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Executive Summary 

This research project was commissioned by the Welsh Government to 
explore opinions and views on the future provision of water and 
sewerage services in Wales in relation to business (non-household) 
customers. The research has included a review of available evidence and 
stakeholder engagement to understand the needs of business customers 
and how these could be met whilst also achieving the social, 
environmental and economic outcomes sought by the Welsh 
Government.  The proposed and potential water market and regulatory 
reforms have been assessed and compared to the existing (baseline) 
regime in Wales to assess whether reform would be in the best interests 
of water customers in Wales.   

Assessing future needs of business customers 

A review of existing evidence, combined with stakeholder and business 
customer telephone interviews, online questionnaires and workshops,   
has identified the key priorities and needs of business customers for the 
future provision of water and sewerage services. 

Views were also sought on the outcomes set out by the Welsh 
Government for natural resources management in Wales (Figure A) and 
the relative importance of each of these to their business, supported by 
information on how each outcome links across to water and sewerage 
services. 

Review of existing evidence 

A review of existing evidence focused on the following areas: 

Å Proposed water regulatory changes in Wales and England, 
ƛƴŎƭǳŘƛƴƎ hŦǿŀǘΩǎ ǊŜŦƻǊƳǎ ŀƴŘ ǘƘŜ ²ŀǘŜǊ .ƛƭƭ 

Å Experiences and lessons learned from retail competition in 
Scotland 

Å Water regulatory regimes in other European states 

Å Existing data and research on the needs of business customers in 
Wales 

Å Experiences from other utility sectors in the UK 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

Key findings from the review were: 

a) Business customers are a diverse group, with wide ranging 
requirements but key priorities are value for money services, 
good communication channels and flexibility of approach on 
billing services and tariffs. 

b) Business customers of 5ȂǊ /ȅƳǊǳ ²ŜƭǎƘ ²ŀǘŜǊ considered that 
ǘƘŜ Ψƴƻǘ-for-ǇǊƻŦƛǘΩ ōǳǎƛƴŜǎǎ ƳƻŘŜƭ ƻŦ ǘƘŜ ǇŀǊŜƴǘ ŎƻƳǇŀƴȅ Dƭŀǎ 
Cymru ensured a focus on customers and reduced the perceived 
benefits of competition  

c) Retail and wholesale competition is not a feature of water 
regulatory models in other European nation states, with 
concession contracts from public authorities a common feature. 

d) There is little direct evidence available of the benefits of retail 
competition beyond the experience in Scotland. 

Figure A:  Outcomes for natural                                       
resources management in Wales 
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e) Experience from retail competition Scotland indicates that since 
2011, 13 licensed retailers have entered the market.  Whilst only 
5% of business customers have switched supplier, 50% of the 
market (approximately 45,000 customers) has renegotiated their 
water and sewerage services. Non-household retail operating 
costs have been reduced by the dominant retailer (Business 
Stream) in the same timeframe. There has also been a focus on 
added value services.    

 
Scenario development 

Based on a review of the current legislative and regulatory environment 
and alternative administrative models, four scenarios were developed to 
represent a realistic range of potential options for managing water and 
sewerage provision within Wales (Figure B).  These scenarios were used 
to help facilitate stakeholder discussions and also a vehicle for 
assessing the advantages and disadvantages of different regulatory 
regimes. 

 

 

Each scenario relates to existing examples in the UK water industry, or to 
proposals for alternative models to be introduced in the future. A 
common set of themes were identified to provide a framework of 
principles within which the scenarios were characterised. As illustrated in 
Figure B, the scenarios were developed along an axis representing the 
poles between a highly regulated water and sewerage market and an 
open, fully competitive market with only modest regulatory oversight.   

Findings from stakeholder engagement 

The key themes emerging from the stakeholder engagement (Figure C) 
chimed with the findings from other engagement activities carried out 
with business customers by water companies, Welsh Government and the 
Consumer Council for Water.   

 

Figure B:  Alternative future policy scenarios 

Figure C:  Key themes from stakeholder engagement 
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There was generally a good degree of alignment between the needs of 
ōǳǎƛƴŜǎǎ ŎǳǎǘƻƳŜǊǎ ŀƴŘ ǘƘŜ ²ŜƭǎƘ DƻǾŜǊƴƳŜƴǘΩǎ ƻǳǘŎƻƳŜǎΣ ǇŀǊǘƛŎǳƭŀǊƭȅ 
in relation to: 

Å ǇǊƻǘŜŎǘƛƴƎ ǇŜƻǇƭŜ ŀƴŘ ƛƳǇǊƻǾƛƴƎ ǘƘŜ ƴŀǘƛƻƴΩǎ ƘŜŀƭǘƘ: focus on 
resilience and security of water and sewerage services, 
prevention of surface water flooding and maintaining high 
standards of drinking water quality 

Å Enhancing the environment: focus on improving the local   
environment  in  order  to support sustainable development and 
jobs, engender tourism growth and provide wider opportunities 
for local businesses, local authorities and community groups to 
work in partnership with water companies for mutual benefit 

Å Viable and vibrant places: focus on addressing river and bathing 
water quality to drive tourism and recreation, reduce the risks of 
surface water flooding and pollution to encourage inward 
investment and development opportunities. Ensure infrastructure 
capacity is not a constraint on development. 

Businesses value the benefits that water companies can provide in 
relation to sustainable water and sewerage provision and are therefore 
supportive of policy developments that help bring a greater focus on 
delivering these outcomes.  Most business customers are reasonably 
satisfied with the service they currently receive. Stakeholder feedback has 
not shown a strong push for significant reform, but rather evolution to 
improve the focus on customer priorities has been the main message 
along with greater flexibility to tailor services and tariffs, as well as 
providing easily accessible technical support and communication. From 
the feedback and discussions, the key future priorities of business 
customers were identified (Figure D). 

