the opportunity to lead
Ofwat through its transition to
the new WSRA and over the
longer term.’

The next step will be to
appoint a Chief Executive
and a board of executive and

non-executive directors.
Having a Board that makes
decisions rather than an
individual will change the way
we work. Behind the scenes
we have a team dedicated to
making the transition to the
WSRA as smooth as possible.

One of the first jobs, once the
WSRA is formed, will be to
decide its priorities for the
coming year. It will publish a
draft forward programme for
consultation and hold a
workshop for stakeholders.

Comparing costs

The ‘Water and sewerage
service unit costs and relative
efficiency’ report shows our
assessments of relative
operating and capital
maintenance efficiency for
water and sewerage services.

The range in our assessments
of water and sewerage
companies’ relative efficiency
has narrowed considerably
over the last five years.
However, there remains
scope for some companies

to catch up with the best
performers.

For the first time we used
a group of smaller water

companies to set the
benchmark for our relative
operating efficiency
assessment for the water
service. The four leading
companies for operating
efficiency in 2004-05 were
individually too small to be
used as a benchmark.
However, when grouped
together they represent 3.5%
of the industry turnover for
the water service.

The report for 2004-05 also
marked the end of the five-
year period following the 1999
price review. Over the five
years as a whole, the industry

outperformed our
assumptions on operating
expenditure. Over the last two
years operating expenditure
has risen at a greater rate
than price limits, chiefly
because of rising energy
costs and National Insurance
contributions.

There is a wide variation in
unit costs between
companies, which increased
in 2004-05. This reflects
differences in operating
environments, the scale of
new quality expenditure and
inherited systems, as well as
the efficiency of the company.




Welcome Melinda Acutt —
new Director of Network

Regulation

Dr Melinda Acutt, our
new Director of Network
Regulation.

In the run up to joining
Ofwat, one of the things that
Melinda was most looking
forward to was exploring the
safe in her new office. It
wasn’t an ordinary safe, but
more than six feet high and
four feet wide. Surely it held
all of Ofwat’s secrets, and
maybe even a few
skeletons? Sadly, when she
finally got to open it, it had
been stripped bare. Maybe
Ofwat doesn’t have any
secrets?

On the plus side, she is
pleased with how friendly
everyone is in Ofwat.
People talk much more
fluently when they are not
worried their words may be
used in evidence against
them in the future.

Melinda has now spent
over a month at Ofwat as

Director of Network
Regulation. Her early
professional life was spent
as an academic economist
lecturing at Lancaster and
Liverpool Universities. She
then moved to the Yorkshire
Water regulation team
where she applied the
economic techniques to real
life to ensure good value
investment decisions. She
became a guru of cost-
benefit analysis and
surveyed customers to

see how they valued
environmental services

and customer services.

Melinda believes it is a good
time to join Ofwat as the
Water Services Regulation
Authority is being created
and we start looking forward
to the 2009 price review.
She wants to make sure
good value is delivered over
the long term for both
investment plans and
operating costs, while taking
into account sustainable
development. She considers
good value can be
assessed using cost-benefit
analysis, econometric
techniques and engineering
expertise. It is important that
consumers’ views are
considered, and she looks
forward to working with
CCWater and the quality
regulators.

PRO9 —Is
five years
right?

Having had a whole year’s
break from setting price limits
we are now starting to think
about the next round of price
setting. We are looking at
questions such as ‘For how
long should the next set of
price limits be set for?’

This work has been prompted
by a commitment made in
2003 to review whether five
years is the right length for
setting price limits. In ‘Setting
water and sewerage price
limits: Is five years right?’ we
are consulting on issues
around the length of review
periods and how they affect
the way companies plan their
future work.

The issues raised include:

e whether there is anything
we can do to help
companies plan over
the longer term;

e whether we can give
companies any comfort
beyond the immediate
price setting period; and

e who should carry the risk
of changes in
circumstances between
price reviews?

The closing date for the
consultation is 5 May.
Responses should be sent
to Victoria Botcherby.

The consultation responses

will inform the decision to be
taken by the Water Services
Regulation Authority.




WHAT DO
YOU THINK
OF OUR
WEBSITE?

We are currently looking for
feedback from all users of
our website. We continually
monitor the content and
structure of the site in order
to make sure it meets the
needs of stakeholders.
However, we need your
contributions.

Our short survey seeks your
opinion on how easy the site
is to navigate, asks what
information you look for and
enquires whether you are
successful in finding it. We
are also interested in any
additional information or
services that you would like
to see on the site in future.
Please let us know of other
sites that you find useful,
along with their links.

