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The Institution of Civil Engineers is a UK-based international organisation with over 75,000 members ranging from professional civil engineers to students. It is an educational and qualifying body and has charitable status under UK law. Founded in 1818, the ICE has become recognised worldwide for its excellence as a centre of learning, as a qualifying body and as a public voice for the profession.

The Institution would like to thank OFWAT for the invitation to take part in this consultation exercise and submits the attached comments.

Yours sincerely

Andrew Crudgington
Senior Policy Manager
Our response to the consultation document follows the format of that document, and number references correspond to those used in the consultation document.

2.
Summary

We welcome the Regulator’s recognition of the need for long-term business planning in the water industry.  We believe that any measures to remove the perceived short-termism tactics in the regulatory regime would be beneficial to the industry and customers alike, removing the uncertainty in future activity.

2.1.1

The document states that Ofwat will “take a staged approach to reaching the optimal decisions for consumers at this price review”; however the stages shown in Figure 1 are the same as those employed in previous determinations.  The change to the staged process is unclear.

2.1.3

We are pleased that Ofwat recognises the need to balance the data burden with the Regulators need for “sufficient” data.  However, we note that there is no indication as to what the Regulator means by “sufficient”.

2.4

We agree with the need for timely decisions and inputs from all stakeholders, and would reinforce the point that this requires timely cooperation from the quality regulators.

3
Summary

We concur that to “deliver best value for consumers and the environment over the long term” is a laudable, and indeed, the correct aspiration for regulation of the water industry.

Whilst the document states that companies’ service and investment proposals should “reflect consumer preferences and meet statutory requirements for drinking water and water in the environment”, we believe that, bearing in mind the health and environmental protection obligations of the water industry, companies’ service and investment proposals should “meet statutory requirements for drinking water and water in the environment and reflect consumer preferences”.

We agree with the stated need for the companies to account for the carbon impact of investment and operational decisions.

3.2

We note that the proposed consumer consultation process and that the process appears to require each company to undertake its own research (Stage 1) which is followed by Ofwat-sponsored research (Stage 3).  It is unclear which organisations are to be included under the heading of “other stakeholders” to be included in Stage 3.  We believe that, either water companies should be included in Stage 3 or, preferably, there is just one consumer research exercise, undertaken by each company in consultation with Ofwat.  This would remove any debate and disagreement over the differing outcome of different research exercises.

3.3

We fully endorse the Regulator’s recognition of the need for the industry to both adapt to climate change and also to mitigate the industry’s contribution to climate change, and we are pleased to see the Regulator’s support for comprehensive carbon accounting.

3.3.1

We endorse the Regulator’s recognition of the need for the industry to work with stakeholders to develop improved climate change-related guidance for long-term sewerage planning.  However, the details of how this is to be achieved are unclear.

3.3.2

We recognise and endorse the Regulator’s comments regarding the need for water companies to innovate, particularly with regard to the development of renewable sources.  However, we believe that Ofwat must recognise that a consequence of previous regulatory requirements have led to the development of template solutions to guarantee delivery of specific outputs within forecast costs.  This approach has been to the detriment of research and development within the UK water industry and particularly in sewage treatment.  This is demonstrated clearly by the decision of several of the larger water and sewerage companies to scale down or disband their traditional research and development functions.  The need for, and potential of, solid research and development in the industry is recognised; however, Ofwat should take measures to encourage such activities.

3.3.3

We note that the Regulator is to “consider the case for setting specific targets around carbon …” and, in principle, we welcome this approach.  However, we urge the Regulator to ensure that any such targets do not conflict with financial or quality output targets set concurrently.

3.4

We note the Regulator’s requirement for cost benefit analysis “appropriate to the scale and nature of its investment programmes” and that “this is a significant development in our expectations from companies”.  We are concerned that this requirement is in conflict with The Regulator’s stated aim of reducuing the data burden (2.1.3).
3.5

We note the Regulator’s intention to address large capital projects with different risk profiles separately.  We note that the documents uses the Thames Tideway as an example.  A project of this magnitude is well outside the scope of most capital projects.  No definition of “large” is provided, but is required in order to understand the implications of this paragraph.

3.5.1

The Regulator states that modelling should be used in lieu of expert judgement, where possible.  We believe that the two approaches should be used in parallel, to avoid “rubbish in / rubbish out” issues.

3.6.1

We endorse the Regulator’s view on the use of shared resources when they offer the best value option for consumers.

3.6.3

We are pleased to note the Regulator’s review of the ELL approach; however, we are disappointed that no conclusions will be incorporated into leakage target setting guidance until after 2010.

3.6.4

Whilst metering may be the fairest way to charge for water, this approach does not necessarily lead to the most sustainable use of water, particularly in more affluent areas where consumers’ ability to pay is not an issue.

3.6.5

We would question why the Regulator sees the need to set the requirement for promotion of water efficiency at a “basic minimum level”.

3.8.2

The Regulator’s stated expectation is that water companies should “incorporate a reasonable approach to risk”, but we note that no definition or guidance regarding the meaning of “reasonable” is provided.

The Regulator’s stated expectation is that water companies should “consider innovative solutions”.  We would reiterate our earlier comments with regard to the stifling of innovation as a result of regulation.

We note that the Regulator will only consider land management changes to address water issues in cases where the company owns the land.  It is possible that land purchase could yield environmental benefits at least cost.  We believe that, in such cases, the Regulator should consider this as an appropriate solution.

We note and endorse the Regulator’s comments regarding the change protocol.

4.4

We welcome the fact that menu-based regulation has been implemented elsewhere (by Ofgem) and recognise its potential benefits to the regulatory regime.  However, we would welcome more transparency with regard to the process behind the setting of the efficiency incentives.

We note that the baseline will be outturn expenditure averaged over a suitable period.  More detail regarding the Regulator’s view of “suitable” is required.

4.5

We note that the Regulator’s decision to retain existing approaches to operating expenditure is provisional.  Details of when a final decision is to be taken are requested.

4.5.10

We agree that the “early start” initiative was unsuccessful.  However, we would argue that the reasons for this were due to a combination of the companies’ ability to deliver and the selection of the schemes made by the Regulator.

We note the Regulator’s expectation of each company to avoid inefficient disruptions to work flow to the supply chain.  We believe that this is entirely dependent on the Regulator’s ability to allow consistent investment by allowing companies to plan beyond the five year period.  This section of the consultation document is unclear as to how this will be achieved.

5.1.4

The adjustment process to be used by the Regulator where asset mix is different from the standard is not clear.

5.2.1

The Regulator states that “the evidence suggests a lower cost of capital than the 2004 assumption”; however, this statement is unsubstantiated.

5.2.2

The Regulator states that assessing the cost of capital requires “many exercises of judgement”.  This statement is at odds with the Regulator’s stated desire to move away from expert judgement (3.5.1).

5.2.3

The Regulator states that asymmetric risk is accounted for “in our overall judgement on the cost of capital”.  We find this statement unconvincing and suggest that  additional clarity is provided.

5.2.8

We suggest that the Regulator’s statement that “the sector seems to have withstood the credit crunch” may be a little premature.

6.1.3

We note the intention to review the OPA; however, we also note the lack of detail surrounding this issue.  We suggest that additional detail is required here. 
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