The not-for-ǇǊƻŦƛǘ ƳƻŘŜƭ ƻŦ 5ȂǊ /ȅƳǊǳ Welsh Water has generally been 
supported by its business customers, but there is a particularly strong pull 
for greater engagement with businesses, including in relation to:  

Å New connections and new development 

Å Sustainable drainage and sewerage systems 

Å Partnership working on environmental issues 

Å Provision of greater technical advice and services 

 

 
Building on these priorities, engagement with stakeholders helped to 
identify a range of policy actions to support delivery of these priorities 
(Figure E) and the development of a set of recommendations. 

Figure D:  Future priorities of business customers 
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Figure E. Policy Actions 

wǳǊŀƭ ŎƻƳƳǳƴƛǘƛŜǎ ¢ŀǊƛŦŦ ƛƴƴƻǾŀǘƛƻƴ 

5ŜǾŜƭƻǇ ŎŀǇŀōƛƭƛǘȅΥ 

²ŀƭŜǎ ŀǎ ŀ ŎŜƴǘǊŜ ƻŦ ŜȄŎŜƭƭŜƴŎŜ ŦƻǊ ǿŀǘŜǊ ƳŀƴŀƎŜƳŜƴǘ 

9ƴŎƻǳǊŀƎŜ 
LƴƴƻǾŀǘƛƻƴ 

{ǳǎǘŀƛƴŀōƭŜ 

ŘǊŀƛƴŀƎŜ 

{ǳǇǇƻǊǘ ŦƻǊ 

ǎǳǎǘŀƛƴŀōƭŜ ƴŜǿ 

ŘŜǾŜƭƻǇƳŜƴǘǎ 

* Greater engagement with 

developers & local authorities                            

* Innovative, sustainable water & 

sewerage solutions                           

* Address barriers to inset 

appointments & developers 

* Clarify ownership & responsibility for 

drainage assets                                             

* Resolve regulations on SUDS       

* Encourage partnership funding & 

collaboration between drainage system 

owners 

* Consider innovation incentives for 

water companies & supply chain                 

* Encourage innovative solutions 

between business customers, public 

sector bodies & water companies             

* Maximise use of technology funds 

* Improve access to public water & 

sewerage systems                               

* Integrate measures with other 

rural infrastructure provision                

* Partnership working with 

agricultural & land managers               

* Application of market-based 

instruments   

* Regulatory reform to enable 

greater tariff flexibility                          

* Greater incentives/rewards for 

water efficiency, sustainable 

drainage, recycling and reuse             

* Tariff innovation to better reflect 

business requirements   

* Encourage extension of water 

efficiency labelling                                

* Innovation in leak detection             

* Greater advice and services for 

business customers                             

* Greater integration of water and 

energy efficiency services             



 
 

    
Executive Summary                                                                 Page 5 of 92 

5ŜƭƛǾŜǊƛƴƎ wŜǎǳƭǘǎ ŦƻǊ ²ŀǘŜǊ /ǳǎǘƻƳŜǊǎ ƛƴ ²ŀƭŜǎ 

Recommendations 

In developing the water strategy, the Welsh Government has set out clear 
outcomes for Wales.  Any changes to the water regulatory regime must 
therefore be developed to support achievement of these objectives, 
which have a broad social, economic and environmental basis.  Decisions 
also need to acknowledge that the dominant incumbent water and 
seweraƎŜ ŎƻƳǇŀƴȅ ƛƴ ²ŀƭŜǎ Ƙŀǎ ŀ Ψƴƻǘ-for-ǇǊƻŦƛǘΩ ōǳǎƛƴŜǎǎ ƳƻŘŜƭΦ  

Evidence from business customer stakeholder engagement has shown 
that there is close alignment between business customer priorities for 
water and sewerage services and the Welsh Government outcomes.  This 
alignment provides confidence that measures proposed to meet the 
Welsh Government outcomes are also likely to meet those of business 
customers.  

It is recommended that: 

1.  The existing regulatory regime and those proposed by Ofwat to come 
into force from 2015 for companies wholly or mainly in Wales (and those 
for Severn Trent Water aligned to changes in England) should form the 
basis of any future changes to the water industry regime.  

2.  The Welsh Government should seek devolution of sewerage legislative 
competence to address this current anomaly, building on the 
recommendations of the Silk Commission (2014).  

3. The largest business customers using greater than 50 million litres of 
water per year should be able to choose their retail sewerage provider as 
well as their retail water supplier. 

4.  The current volumetric consumption threshold for business customers 
choosing their retail water supplier should be retained at 50 million litres 
per year. 

5.  Additional measures to encourage and further evolve the Inset 
Appointment/NAV process should be considered, particularly in the 
context of innovation and integrated solutions for energy and water, 
sustainable drainage and wastewater treatment. This includes lowering 

the large user threshold for inset appointments for single sites to 50 
million litres per year. The benefits to customers from inset appointments 
should be made more explicit and transparent in applications. This would 
also continue to provide regulated competitive and reputational pressure 
on the incumbent water companies to help drive efficiencies and 
customer service improvements.  

However, before further steps are taken to encourage further inset 
appointments, the regulatory issue relating to the governance of 
appointees needs to be resolved. A company whose first inset 
appointment is made in England continues to be regulated by the UK 
Government even though it could subsequently apply for and operate 
inset appointments in Wales in the future.  This could lead to 
fragmentation of regulatory powers of the Welsh Government over areas 
of Wales if the number of inset appointees increases.  Potential solutions 
to this issue are currently being explored. 

6. The water strategy outcomes and priorities for business customers are 
best served by retention of the vertical integration of wholesale (or 
upstream) operations, enabling integrated catchment solutions to be 
developed.    

