Water metering costs

Optional metering: The average cost of an optional meter is around £194 outside the South East.  In the South East (ie for those companies listed in the table below), the average costs are somewhat higher at around £226.  We think that this is due to a combination of higher labour costs in the south east, and a greater density of more ‘complex’ fits (e.g. flats or properties with shared supply pipes).  These figures are derived from the 2004 business plan submissions and are quoted before taking account of the improvements in efficiency that companies are expected to deliver in the period up to 2010.  Companies in the South East tend to fit mainly external meters.  External meters are generally more expensive to fit, as they involve the creation of an external meter space (‘boundary box’), but they are generally seen as cheaper to read on an ongoing basis.  

We do not distinguish between compulsory metering and metering on change of occupancy – we consider both to be ‘selective’ metering.  For ‘selective’ metering, average reported costs are £237 outside the South East with an average of around £251 in the South East. 

We would not put a figure on an ‘upper limit’ where it is considered too expensive to install a meter.  In the case of optional meters, companies must offer an assessed charge where it is too expensive or impractical to install a meter. The attachment which sets out our position on ‘unreasonable expense’ in installing optional meters (this is an extract from a consultation paper on ‘Approval of companies’ charges schemes in 2000-01’, published in June 1999.

For selective metering, we expect companies to assess the relative cost effectiveness of metering alongside other measures to manage demand or increase supply, when determining an optimal solution to address current or forecast deficits in the balance between supply and demand.  However, in straightforward cost terms we would not expect the installation of a meter to cost more than around £280, before the application of assumptions about the impact of efficiency savings.

New development costs

Our assessment of new development requirements in the South East for the 2004 final determination was £288m for the water service and £119m for the sewerage service.  This compares to £397m for the water service and £216m for the sewerage service for the remainder of England and Wales.

On average, our final determination assumptions are that companies will need to invest £992 per new property in the water service and £429 in the sewerage service in the South East.  Elsewhere, companies will need to invest £610 per new property in the water service and £345 in the sewerage service. These figures take account of the efficiency savings we expect companies to deliver in the period to 2010.  

Impacts on water bills

The final determination document summarises for each company what is driving the changes in bills.  The impact of maintaining security of supplies to customers in the face of changing demands is set out below for companies in the South East.


Maintaining security of supply to all customers


Water 
Sewerage

Southern Water
£10
£2

Thames Water
£22
£7

Folkestone and Dover Water
£18
n/a

Mid Kent Water
£16
n/a

Portsmouth Water
£2
n/a

South East Water
£9
n/a

Sutton and East Surrey Water
£5
n/a

Three Valleys Water
£8
n/a

Investment in maintaining security of supply to customers in the water service encompasses:

· Improving security of supply, under existing demand conditions, if required (that is only for some companies where the need for some investment already exists before taking account of future housing or demand growth);

· providing distribution assets (including infrastructure) to connect new properties; and

· providing for the impact of forecast growth in, or changes in the pattern of, demand.  

The bill impacts set out above include provision for new properties and general growth in demand.  In the case of water and sewerage companies (Southern and Thames) the figures take account of sewerage asset improvements as well. 

The relationship between growth in housing and costs is not strictly linear.  All companies must carry out a minimum amount of work to connect new properties to the network (ie local extensions to their networks).  However, a company’s capacity to accommodate new customers within its existing assets will then determine the amount of additional investment it needs to carry out.  Companies with relatively little spare capacity will need to carry out more work to provide water and sewerage services to new customers than those companies with excess capacity.

The range of bill impacts for maintaining security of supplies to all customers is £2 to £22 for companies in the South East.  Taking account of the arguments set out above, and bearing in mind that investment to resolve existing deficits should not be required again, we can apply a rough proportion of 2/3 to the upper limit on bill changes to exclude this impact.  This gives us a range of £2 to £15 for the water service and £2 to £7 for the sewerage service (no need to account for existing deficits), should the scale of housing growth in the future continue at current rates (291,000 new connections for the water service in the south east between 2005-10).  However, a final caveat to this statement is that water resources in the South East are becoming stretched.  It is likely that in the medium term, ‘lumpy’ investment may be required in assets such as reservoirs to address this issue.  This is likely to increase the impact on bills.

