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COMPETITION IS COMING
From 1 August, companies who want to supply water to customers will be able to
apply for water supply licences. 
Successful companies will be
able to apply to:

• develop their own water
source and use the systems
of existing water companies
to supply it to customers; or

• buy water ‘wholesale’ from
existing water companies
and sell it on to customers.

Non-household customers will
be able to change their water
supplier if they use at least
50 megalitres (Ml) of water a
year. Customers who are
eligible in this way include big
industrial plants, large health
service trusts and universities.
We expect that around 2,200

customers will able to take
advantage of this. 

It is our job, along with Defra,
to implement the new
legislation. This includes
issuing guidance on the
principles and rules that
existing water companies must
follow when developing their
procedures for allowing
licensees to have access to
their systems. We have
already published guidance on
the process that companies
should follow when allowing
new licensees access to their
systems, and guidance on
applying for a water supply

licence. Over the next couple
of months, we will issue
guidance on other issues such
as whether customers’
premises will be eligible for
new supplies, the protocol for
transferring customers and
managing strategic supplies.

We will consider applications
for licences from 1 August and
grant them from 1 December.
We will need to be rigorous in
checking these applications.
Amongst other things, potential
licensees will need to show
that they have a robust
business plan before we
will grant them a licence.

Annual Report highlights
We published our annual
report and laid it before
Parliament in June. Our major
achievement last year was
setting the price limits for
2005-10. It was the
culmination of two years’ hard
work for us, the companies,
WaterVoice, as well as many
others. On average price limits
will be 4.2% a year for each of
the five years. This is a third
less than companies sought in
their business plans. 

We have appointed an
independent steering group to
look at the way we carried out
the price review. They have
talked to a wide range of
stakeholders and we hope to
learn lessons that help us
improve the way we carry out
future reviews. We expect to
receive and publish the
group’s report in early August. 

Work progressed during the
year on transferring work from

WaterVoice to the Consumer
Council for Water. Work
on pursuing the new
arrangements for competition
set out in the Water Act 2003
also kept us busy.

A copy of the annual report
can be found on our website at
www.ofwat.gov.uk. We are
interested in your views on the
content and format of this
report. Comments to ingrid.
olsen@ofwat.gsi.gov.uk.
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Leading capital
maintenance role
for George Day

George Day, the new Head
of Capital Maintenance.

George is looking forward to
the new challenges
presented by this post. A
new team and a fresh set of
issues, complicated by the
corporate memory loss that
arises from Paul Fox’s (cost
base guru) exodus to Devon
and the imminent departure
of Bill Emery to ORR. 

An economist, George’s
early career was spent
working with the
Governments in Lesotho
and Swaziland focusing on
agriculture. In 1999 he
joined Ofwat, working first
as an economist for the
Competition team before
becoming Head of the
Supply/Demand Balance
team. So he has moved
from the theoretical work on
developing competition to
the practical issues around
keeping the sewers, pipes

and treatment works up
to scratch.

There has been ‘no
intellectual neglect’ of
capital maintenance over
the past few years with all
the work that has gone into
the development of the
common framework.
George is looking forward
to developing this area of
work and others in the
relatively short time slot
before his team becomes
embroiled in PR09.

As well as heading our
work on capital
maintenance, George is
also project managing
Ofwat’s work to develop
thinking on sustainable
development − what it
means to us and how
we will fulfil our duty to
contribute to its
achievement.

Sustainable development
means different things to
different people and
George is approaching this
work with an open mind.
He plans to involve
stakeholders in helping us
develop our approach. It is
an opportune moment to
think about this issue with
the fresh thinking and
challenges that a new
board will bring.

Helen Twelves is replacing
George as Head of the
Supply/Demand Balance
team.

The Consumer Council for
Water (CCW) will commence
operations on 1 October this
year. And there has been a lot
of activity to prepare for the
new organisation. 

Dame Yve Buckland was
appointed Chair Designate on
1 April. Shadow chairs have
also been appointed for six
regions in England and one for
Wales. The chairs will be part
of the CCW’s Council and will
be joined by up to four
independent members. The
following Council members
have been appointed:

• Sir James Perowne
(Regional Chair, Central);

• Catherine Harvey (Regional
Chair, Eastern);

• Andrea Cook OBE
(Regional Chair, Northern −
covering North West,
Northumbria and Yorkshire);

• Richard Sturt (Regional
Chair, Southern);

• David Bland (Regional
Chair, Thames);

• Charles Howeson (Regional
Chair, Western − covering
Wessex and South West);

• Diane McCrea (Regional
Chair, Wales);

• Timothy Hornsby
(Independent Member); and

• Janet Paraskeva
(Independent Member).