7.  Comparative regulation should continue through Ofwat using data 
available from England and Wales, with a clear remit from the Welsh 
Government to compare water bills and customer service for business 
customer retail, household retail and wholesale elements of each water 
company. In this way, the relative benefits of competition can be 
compared and added to the evidence base.  The WICS should also be 
asked to provide similar comparative data for Scotland. 

8. The six key policy action areas outlined in Figure 28 should be 
developed further jointly by Welsh Government in consultation with 
Ofwat and CCWater, and with support as appropriate from Natural 
Resources Wales, the Welsh Local Government Association, other 
relevant NGOs, water companies and appropriate trade and business 
representatives.  
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9. The creation of a Wales-only water economic regulator is not 
recommended given that the vast majority of the water regulatory 
regime remains common between England and Wales, and therefore the 
set up and ongoing administrative costs are not justified. The Welsh 
Government already has powers under the Water Industry Act 1991 (as 
amended) to provide guidance to Ofwat on social and environmental 
matters.  

10.  Ofwat and Defra should confirm that the necessary safeguards will be 
put in place to ensure set-up and maintenance costs for retail 
competition in England (and the Anglo-Scottish market arrangements) are 
not passed on to water companies that operate wholly or mainly in 
Wales.  

11. The potential for water and sewerage legislation to be enforced 
according to national political boundaries should be explored further, 
building on the recommendations of the Silk Commission (2014). 
Amongst other benefits, this would ensure democratic accountability for 
any concerns raised by business customers as to eligibility for retail 
competition or other future legislative changes.  The timing of any 
transition should consider the impact on water company retail 
operational changes that will be needed to reflect the different retail 
market regimes in Wales and England.  

12. The Welsh Government should work with Ofwat, CCWater and the 
water companies to ensure strong communications and information are 
made available to business customers about eligibility for retail 
competition, particularly those customers in cross-border areas, to avoid 
any confusion.   

13. The Ofwat Service Incentive Mechanism (SIM) for business customers 
supplied by companies wholly or mainly in Wales should be strengthened 
(compared to the draft published in October 2013) to include  comparison 
with performance of English water companies in relation to business 
ŎǳǎǘƻƳŜǊǎΦ ¢Ƙƛǎ ǎƘƻǳƭŘ ƛƴŎƭǳŘŜ //²ŀǘŜǊΩǎ ŎƻƳǇƛƭŀǘƛƻƴ ƻŦ ŎǳǎǘƻƳŜǊ 

service performance and complaints for all water companies in England 
and Wales.  

Consideration should also be given for the SIM to provide greater 
incentives (reward) than currently proposed to improve customer service.  
This should be set within the context of the final Outcome Delivery 
Incentive proposed ōȅ 5ȂǊ /ȅƳǊǳ ²ŜƭǎƘ ²ŀǘŜǊ ŦƻǊ ǘƘŜ ƴŜȄǘ ǇǊƛŎŜ ǊŜǾƛŜǿ 
period relating to non-household customer service.  

14Φ  ¢ƘŜ ²ŜƭǎƘ DƻǾŜǊƴƳŜƴǘΩǎ ǿŀǘŜǊ ǎǘǊŀǘŜƎȅ ǎƘƻǳƭŘ ƛƴŎƭǳŘŜ ŀ ƳŜŀǎǳǊŜ ƻŦ 
success related to business customer satisfaction, tested in concert with 
CCWater market research with business customers in Wales.   
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{ŜŎǘƛƻƴ м 

.ŀŎƪƎǊƻǳƴŘ ŀƴŘ /ƻƴǘŜȄǘ 
This research project was commissioned by the Welsh Government to 
explore opinions and views on the future provision of water and 
sewerage services in Wales in relation to commercial (non-household) 
water customers.  

Cascade Consulting and ICS Consulting have carried out independent 
research to assess the future needs of commercial water customers in 
Wales. The research has also evaluated a range of alternative scenarios 
for the future management of water and sewerage provision to 
understand how these needs could be met whilst also achieving the 
social, environmental and economic outcomes sought by the Welsh 
Government.   

1.1 Background to the research project 

A wide range of legislative and policy developments have been taking 
place in recent years at the EU, UK and Welsh scale relating to the 
management of water and the natural environment.  At the core of these 
developments has been a recognition of the need to respond to future 
challenges of sustainable development and potential climate change.  
This has led to exploration of alternative options for managing the natural 
environment, including management of the water environment and the 
sustainable provision of water and sewerage services. 

The principle of sustainable development is embodied within the 
Ŏƻƴǎǘƛǘǳǘƛƻƴ ƻŦ ²ŀƭŜǎ ŀƴŘ ƭƛŜǎ ŀǘ ǘƘŜ ƘŜŀǊǘ ƻŦ ǘƘŜ ²ŜƭǎƘ DƻǾŜǊƴƳŜƴǘΩǎ 
natural resources management approach that has been promoted under 
ǘƘŜ Ψ[ƛǾƛƴƎ ²ŀƭŜǎΩ ǇǊƻƎǊŀƳƳŜ ǎƛƴŎŜ нлмлΦ   

As part of this approach, the Welsh Government is developing its water 
strategy to ensure that water is managed sustainably to achieve good 
outcomes for the environment, people, businesses and the economy of 
Wales.   This water strategy is being developed against the backdrop of 

ongoing reform of the public water supply and sewerage regime in 
England and Wales. This includes changes being introduced by Ofwat to 
the regulation of water and sewerage companies and market reform 
proposals originally set out in the draft Water Bill (2012) and now 
contained in the Water Bill (2013) currently progressing through the UK 
parliament. 
The Water Bill provides the Welsh Government with the opportunity to 
develop the market reform agenda for public water and sewerage 
services in Wales in a different manner to that being proposed in England.   
Under the Water Bill, the Welsh Government has decided not to 
implement wider competition for water and sewerage companies 
operating wholly or mainly in Wales. The government is not currently 
convinced that this will deliver any measurable benefits for Wales. The 
government is exploring mechanisms that will drive innovation and 
improvements in the water industry to achieve the best outcomes for 
Wales. The Welsh Government has taken a power in the Water Bill to 
implement further competition in the future if evidence suggests that it 
will provide benefits for customers, the economy and environment of 
Wales.  
The strategic direction for future regulatory approaches in Wales will be 
set out in the Water Strategy being developed and consulted upon by the 
Welsh Government. 
 

