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Dear Sir,
Costs and benefits of introducing competition to residential customers in England –
emerging findings
Further to the publication of your above consultation document on the 18 July 2016, and the
subsequent workshop held on the 20 July, Yorkshire Water is grateful for being provided
with the opportunity to consider Ofwat’s emerging findings and to provide comment on the
assumptions used in the analyses.
Firstly, we seek to make no judgement or inference in terms of the outcome of the analysis,
but believe the approach and analysis undertaken by Ofwat to be balanced and wellconsidered. Given the challenging timescales, the magnitude of the possible options to be
considered and the degree of uncertainty, Ofwat’s team should be commended for the
output to-date.
We believe the classic, wide, thin competition model which has been assumed for the
purpose of the cost and benefit analysis, and the four composite scenarios chosen for the
analysis to be generally within the realms of possibility.
With respect to the request for further evidence, we propose reference should be made to
the research on bill stability undertaken by Yorkshire Water for PR14 (relevant extracts
attached at Appendix A). This research indicated that customers in Yorkshire were not
particularly sensitive to average bill variations of +/-£16 per annum, which is significantly
greater than the two mid scenarios considered in Ofwat’s analysis of £6 and £4. We would
suggest this reinforces the observations of CCWater and Ofwat.
Furthermore, we have a number of observations we wish to make regarding the analyses todate:
• We are concerned that there has been insufficient time or evidence to enable
distributional analysis of the impacts to be undertaken, and consider the undertaking
of this to be of fundamental importance in any decision.
• Although the four scenarios may well sit within the envelope of possible outcomes for
the market, we do not consider the probability of each of the scenarios to be equal.
We believe some form of confidence grade should be attached to the analysis and
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•

•

some form of analysis undertaken to establish the relative likelihood of the market
developing in line with each of the scenarios.
For example, we think scenario 1 is unlikely. This is partly because we believe that
an average savings of £6.50 over the 30 year period of the analysis will not support
the level of market activity that is assumed as part of this scenario storyline, namely
50% active and 30% switching. And we reference the conclusions of your supporting
documents to add weight to our caution on this point – only 6% of customers said
they would consider switching for a £1-10 saving when asked to name the price and
only 6% say a saving of 5% or less is worthwhile switching for – equivalent to £19 on
the average bill.
In our view this first extreme scenario will only be plausible if the new
products/services benefits – as discussed in chapter 2 of the report - materialise and
customers then value them enough to switch retailers.
We have briefly reviewed the review on costs undertaken by Water UK and share the
concerns regarding the assumptions around future MO costs and the extrapolation of
costs from non-household to household.
Given the challenges remaining to implement the non-household retail market in April
2017, we feel the aspiration to have a residential market in place by 2020 requires
careful consideration and that sufficient time is allowed to gather important learning
from non-household retail to be incorporated in a market design for residential.

We trust you find these comments to be helpful and supportive, however should any matter
be unclear or you require further information, please do not hesitate to contact myself or my
colleague Howard Smith at Market_Design_Team@yorkshirewater.co.uk.
Yours faithfully,

Adrian Kennedy
Director of Regulation
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Appendix A
Extracts from YWS Representations on Draft Determination – October 2014
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