The process of selecting
regional committee members
has started. The interviews are

All systems
go for new
CCW and

WSRA

Continued on page 3...
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HOW WE APPROVE CHARGES
One of our duties is to approve
companies’ charges schemes.
We approve an individual
company’s charges scheme if:

• the overall increase in the
average charge that the
company is proposing does
not exceed that company’s
price limit; and

• the company’s charges
(including any new
proposals) are neither
unduly preferential nor
unduly discriminatory, and
they are consistent with
guidance from the Secretary
of State and the Welsh
Assembly Government.

As part of the approval process,
companies submit to us the
average increase in all
regulated charges for each of
the five main services they
provide: 

• unmeasured water;
• unmeasured sewerage;
• measured water;
• measured sewerage; and 
• trade effluent.

The increases in charges for
these services are weighted
together to produce the overall
average charge increase. It is
this overall average charge
increase that should not exceed
the price limit.

Companies can increase or
decrease average charges for
any of the five main services by
different amounts. A company
can, for example, increase
charges for unmeasured
sewerage services by a greater
percentage than charges for
measured sewerage services.
However, we check to ensure
that any difference in price
increases is neither unduly
preferential nor unduly

discriminatory to the group of
customers that receives either
service. 

It is important that charges for
individual services should
recover fairly the costs of
providing that service. We
regard the balance between
individual charges to be fair if
the share of total revenue that
companies gain from one
service matches the share of
total costs that they incur in
providing that service. 

In 2005-06, for example, the
percentage increases in
metered household bills were
generally higher than increases
in unmetered household bills.
This is because the costs of
providing a metered household
service is higher than
previously assessed. 

Charges for 2005-06 are
increasing by an average of
12.8% (including inflation at
3.45%). This increase is higher
than future increases because it
reflects the increased costs that
the companies have faced over
the past five years. More details
can be found in our ‘Tariff
structure and charges 2005-06
report’.

scheduled for the beginning of
September. Each regional
committee is expected to have
between six to ten members
and each member will be paid
£4,000. 

The CCW will be independent
of Ofwat with separate funding.
Its headquarters will be in
Victoria Square House,
Birmingham. The regional
offices will remain in their
existing locations, although the
Council can review its regional
structure. Staff working in
Consumer Representation
Division and the WaterVoice
Regional Offices will transfer to
the CCW on 1 October 2005.
This will allow the CCW to
benefit from their years of
experience. We are sorry to be
losing Roy Wardle, Head of
Consumer Representation,
who has decided to take a
‘gap year’. 

From 1 April 2006 the Water
Services Regulation Authority
(WSRA) will become
responsible for Ofwat’s
regulatory duties and
responsibilities, replacing the
Director General.

...Continued from page 2

Dame Yve Buckland, Chair
Designate of the new
Consumer Council for Water.
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Drought −− fact or fiction?

So, why is this summer
causing drought when we
came through dry, sunny 2003
without problems? In reality
the summer weather is largely
irrelevant to whether there is a
drought, although continuing
dry weather is aggravating the
existing problems. It was the
lack of rain last winter and the
dry spring that followed that
has resulted in the present
water shortage in the South
East of England.

So far, five companies have
asked for hosepipe bans in
their areas (Southern, South
East Water, Mid Kent, Sutton
& East Surrey and Cholderton).
It is possible that by the time
you read this more companies
will have applied for a hosepipe
ban. 

Rainfall has been the lowest
since the winter of 1975-76.
This means that underground
and some surface water
reserves are low, particularly in
the south. We will need months
of above average rainfall before
the reservoirs and groundwater
levels are replenished. We do
not expect supplies to ‘run out’,
as there are drought
contingency plans, which the
South East companies are
currently putting into action.

However, it makes sense for
customers to use water wisely.
We expect companies to take
additional short-term measures
to encourage customers to use
less water and to manage
network demand effectively
during a drought (for example,
by stepping up their levels of
leakage control).

To meet forecast demand over
the coming years and improve
the operation of their networks,
companies need to work hard
to hold down and, in some
cases, to reduce levels of
leakage from their systems.
Levels of leakage have been
reduced by nearly 30% since
the problems of the 1990s. We
expect total leakage to be
reduced by a further 8% (315
Ml/d) by 2010. The bulk of this
reduction must be delivered by
Thames Water where a 190
Ml/d reduction is expected.
Companies are also working
together to improve flexibility to
transfer water between
companies. 

The latest figures show that
most water companies reduced
the amount of water lost to
leakage in 2004-05. But
Thames and United Utilities
missed their targets for 2004-
05 and both companies have
much to do to recover from
their failure. We have put in
place special action plans to
monitor their progress.

In the meantime, expect to see
lots of advice on how to save
water. You can find more
information on the Environment
Agency’s website at
www.environment-agency.
gov.uk.

June is bustin’
out all over...
…but not any
more!
Each June we collect most of
the information we need in the
imaginatively titled ‘June
return’. This includes
information on each company’s
performance in delivering its
outputs, its service levels and
expenditure. This allows us to
compare and report on the
industry’s performance.