1.2  Aims and objectives of the research 

This research project has been commissioned to contribute to the 
evidence base for the Water Strategy in relation to the future proposals   
for managing public water and sewerage service provision in Wales.  It 
aims to provide policy options for most effectively meeting the future 
needs of commercial (non-household) customers in Wales whilst also 
achieving the wider outcomes for natural resources management in 
Wales. 
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Box 1.  Research Objectives  

 

Ç Understand the needs of commercial customers supplied by 
water and sewerage companies operating wholly or partly in 
Wales  

Ç Assess  and evaluate potential policy options for achieving the 
needs of commercial customers 

Ç Assess  and evaluate potential policy options in relation to 
ŀŎƘƛŜǾŜƳŜƴǘ ƻŦ ǘƘŜ ²ŜƭǎƘ DƻǾŜǊƴƳŜƴǘΩǎ ƻǳǘŎƻƳŜǎ  ŦƻǊ ƴŀǘǳǊŀƭ 
resources management in Wales 

 

1.3  Brief overview of public water and sewerage provision in Wales 

Public water and sewerage provision in Wales has remained broadly 
unchanged since privatisation of the water industry in 1989.  Following 
the merger of Wrexham Water with Chester Waterworks Company to 
ŦƻǊƳ 5ŜŜ ±ŀƭƭŜȅ ²ŀǘŜǊ ƛƴ мффтΣ ǘƘŜǊŜ ƘŀǾŜ ōŜŜƴ ǘƘǊŜŜ άƛƴŎǳƳōŜƴǘέ 
water   companies   operating in Wales όaŀǇ мύΣ ǿƛǘƘ 5ȂǊ /ȅƳǊǳ ²ŜƭǎƘ 
Water the dominant supplier (Figure 1).   However, there are also two 
άƛƴǎŜǘέ ŀǇǇƻƛƴǘŜŜǎ ƛƴ ²ŀƭŜǎ όaŀǇ мύ ǇǊƻǾƛŘƛƴƎ ǿŀǘer services to Shotton 
Paper (Albion Water) and Llanilid Park (SSE Water). 

!ǎ aŀǇ м ǎƘƻǿǎΣ 5ȂǊ /ȅƳǊǳ ²ŜƭǎƘ ²ŀǘŜǊ ŀƴŘ 5ŜŜ ±ŀƭƭŜȅ ²ŀǘŜǊ ǇǊƻǾƛŘŜ 
water to customers in England as well as Wales.  Similarly, Severn Trent 
Water predominately provides water and sewerage services in England, 
but also serves customers in parts of mid-Wales.  These  cross-border  
arrangements   need to  be recognised  in relation to the emerging 
differences in the  competition  regimes  that  apply  to  customers  of  
ƛƴŎǳƳōŜƴǘ ǿŀǘŜǊ ŎƻƳǇŀƴƛŜǎ ǘƘŀǘ ŀǊŜ άǿƘƻƭƭȅ ƻǊ Ƴŀƛƴƭȅέ ƛƴ ²ŀƭŜǎ  ό5ŜŜ 
±ŀƭƭŜȅ ²ŀǘŜǊ ŀƴŘ 5ȂǊ /ȅƳǊǳ ²ŜƭǎƘ ²ŀǘŜǊύ ŀƴŘ ǎǳōƧŜŎǘ ǘƻ ²ŜƭǎƘ 
legislation, and customers of those incumbent companies that are 
άǿƘƻƭƭȅ ƻǊ Ƴŀƛƴƭȅέ ƛƴ 9ƴƎƭŀƴŘ όƛΦŜΦ {ŜǾern Trent Water) and subject to 

English legislationΦ 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Figure 1.  Public water supply provision in Wales 

 Source: Water UK  

Map 1.  Public water supply companies 

operating in Wales 
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1.4  Legislative and regulatory background 

There is a significant body of legislation and regulations governing public 
water and sewerage provision in Wales.  This includes EU, UK and Wales-
specific legislation.  Equally, a range of regulatory bodies exist to enforce 
this legislative and regulatory framework (Figure 2). 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

The legislative powers of the National Assembly for Wales are limited to 
ǘƘŜ ŀǇǇƻƛƴǘƳŜƴǘ ŀƴŘ ƻǇŜǊŀǘƛƻƴ ƻŦ 5ȂǊ /ȅƳǊǳ Welsh Water and Dee 
Valley Water ς whose areas are wholly or mainly in Wales.  Legislative 
issues relating to Severn Trent Water (despite part of its operations being 
within Wales), are a matter for the UK Government. 

In relation to this research project, the role of Ofwat as the economic 
regulator for England and Wales is particularly important.  The Water 
Industry Act 1991 (as amended by more recent legislation) provides the 
principal legislative framework for the governance of water companies 
(including inset appointees) and the economic regulatory powers of 
Ofwat.   

The Consumer Council for Water (CCWater) is a statutory body 
established to represent the interests of consumers in the water industry.    
A regional committee for Wales exists to represent the interests of water 
consumers in Wales.  

The water regulatory regime has continued to evolve since privatisation, 
including measures to increase the level of competition for large 
commercial water users. The scale of reform has accelerated in recent 
years, with Ofwat introducing changes to the economic regulation regime 
and proposals included in the Water Bill to provide governments in 
England and Wales with powers to increase competition for both retail 
and wholesale activities.   

These recent developments in regulatory and market reform are the most 
significant changes to the water industry to be considered in Wales since 
privatisation.  