Water efficiency 

The information below comes from our 2003-04 Security of supply, leakage and the efficient use of water report unless otherwise stated.  Please refer to this publication for more information:

<http://www.ofwat.gov.uk/aptrix/ofwat/publish.nsf/AttachmentsByTitle/leakage_03-04.pdf/$FILE/leakage_03-04.pdf>

How companies take responsibility for water efficiency?

Since February 1996, companies have had a duty to promote the efficient use of water by all their customers and we are responsible for enforcing this duty.  The Water Act 2003 introduces new duties, but these are not yet implemented and it is difficult to pre-judge their effect.

We believe that there is an economic level of water efficiency in the same way as there is an economic level of leakage.  Water efficiency measures are more likely to be economic where water resources are scarcest. We believe that metering should play a central role in encouraging customers to be more efficient in their use of water (especially where metering can be targeted).

We use the following criteria to assess companies’ progress:

· Is there an efficient pricing framework, providing measured customers with appropriate incentives to use water wisely? 

· Is there a long-term education programme to sustain customer awareness of the need for sensible water use?

· Is the level of company activity on efficient use of water economic? (The economics of efficient use of water activity are explained in greater detail below.) 

· Is promotion directed to those customers who will benefit most?

We state that companies should make the following information available to their customers.  Advice on:

· the sensible use of water in the home and garden; 

· how to conduct an audit of their own consumption; 

and to be aware of:

· the availability of cistern devices and other water saving devices; 

· the availability of free supply pipe leak detection and repair, and a leak-line number; and 

· how to get further information.

We do not set targets for water efficiency in the same way as for leakage because it is not possible to measure the impact of water efficiency measures in the same way as leakage.  We also hope to see an improvement in the understanding of the cost-effectiveness of initiatives to promote customer water efficiency. More co-operation and co-ordination among companies and the sharing of research and trial results would allow a more cost-effective identification of what constitutes best practice and what is most economic.  We are considering a collaborative study to take place in 2005-10 to further understand the economics of water efficiency activity.

How much money are companies allocated for water efficiency in the price review?

In setting price limits we do not allocate earmarked amounts for companies to fulfil their duty to promote the efficient use of water.  They deliver these activities as part of base service provision (i.e. within their general operating costs).  In 2003-04 the industry spent a total of £27.7m.  In previous years companies have chosen to spend more to meet their duty (see Table 12 in the Security of supply etc. report for more information).

In Chapter 12 of our final determination document we set out our strategy for additional water efficiency projects aimed at overcoming existing deficits or at maintaining supply demand balance, and for selective metering.

We expect companies’ plans to reflect an optimal mix of interventions (new resources, leakage reductions or new interventions to manage demand) to maintain the balance between supply and demand.  Companies have generally concluded that measures such as reducing leakage or developing new resources (where appropriate) are more cost effective than new water efficiency measures.  However, several companies proposed new water efficiency interventions as a means of meeting or maintaining the supply/demand balance, and we have assumed that these will be completed as part of our final determinations for 2005-10. 

A number of companies’ business plans argued that water efficiency activity or research required specific additional financing within price limits. We have included additional financing where the companies demonstrated that their proposals delivered an enhancement of existing service to customers, as part of an integrated supply/demand balance plan. A number of the proposals for additional financing by companies did not satisfy these requirements, because they were not related to improvements in the supply/demand balance. Nonetheless, we expect companies to continue to promote the efficient use of water by customers. We also expect companies to keep the role of demand management in maintaining the supply/demand balance under review, as part of the ongoing process of updating their water resource plans. We do not closely prescribe the precise nature of these activities, which form part of companies’ base service.

Our final determinations also provide for a substantial increase in the rate of selective metering for 2005-10, where companies have proposed to meter in response to a constrained resources position or an existing headroom deficit.  We assumed £77m capital expenditure and an increase in annual operating expenditure of £3m by 2009-10 for companies to undertake selective metering, mainly on change of occupancy.  The companies that proposed programmes of selective metering were predominantly in the south and east of England, where resources are scarcest.