We are interested in your
opinions whether you work
for a water company, are a
domestic customer or even
if you are accessing the site
from another country.

The survey only takes a
couple of minutes so please
take part. Thank you for your
participation.
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Supply and demand —
managing the

balance

We are conscious of a
potential impact of the current
dry winter on companies and
customers.

The Environment Agency’s
latest assessment is that
even with average rainfall
for the rest of the winter and
spring, water supply in
south-east England will be
tight this summer. Despite
the reduction in customer
service, we consider that
hosepipe bans represent
an appropriate tool for
managing demand in such
circumstances.

Price limits for 2005-10
assumed that companies
would make any necessary
improvements to meet
changes in demand for water
from new and existing
customers by:

¢ reducing leakage to the
economic level;

e enhancing management;
or

e commissioning new
sources.

We assumed that companies
would need to invest £2.3
billion (or £3.1 billion net of
grants and contributions) to
make sure that the supply of
water meets essential
demands and that the
sewerage systems can deal
with any increased volume of
sewage.

Over recent years most
companies have made good
progress in bringing leakage
down to an economic level.
This is the level at which it
would cost more to make
further reductions than to use
water from another source.
Companies have also made
progress in promoting the
efficient use of water. Both
these issues are covered in
our most recent ‘Security of
supply, leakage and the
efficient use of water’ report,
published in October 2005.

In October 2005 we joined
with Elliot Morley, Defra
colleagues, the Environment
Agency, CCWater, Water UK
and waterwise and created
the Water Saving Group.
This group will work together
to identify and implement
solutions to improve the
efficient use of water in
households. Our particular
role within this group is to
look at the best practices
and incentives in the current
system to promote water
efficiency. However, we
recognise that while only
about a quarter of household
customers receive a metered
supply of water, the majority
of customers will not benefit
financially from any water
savings they make.




OPPORTUNITY KNOCKS

The water supply licensing
regime was launched on

1 December 2005. It took us
two years, ten consultations,
six update bulletins, four
workshops and an unhealthy
amount of chocolate to get
there, but in the end we
published the key guidance
and procedures in time for
this date. Most importantly,
thank you to the stakeholders
who helped us at every stage
of the process. Together we
developed the competition
framework and our final
publications were realistic
and practical.

So how is the water industry
likely to change? We have
always said that the new
regime will be ‘slow burn’
rather than ‘big bang’ and this
is partly because of the
limited scope of the changes.
The new competition
opportunities are available to

non-household customers
who use at least 50 Ml of
water per year (or 50,000
cubic metres). This is about
2,200 customers. Household
customers and smaller
businesses are excluded but
a number of large users have
already expressed an interest
in changing suppliers.

Would-be water suppliers ask
us for a water supply licence.
We started receiving
applications in August last
year. We have granted three
licences so far and recently
received another application.
Most of these have been
from associates of existing
appointed water companies,
but independent businesses
are also interested in entering
the market. We expect to
receive further applications
shortly. In a year’s time,
eligible customers might have
as many as ten water

suppliers to choose from.

Our work did not stop on 1
December. We are watching
and monitoring how the new
market develops and, where
necessary, taking further
action to make sure it
operates effectively. We are
continuing to process water
supply licence applications.
We plan to hold further
workshops to make sure that
the industry understands the
new regime and is kept
informed of any changes,
including those it should be
making. A key part of our
work involves reviewing
appointed water companies’
access codes to ensure that
they comply with our
guidance.

The playing field is set, some
of the teams are already in
the changing room but who
will emerge first into the
market?

Paying for new investment

Utility businesses, such as
the water and electricity
industry, need to raise
finance to deliver large
capital programmes. The
Treasury and the DTI have
expressed some concern
about the increasing
proportion of debt finance (or
gearing) being used by these
businesses. They asked us to
work with Ofgem (the energy
regulator) to:

e |ook at new ideas for
encouraging equity to
remain in the sectors; and

e consider how regulators
might develop indicators of
financeability as a long-
term complement to those
of credit rating agencies.

Financing networks
discusses these issues
including:

e issues relating to capital
structure;

¢ how levels of gearing
impact on the regulatory
framework;
ideas for reducing the
uncertainty around the risk

of allowed revenues; and

e whether aspects of the
present approach to
setting price controls make
it unduly difficult for
companies to finance their
activities.