 

1.5   Natural resources management in Wales 

Alongside proposed changes to the water industry, the Welsh 
Government has been developing and implementing its policies and 
strategies for natural resources management in Wales (Box 2).  Aiming to 
ensure sustainable development in Wales, the Welsh Government 
ƛƴǘǊƻŘǳŎŜŘ ǘƘŜ Ψ[ƛǾƛƴƎ ²ŀƭŜǎΩ programme in 2010 to deliver 
improvements in the management of natural resources in Wales.   

This programme has included the formation of Natural Resources Wales 
(NRW) in April 2013 to bring together the principal regulatory bodies with 
responsibility for natural resources management: 

Figure 2.  Legislative and regulatory framework 

for public water & sewerage service provision 
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Å Countryside Council for Wales 

Å Environment Agency Wales 

Å Forestry Commission Wales. 

NRW and the Welsh Government have shared objectives and outcomes 
for natural resources management in Wales (Figure 3). 

In 2012, the Welsh  Governmentôs consultation on the óSustaining a Living 
Walesô Green Paper showed broad support for a fresh approach to the 
planning and management of natural resources in Wales. This was further 
developed into the 2013 Environment (Wales) Bill White Paper setting 
out the legislative proposals for integrated natural resource management 
in Wales.  

 
Figure 3. Key outcomes for natural resources management in Wales   

 

 

 

 

 

 

 

 
1.6 Water Strategy for Wales 

Development of a water strategy for Wales is an important component of 
delivering the key outcomes for natural resources management set out by 
the Welsh Government (Figure 3).  The water strategy currently being 
developed by the Welsh Government therefore aims to address the 
future environmental, social and economic  challenges for managing 

water within Wales (Figures 4 and 5) and seeking integrated solutions to 
achieve the desired outcomes.   

Assessment of the contribution of market reform and water competition 
to achieving the ƎƻǾŜǊƴƳŜƴǘΩǎ ƻǳǘŎƻƳŜǎ ƛǎ ǇŀǊǘ ƻŦ ǘƘŜ ŘŜǾŜƭƻǇƳŜƴǘ ƻŦ 
the water strategy.  The integrated, outcomes-based approach provides a 
framework for assessing the future needs of commercial water customers 
in Wales and assessing policy options for their achievement.  The 
assessment therefore needs to take account of environmental, social and 
economic impacts or benefits in Wales.  

 

Figure 4. Water policy and strategy drivers in Wales           
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Figure 5.  Water policy and strategy development 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
1.7  Water market reform landscape and horizons 

As outlined in Section 1.1, the Water Bill currently before the UK 
parliament would provide powers for governments to introduce some 
significant changes to the water regulatory regime (Box 2).  Under the 
provisions of this Bill, competition requirements for water companies 
operating wholly or mainly in Wales will remain a matter for the National 
Assembly for Wales. The Welsh Government has decided not to introduce 
the Water Bill measures enabling wider retail and wholesale competition 
at this stage. However, it will have the powers to introduce such changes 
at a later date. The Welsh Government will decide the extent of any 
changes to be introduced in Wales following further review of the 
evidence base and assessment of the benefits to Wales.   

 
 

 

Ç enabling all business customers in England to switch their 
water and sewerage supplier 

Ç establishing cross-border retail arrangements with Scotland 
for business customers 

Ç enabling businesses to provide new sources of water or 
sewerage treatment services 

Ç making it easier for water companies to buy and sell water 
from each other 

Ç enabling owners of small-scale water storage to sell excess 
water into the public supply  

Ç enabling developers or new water/sewerage companies to 
more easily connect new developments to public water and 
sewerage networks  

Ç providing Ofwat a new over-arching duty to take greater 
account of long-term resilience 

 

The threshold water consumption volume for most business customers in 
Wales to switch their water supplier will therefore remain at 50 million 
litres per year for customers of water companies wholly or mainly in 
Wales. However, if the Bill is enacted, the option to change water and 
sewerage suppliers would be available to businesses in the Severn Trent 
Water area of Wales, but not to those in England served by Dee Valley 
Water ƻǊ 5ȂǊ /ȅƳǊǳ Welsh Water. No customers of Dee Valley Water or 
5ȂǊ /ȅƳǊǳ Welsh Water will be able to switch their sewerage supplier 
irrespective of the volume of water they consume.  Competition in the 
form of the inset appointment regime will continue for water and 
sewerage services in all parts of Wales. 

The Welsh Government is committed to sustainable management of 
water resources in Wales.  It is therefore considering the need for any 

 

 

Box 2.  Key Water Bill changes for                                                                                
water and sewerage provision 
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changes to the water abstraction management regime in Wales as part of 
the future water strategy. This research project focuses on the future 
needs of business customers and the policy options to meet these needs. 
The findings will support the Welsh Government in developing its water 
strategy. 
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{ŜŎǘƛƻƴ н 

aŜǘƘƻŘƻƭƻƎȅ ŀƴŘ wŜǎŜŀǊŎƘ 5ŜǎƛƎƴ 
The methodology and research design for this project is summarised in 
Figure 6.   

A review of the existing evidence base in relation to water regulation and 
competition, water policy and drivers for change, along with evidence 
from other utilities and initial stakeholder discussions, framed the 
development of potential future alternative policy scenarios for 
evaluation and testing (Phase 1).  

Assessment of these scenarios against Welsh Government objectives and 
outcomes was informed by the review of the evidence base together with 
consultation with a range of stakeholders.   As well as qualitative 
feedback from stakeholders, quantitative evaluation of the scenarios and 
Welsh Government outcomes was carried out through customer 
workshop activities and Multi-Criteria Analysis (MCA) using a structured, 
on-line MCA survey issued to 1,000 business customers in Wales (Phase 
2). Further details are provided in Appendices A and B. 