(NB.  All figures quoted are in 2002-03 prices)

Attachment:  Extract from Consultation paper on approval of charges schemes (in relation to ‘unreasonable expense’ of installing meters

3.3 Metering 
Optional metering 

The Water Industry Bill will give all household customers the right to request the installation of a meter, free of charge, when it is enacted. Companies would refuse such requests only if it is impractical to install a meter or its installation would involve unreasonable expense. Any disputes about practicality or unreasonable expenses would be determined by the Director. Customers who opt for a meter would be entitled to revert to the previous method of charging up to 12 months after the installation of the meter. The Bill would require companies to include their time-scales for responding to requests for meters in their charges schemes. 

Balancing customers' interests 

Customers who opt to be charged on a measured basis are likely to do so because it will lead to a reduction in their bill, without any change in their consumption. The consequent loss of revenue to the company will in part be made up by increased charges to customers remaining on an unmeasured basis. At the time of Prospects for prices companies were forecasting that the rate of switching in 2000-2005 would be around 4% each year. Ofwat estimated that this could result in bills for customers remaining on an unmeasured basis increasing by an additional 1½-2½% a year. This would be inconsistent with the objective of predictable increases in bills. If bills are to be predictable for customers, then with unchanged water use bills should not rise significantly out of line with changes to the overall company price limits. 

A generous interpretation of the concept of "reasonable expense" will help individual customers but will increase the costs of operating the new optional meter schemes, which will have to be borne by customers generally. Similarly it is important that the programme of meter fitting is managed as cost effectively as possible in the interests of customers generally. 

The Director's proposals 

Overall, the Director considers that the preferred balance lies in a package of measures which reflects the principle of an entitlement to a free meter but seeks to manage the pace of change. The Director's proposals on how he expects companies to achieve this are set out overleaf: 

1 (Un)reasonable expense and impractical circumstances. 

In practice issues of practicality are issues of expense since in most circumstances it will be possible physically to install a meter. The central question is, therefore, what is a reasonable expense? One approach would be for the Director to set a limit on costs above which a company would be entitled to refuse to install a meter, although it would be free to meet costs above that limit. The drawback is that there would be inevitable disputes about the costs of works which are not easy to resolve. 

The Director prefers an approach which defines the expenses which should be met by companies, and those which it would not generally be reasonable for them to meet and which, other than in quite exceptional circumstances, could be considered as unreasonable. 

Ideally, the Director would like to see customers have the choice of meeting the cost of works which would normally be considered unreasonable, so that all customers would benefit from the new entitlement. However, Department of the Environment, Transport and the Regions (DETR) has indicated that this would be specifically precluded by the Bill and where the total costs are judged to be unreasonable, the customer cannot switch to a meter. 

· The Director considers that reasonable expense would include: 

- the provision of a single meter;
- the cost of installation of that meter in the company's preferred location, or another normal location if the preferred location is not practical;
- the cost of reinstatement, subject to reasonable limits;
- for internal installations an outreader if the company considers one is necessary. 

· The Director considers that unreasonable expense could include: 

- the cost of separating the customer's supply pipe where it is shared with other customers;
- the cost of installing additional meters if a customer is served by more than one supply;
- the cost of alterations to existing plumbing to enable a meter to be installed. 

· The Director considers that for customers in multi-occupied buildings, companies should be willing to consider requests for a meter for the building, provided all the customers agree to a single bill with the landlord/agent or residents' association taking responsibility for its payment. 

2 Choice of location 

· The Director believes that the starting principle should be that companies choose the location, subject to the customer being able to read the meter. However, in assessing the costs of the provisions of the Bill, for the purposes of the 1999 Periodic Review of price limits, the Director is minded to assume that generally companies will install meters externally where there is an existing meter box, but otherwise will install them internally. 

· The Director considers that, subject to the above, the issue of choice of location should be left to companies to decide as part of developing an optimal package for minimising installation costs; managing supply pipe leakage; and minimising meter reading costs. 

· The Director believes that, subject to the above, customers should be offered a choice of location if they are prepared to meet the additional costs of installation over and above those deemed reasonable (as set out in point 1 above). 