A joint seminar will be
organised by Ofwat and
Ofgem to allow further
discussion. Both regulators
will use the views raised at
the seminar and the
responses to the paper to
decide how to proceed.




Focusing on consumers

What’s going on in Service and Performance team? Here’s a round-up of work that
has been published on our website recently.

Vulnerable Groups households. Defra recently purchasers. In April 2005 we

Tariff announced that Eaga consulted on further
Partnership Ltd will carry out measures to strengthen the

Under Government the fieldwork over the next Order. ‘Review of the Water

Regulations some metered six months and WRc will Resale Order — Conclusions’

household customers are evaluate the project. Up to summarises more than 200

protected from paying large 800 households in the south-  responses which broadly

water bills. Customers are west will take part in the support our proposals. From
entitled to a capped bill if study. 31 March the Order will be
they receive certain benefits, . revised to reflect our

an dyeither: Conclusions of _ conclusions.

e have three or more water resale review Dealing with
dependeqt _chilf:iren aged Water resale occurs whfan customers affected
up to 19 living in the water or sewerage services .
household; or provided to a person by a by sewer flooding

* have (or someone living in  water or sewerage company gnd the GSS
the household has) a are sold on by that person
medical condition which (the re-seller) to a third party On 21 November we issued
requires significant (the purchaser). Water resale 2Paper asking for views on a
additional water use. commonly occurs on mobile ~ humber of proposals relating

home parks, in flats, to the Guaranteed Standards

We collect details of the
number of applications made
to companies for this

apartments and other rented ~ Scheme, particularly those

or leasehold accommodation. relating to sewer flooding.
Comments on our proposed

assistance on an annual The Water Resale Order changes to standards,
basis. In 2004-05, around specifies how a maximum payments and guidelines for
9,000 customers benefited resale price should be set to dealing with customers are
from the Vulnerable Groups prevent re-sellers from requested by 21 February
Tariff. overcharging their 2006

We encourage companies to
advertise this assistance as
widely as possible.
Customers who feel that they
may be eligible should
contact their local water
company for further details.

Study on water
affordability

This Government study will
examine the combined effect
of benefits checks, water
efficiency measures and
metering on low income




Sustainable development workshop

On 24 November 2005 more
than 50 stakeholders joined
us at Aston University to
discuss our new statutory
duty ‘to act in a manner best
calculated to contribute to
sustainable development'.
We thank all those who
contributed to an interesting
and highly informative day.

Philip Fletcher encouraged
delegates to communicate
their views in his opening
talk. Speakers Ruth Davis
(RSPB), Richard Ackroyd
(Yorkshire Water) and
Andrew Marsh (CCWater)
presented some challenging
ideas.

We asked speakers to
provide presentations that

stimulated debate in the
breakout sessions. This was
well received. Speakers
helped identify a number of
specific policy areas where
we can help contribute to
sustainable development.
Among the many areas
highlighted were:

e our role in encouraging
cost-benefit analysis;
tariff innovation; and

the implementation of the
polluter pays principle.

All three speakers noted our
influence in researching
consumers’ attitudes to
domestic water use and
providing them with
‘sustainability education’.

All delegates had the
opportunity to take part in
discussions and there was a
lively exchange. Breakout
group facilitators fed back
key points from these
sessions in the plenary.
Notably, they identified
‘headline themes’ for us to
address such as:

¢ |ong-term planning;
e water resources; and
e metering.

The workshop generated
valuable material to inform
our next step — a consultation
paper, due out this month.

Slides from the workshop and
a detailed summary are
available on our website.

News in brief...

Tariff update

We have agreed with each company the new charges for
2006-07. ‘How vour bill is changing’ is a short summary of

how the new charges will affect household customers. We
are producing one for each company.

Understanding what we say

We know the water industry is full of jargon and sometimes

we cannot avoid including technical words and phrases in our

publications. We have prepared a glossary of terms to help

you understand our work better.

Key dates

Forthcoming publications
in February and March:

e ‘Contributing to sustain-
able development — a
consultation on Ofwat’s
approach’ — 22 February

e ‘International
comparison of water
and sewerage service
2006 report’ —

28 February

e ‘Water and sewerage
bills 2006-07’ leaflet —
9 March (figures will be
available on our website
from 21 February)

Next issue — April 2006

For more information about the Office of Water Services and the work we do, visit our website at

www.ofwat.gov.uk. If you have any comments about this issue, or suggestions for future issues,

e-mail the editor at victoria.botcherby@ofwat.gsi.gov.uk.