The findings from Phase 1 and Phase 2 informed the assessment of future 
business customer needs and the potential of the alternative policy 
scenarios to meet those needs.  The alternative scenarios were also 
assessed against the Welsh Government objective and outcomes.  From 
these assessments, a set of policy options have been proposed to support 
the development of the Welsh Government water strategy. 

Figure 6. Methodology & research design: overview 
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{ŜŎǘƛƻƴ о 

wŜǾƛŜǿ ƻŦ 9ȄƛǎǘƛƴƎ 9ǾƛŘŜƴŎŜ .ŀǎŜ 
3.1  Scope 

A detailed review of the existing evidence base has been carried out, 
focusing on how business customers are served by: 

Å The existing and proposed water and sewerage regulatory 
regime and market in Wales 

Å Existing and proposed water and sewerage regulatory 
regimes and markets in other nation states 

Å Regulatory regimes and market operation in other utility 
sectors 

The findings are summarised below with further information provided in 
Appendix C. 

3.2. Water and sewerage regulatory changes  

As described in Section 1, there are a wide variety of future challenges 
that drive the need for a water strategy for Wales ï from European 
legislation to the national drivers to deliver sustainable development, 
integrating economic, social and environmental improvements to benefit 
customers and the people of Wales.   Through the Living Wales 
programme and the Environment (Wales) Bill a clear set of outcomes 
have been established.  Changes to the management of water within 
Wales  are required to achieve these outcomes, taking a more integrated, 
aligned approach across all those who regulate or provide water and 
sewerage services.  

Ofwat regulatory regime 

At the same time, Ofwat has introduced some significant changes to the 
regulation of water companies in England and Wales (Box 3).   Ofwat 
considers that these changes will provide a much greater focus on the 
needs and requirements of customers (both household and commercial).  
There will be specific retail regulation for business customers in Wales, 

comprising a non-household retaƛƭ άǇǊƛŎŜ-ŎŀǇέ ǎǳōƧŜŎǘ ǘƻ ŜŦŦƛŎƛŜƴŎȅ 
challenges and a targeted customer service incentive mechanism in the 
absence of full retail competition. Effects of the new regime are 
considered to be overall positive in relation to the Welsh Government 
outcomes. 

   
Box 3.  Key changes to Ofwat regulatory regime 

 

England and Wales:  

Ç Customer and environmental outcomes rather than outputs 
approach to company targets 

Ç Total expenditure incentive regime, encouraging operational  
solutions such as catchment approaches rather than 
engineering solutions 

Ç New incentives for water trading, sustainable abstraction 
management and resilient networks 

Ç Enhanced retail customer service incentive mechanism for 
household customers 

Ç Separate price control mechanisms for retail and wholesale 
services 

Wales Only: 
Ç New retail customer service and efficiency incentive regime 

for business customers 

 

Water Bill 

Ofwat will have wide discretion on the detailed aspects of 
implementation of codes and practices for market reform. Uncertainties 
exist as to the precise details of these reforms and therefore potential 
costs and benefits are also uncertain. Guidance to Ofwat or amendments 
on Codes and Practices relating to licences, charging and bulk supply 
contracts, will require agreement between the Secretary of State and the 
Welsh Assembly.  
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Potential conflicts may arise between achieving environmental objectives 
and the introduction of upstream competition in the UK, which may 
hinder partnership working and collaborative approaches to managing 
the environment.  Conversely, competition may encourage a greater 
number of parties to become involved in natural resources management 
in water catchments, and provide greater opportunities for market-based 
instruments and payments for ecosystem services.  

The evidence base for upstream competition needs to be expanded to 
strengthen initial assessments of the potential costs and benefits. This 
includes evidence in relation to potential environmental or 
technical/engineering risks arising from changes to network and 
treatment configurations.  These risks include reduced resilience as well 
as disaggregation of responsibilities for public health and environmental 
protection.  

Border Issues 

The Water Bill does not address non-aligned boundaries between 
regulatory, legislative and environmental policies.  It continues to 
delineate on the basis of the water company service boundaries.  
Sewerage remains subject to the legislative powers of the UK Parliament 
and has not been devolved to the Welsh National Assembly. There is 
consequently the potential for complaints from business customers in 
cross-border areas (see Map 1) that they are subject to national  
legislation for many of their activities (including environmental 
legislation), but for water and   sewerage services   they   are   bound   by   
the legislation of another nation state as determined by their  water  
supplier rather than their geographical location. 

 ά{ƛƭƪ /ƻƳƳƛǎǎƛƻƴέ ǊŜǾƛŜǿ 

The /ƻƳƳƛǎǎƛƻƴ ŦƻǊ 5ŜǾƻƭǳǘƛƻƴ ƛƴ ²ŀƭŜǎ όǘƘŜ ά{ƛƭƪ /ƻƳƳƛǎǎƛƻƴέύ Ƙŀǎ 
recently (March 2014) published its report on devolved legislative powers 
in Wales, including a review of the implications of the Water Bill. The 
Commission concluded ǘƘŀǘ άthe administrative boundary should define 

the limit of Welsh Government competenceέ ŀƴŘ ǘƘŀǘ άthere is a strong 
case for powers relating to sewerage to be devolvedέΦ 

 

3.3  Synthesis of other key evidence on water market reform for Wales  

Cave Review 2009 - Review of competition and innovation in water 
markets in Wales and England 

¶ Recommended introducing competition into the upstream 
(wholesale) market, as well as encouraging further retail 
competition in the non-household market 

¶ Recommended legal separation of water company retail and 
wholesale operations. 

¶ Concluded that the industry across England and Wales could save 
£2.5 billion over 30 years, primarily as a result of efficiency gains, 
together with improved service levels. 