We are now consulting on
what information we need
going forward. With concerns
about red tape in mind our
proposals will reduce the
number of pieces of
information we need from each
company. Following each price
review we examine the
information we collect and
decide whether we still need it,
or if we need anything else.
Having done this we are now
asking what you think.

Our proposals incorporate
points coming out of our initial
discussions with the
companies. But we would now
like comments from all our
stakeholders. We will hold a
workshop to discuss our
proposals on 7 September and
would like your written
comments by 23 September. 

The full consultation is set out
in ‘AMP4 June return 2005-10
− A consultation paper on
monitoring companies’
performance’.

Please respond to audrey.
mason@ofwat.gsi.gov.uk. 
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FOCUSING ON CUSTOMERS

Whilst we have always been
interested in ‘social’ issues
within the water industry, under
the Water Act 2003 we now
have a new duty to have
regard to the interests of
individuals such as those with
low incomes, of pensionable
age, who are disabled or
chronically sick. 

In each edition of H2Ofwat we
intend to provide a short
feature about our work in this
area.

We know that some customers
struggle to pay their water bills
and that any bill increases are
unwelcome. Customers’ bills
went up from 1 April 2005, and
whilst we could not set bills at
a level acceptable to all, we
have ensured that bills are no
higher than they need to be.

Last year we worked closely
with Defra and other
Government departments to
review the affordability of water
bills and produce the
affordability report.

• Third party deduction
scheme −−  Working with
other stakeholders,
including those from the
energy sector and
consumer organisations,
to agree where the scheme
(incorporating ‘Water
Direct’) can be usefully
extended or modified.

We will update you on this
work in future editions of
H2Ofwat. 

We collect, analyse and
publish information relating to
social issues, such as debt
and vulnerable customers,
which we will also report on.
Examples include:

• industry debt levels and
debt recovery procedures;

• review of our guidelines on
dealing with customers in
debt; and

• numbers of customers
registered for special
assistance.

Sally Inett, Service and Performance Team

We are currently working with
Defra and other stakeholders
to take forward a number of
the recommendations in the
report.

• South West affordability
pilot study −−  Defra is
leading a group of
stakeholders to develop
and implement this work.
So far, the group has
developed a proposed
project specification and
circulated it to independent
parties with an interest in
affordability for their
comments. The study will
test the potential benefits of
actions that together could
ease water affordability
problems for lower income
households.

• Review of charging
effects −− This includes how
changes to tariffs can assist
with affordability. A steering
group formed by Defra is
working on the terms of
reference.

Affordability remains a key issue for many customers, particularly those on low incomes.
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Next issue −− October 2005
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.

This is H2Ofwat −− please tell us
what you think

We are aware that there are
many busy people out there
who are interested in what we
are doing but don’t have time
to read every document we
issue. In the last three months
we have published nearly 30
documents of one type or
another, more than eight
hundred pages in total. We
don’t expect you to read them
all, so this newsletter gives
you a flavour of some of them.

We plan to publish this
newsletter quarterly. By
bringing to your attention
each quarter a selection of
publications, we hope to help
raise awareness of the variety
of our activities. We have also
included a section on our
future work and when we
are likely to publish key
documents.

We will also bring you news on
the changes here at Ofwat and
WaterVoice as the new WSRA
and CCW get going. 

Let us know what you think
and what you would like to see
included in the newsletter in
the future. E-mail victoria.
botcherby@ofwat.gsi.gov.uk. 

News in brief…
Forward programme
−− 2005-06 to 2007-08
Our forward programme set
out the key areas of work for
the next three years. We will
focus on:

• implementing key elements
of the Water Act 2003;

• evaluating the 2004 price
review and looking at issues
that will affect future price
setting;

• working with Defra, the
Environment Agency and
water companies to support
the implementation of the
Water Framework Directive; 
and

• protecting customers’
interests by monitoring water
companies’ performance.

Goodbye to Bill
Bill Emery, who has been our
Director of Costs and
Performance and Chief
Engineer since 1990, is leaving
us in September to become the
Chief Executive of the Office of
Rail Regulation. We have
advertised for his successor −
the Director of Network
Regulation.

Companies’ plans
Now the price limits are
agreed for the next five years,
companies have prepared their
work plans for this period.
One-page summaries of each
company’s monitoring plan for
2005-10 are available on our
website or full copies from the
companies.

• Publication of ‘Self-lay
guidance: Competition
in providing new water
mains and service
pipes’ − August 2005.

• Publication of
‘Financial performance
and expenditure of the
water companies in
England and Wales
2004-05 report’
− 7 September 2005.

• Publication of ‘Levels
of service for the water
industry in England
and Wales 2004-05
report’ − 28 September
2005.

Key dates


