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Rhiannon McHugh

PR09 Planning Team

Ofwat

Centre City Tower

7 Hill Street

Birmingham

B5 4UA
Dear Rhiannon,

Re: Setting price limits for 2010-15: Framework and approach – a consultation paper
Thank you for the opportunity to comment on the consultation paper on the framework and approach to setting the price limits for 2010 –2015. 

Environmental Industries Commission (EIC)

EIC was launched in 1995 to give the UK’s environmental technology and services industry a strong and effective voice with Government.

With over 330 Member companies, EIC has grown to be the largest trade association in Europe for the environmental technology and services (ETS) industry. It enjoys the support of leading politicians from all three major parties, as well as industrialists, trade union leaders, environmentalists and academics.

EIC’s Water Pollution Control Control Working Group includes over 80 Member companies.

The Environmental Industries Commission is pleased to provide the following response. 

General Comments

EIC has consistently argued that the current regulatory regime for the Periodic Review creates a “boom and bust” financial climate for the supply chain serving the water industry in the UK as capital expenditure tends to be concentrated towards the end of the five year period. This situation leads to financial and managerial inefficiencies and instabilities in the supply chain and ultimately leads to higher costs for consumers.

A consequence has been the migration of skilled resources out of this sector over the years to more stable sectors, where job security is better, resource management is easier and long-term planning can be better achieved, creating a severe and worsening skills shortage.

Recent research by UKWIR, with support from Ofwat, “The Regulatory Cycle and its Impact of the Efficiency of the Supply Chain Delivery” has confirmed the problems caused by this cycle.

The water sector faces a period of huge challenge in coping with the implications of climate change – and in reducing its own carbon emissions. It can ill afford to be locked into a short term investment cycle.

For these reasons, EIC welcomes the increased emphasis that OFWAT gives to a long-term framework for setting price limits and the introduction of strategic direction statements that will help focus water companies on a 25 year planning horizon.

While supporting this change, EIC is concerned that the strategic direction statements may not be sufficient in themselves to avoid discontinuity in investment programmes and disruption to the supply chain around the time of each price setting round due to uncertainty over the price limits that will result. 

EIC, therefore, believe it is essential that Ofwat require the twenty five year strategic direction statements contain clear statements of investment priorities and how water companies will maintain investment progress across the five year cycles.

In Section 4.5.10, OFWAT raise the possibility of an “overlap” programme for the period immediately beyond 2015, that would help to overcome the slow down in activity at the start of the next investment cycle. However, the inclusion of such overlap programmes appears to be at the discretion of each water company and EIC would urge OFWAT to give stronger direction on “overlap” programmes.

EIC welcomes the requirement that water companies should audit and quantify the greenhouse gas impacts of their proposed strategies to achieve a balance between local environmental quality improvements and the wider impacts of greenhouse gases. This will require each company to carry out cost benefit analysis across its business plan. 

At the same time, EIC feels that opportunities for catchment based regulatory approaches that have the potential to provide efficiency gains and reductions in carbon footprint, have not been sufficiently encouraged, for example in the approach that water companies are expected to take in relation to the Water Framework Directive (Section 3.8.2). EIC urges Ofwat to provide clearer guidance that each company should carry out investigations to support more cost-effective, catchment-based programmes of measures in river basin planning. 

I trust that you will find these comments useful.

Yours sincerely,

Merlin Hyman

Director
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