¶ Concluded that Welsh business customers would benefit from 
retail competition ς but given the smaller fraction of customers 
which are large users of water, άthe overall benefits would be 
lowerέΦ   

¶ Further, non-monetary benefits would accrue from competition 
such as increased customer service standards and added value 
services, such as the provision of water savings advice 

¶ Acknowledged there were some benŜŦƛǘǎ ŦǊƻƳ ǘƘŜ 5ȂǊ /ȅƳǊǳ 
Welsh Water business model which ŎƻǳƭŘ ōŜ άpotentially 
beneficial for other consumers if it were to be adopted 
elsewhereέΦ  

¶ Acknowledged that there are different social, economic and 
political circumstances in Wales, including widespread public and 
ǇƻƭƛǘƛŎŀƭ ǎǳǇǇƻǊǘ ŦƻǊ ǘƘŜ Dƭŀǎ /ȅƳǊǳ Ψƴƻǘ-for-ǇǊƻŦƛǘΩ ƳƻŘŜƭΦ  
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Welsh Government Strategic Position Statement on Water 2011 

¶ Concluded that the case had not been made to support either the 
separation of the retail and network businesses in the water 
sector or the benefits of further competition for domestic 
customers.  

¶ Customers should be at the heart of the delivery of water and 
sewage services in Wales. Customer focus requires a sound 
understanding of customer needs and a strong voice for customer 
representation. 

¶ Innovation is key to a long term sustainable water industry that 
meets the needs of customers. 

¶ Customers ƛƴ ²ŀƭŜǎ ǎŜǊǾŜŘ ōȅ 5ȂǊ /ȅƳǊǳ ²ŜƭǎƘ ²ŀǘŜǊ ǊŜŎŜƛǾŜ 
ōŜƴŜŦƛǘǎ ƛƴŎƭǳŘƛƴƎ ŀ ŎǳǎǘƻƳŜǊ άŘƛǾƛŘŜƴŘέ ŘǊƛǾŜƴ ōȅ ǘƘŜ ŜŦŦƛŎƛŜƴŎȅ 
ƻŦ ǘƘŜ Dƭŀǎ /ȅƳǊǳ Ψƴƻǘ ŦƻǊ ǇǊƻŦƛǘΩ ōǳǎƛƴŜǎǎ ƳƻŘŜƭΦ Considering its 
success to date, the government believes it should be given time 
to prove it is able to provide ongoing benefits to customers in the 
long term and be seriously considered as part of the wider review 
of competition alongside other approaches in delivering better 
value for customers.  

hŦǿŀǘΩǎ review of the evidence base for retail competition and 
separation 2011 

The report concluded that: 

¶ Assessing the costs and benefits of retail competition is a difficult 
and complex exercise. This is because of both the forecasting 
nature of such an exercise and the absence of many directly 
comparable precedents.  

¶ The Scottish experience provides the most appropriate set of 
data to be drawn on for any cost-benefit assessment, while 
making adjustments to reflect differences in England and Wales. 

¶ The Cave Review remains the most appropriate basis for 
assessing the potential costs and benefits of introducing retail 

competition. 

¶ The main areas of risk and uncertainty in assessing the cost 
benefit analysis include: 

o The benefits or efficiencies resulting from effective 
competition are lower than anticipated. 

o Implementation and on-going costs are higher than 
anticipated. 

o Impacts from mis-selling problems that have occurred in 
the energy sector. 

o Negative impacts on the cost of capital or the wider 
financing of the sector.  

o Negative impacts on the environment.  

National Assembly for Wales: Environment and Sustainability 
Committee inquiry into water policy in Wales 2013 

The Committee considered evidence from water companies, regulators 
and heavy users of water in Wales. ¢ƘŜ /ƻƳƳƛǘǘŜŜΩǎ ǾƛŜǿ ǿŀǎ: 

¶ It remained unconvinced of the financial benefits of introducing 
competition in Wales, balancing the uncertainties of the potential 
costs of introducing the market regime and the potential savings 
for customers.  

¶ Given that 5ȂǊ /ȅƳǊǳ Welsh Water is run in the interests of 
customers, and given the risk of increased bills for household 
customers to balance discounts to business customers, the 
Committee did not believe that retail competition for business 
customers would be a positive step for the people of Wales. 

¶ The Committee recommended that a cautious approach is 
maintained ñuntil stronger evidence becomes available to 
demonstrate benefits of competition to Welsh customersò. 
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3.4  Water regulatory regime in other nation states 

Scotland 

The regulatory regime in Scotland has developed separately from that in 
England and Wales, with a single, arms-length, wholesale water company 
(Scottish Water) wholly in public ownership and regulated by an 
independent Water Industry Commission for Scotland (WICS). However, 
since 2008, all business customers have been able to choose their water 
and sewerage supplier.   

Section 3.5 provides more details on the lessons learned from Scotland. 

Other European Nation States 

Competition and choice of supplier for public water and sewerage 
services by customers is not a feature of other European states; 
competition is between private suppliers and the contracts/concessions 
let by municipalities or local governments. Further details are provided in 
Appendix C.  

The lack of choice and competition for water and sewerage services for 
business customers across the EU and Europe is important to 
acknowledge when considering the policy options for business customers 
in Wales and the competitiveness of Welsh businesses at the European 
scale. 

3.5   Business customer views and requirements in Wales  

Existing research into business customer needs and attitudes towards 
water competition has been undertaken by CCWater, including across 
Wales: 

Å Setting Strategic Direction: Research into competition with 
Business customers (2007) 

Å Small and Medium Business Customer Views on 
Competition in the Water and Sewerage Industry (2010) 

Å Understanding the Needs of Small and Medium Enterprise 
Customers (2012) ς joint study with Ofwat 

This body of research indicated general support for competition in the 
water industry in principle across all sizes of business customers across 
England and Wales.  However, the knowledge and expectations of 
competition in the water and sewerage industry is currently low.  

The research indicated that the main driver behind support for 
competition and interest in switching suppliers is cost savings (Box 4).  
However, business customers are generally satisfied with their levels of 
service from water and sewerage suppliers and improved levels of 
service was not a significant factor.  This existing body of research for 
business customers in Wales specifically indicates some key differences 
from the overall conclusions for England and Wales as a whole (Box 5).   

CCWater is currently completing a further survey of SMEs in Wales and 
England to identify any changes in the metrics for value for money and 
the findings are expected to be reported in late spring 2014. CCWater is 
also carrying out further research on market reform, including focus 
ƎǊƻǳǇǎ ŀƴŘ ƛƴǘŜǊǾƛŜǿǎ ǿƛǘƘ ōǳǎƛƴŜǎǎ ŎǳǎǘƻƳŜǊǎ ƛƴ άŎǊƻǎǎ-ōƻǊŘŜǊέ ŀǊŜŀǎ 
between England and Wales to help track how changes in awareness of 
market reform over time influence consumer attitudes. 

 

  

 

 

 

 

 

 

 

 

 

 

 

Box 4. Motivation for business customers                                           
to seek alternative water supplier 

 

Ç Current cost of water and sewerage bills 
Ç Satisfaction with current supplier service and value for 

money  
Ç Importance of water and sewerage services to the 

business and proportional cost (little variation by business 
size) 

Ç Scale of cost savings offered by switching 
Ç Experience with and attitudes to changing suppliers for 

other utilities (e.g. energy and telecommunications) 
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CCWater has expressed concern that retail competition differences 
between England and Wales could lead to confusion for business 
customers in border areas as to their eligibility to change water 
companies, and clear communications will be essential.  
CCWater will continue to work to ensure that water customers in Wales 

who cannot change suppliers are fully informed and continue to receive 
benefits and improvements and are not disadvantaged (CCWater, 2013).  
This includes working with Ofwat to ensure that market reform in England 
does not detrimentally affect business customers in Wales through 
unintended effects on investor confidence in the industry (affecting the 
cost of capital), or through the cost burden of market reform shifting onto 
those customers who cannot switch supplier (CCWater, 2013).  CCWater 
will also continue to encourage companies to innovate and improve their 
service delivery for business customers. 

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Ofwat measures customer satisfaction through its Service Incentive 
Mechanism (SIM).  This overall measure does not disaggregate 
performance between household and business customers. SIM scores for 
DȂǊ /ȅƳǊǳ Welsh Water have been slightly above average for the last 

Box 5. Views on water services from                                                  
SME businesses based in Wales 

Ç Overall, a more positive view of service and value for 
money from water and sewerage companies 

Ç 61% very satisfied with value for money of water services 
(compared to 36% in England) 

Ç 58% very satisfied with value for money of sewerage 
services (compared to 37% in England) 

Ç Compared to most English regions, Wales had a greater 
proportion of businesses supportive of the principle of 
competition 

Ç 64% believe competition is a very good thing [compared to 
30% in England) 

Ç Greater proportion interested in switching supplier (42% 
compared to 32% in England) 

Ç Would like to see consistent rules for eligibility for 
competition across the two countries. 

Ç Less optimistic about the ability for competition to deliver 
new or improved services.  

Ç /ǳǎǘƻƳŜǊǎ ƻŦ 5ȂǊ /ȅƳǊǳ ²ŜƭǎƘ ²ŀǘŜǊ ŦŜƭǘ ǘƘŀǘ ǘƘŜ Dƭŀǎ 
Cymru not-for-profit business model meant lower bills and 
better value for money, which reduced the perceived 
benefits of competition 

Ç оу҈ ƻŦ 5ȂǊ /ȅƳǊǳ ²ŜƭǎƘ ²ŀǘŜǊ {a9 ŎǳǎǘƻƳŜǊǎ ǎǳǊǾŜȅŜŘ 
felt the not-for-profit status made a difference to their 
views 

 

Box 6. Key points from water company research                                
on business customer requirements 

 

Ç provide tariffs that are value for money 
Ç better communication 
Ç resolve problems quickly and ensure customers are kept 

informed  
Ç easy for customers to deal and interact with companies 
Ç single billing for multi-site organisations 
Ç online billing, meter data and account management 
Ç better support and improved response times for 

developers 
Ç single point of contact and more dedicated customer 

relationship managers 
Ç more flexible account and tariff structures 
Ç added value services such as leak detection, water 

efficiency advice, trade effluent logging 
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two years (2011-2013) whilst those for Dee Valley Water have been 
slightly below the industry average (Ofwat, 2014c).  Findings from recent 
water company research on business customers are summarised in Box 6 
with further details provided in Appendix C. 

 

3.5  Learning from the Scottish water industry retail experience 

With no other retail water markets existing, the Scottish water industry 
retail experience provides the only available evidence of the costs and 
benefits of retail competition. The Water Services (Scotland) Act of 2005 
created the framework for retail competition for both water and 
sewerage services. In 2006, the Scottish Water retail business was legally 
ǎŜǇŀǊŀǘŜŘ ƛƴǘƻ ŀ ǎŜǇŀǊŀǘŜ Ŝƴǘƛǘȅ ƪƴƻǿƴ ŀǎ Ψ.ǳǎƛƴŜǎǎ {ǘǊŜŀƳΩ ōǳǘ 
remaining in public ownership. A Central Market Authority was also 
ŎǊŜŀǘŜŘ ŀƴŘ ƳŀǊƪŜǘ ΨhǇŜǊŀǘƛƻƴŀƭ /ƻŘŜǎΩ ŘŜǾŜƭƻǇŜŘ ǘƻ ǎǳǇǇƻǊǘ ǘƘŜ 
opening of the retail market in April 2008 (Figure 8) for around 100,000 
business customers in Scotland. The market is designed to be as 
transparent as possible and to minimise transaction costs. The market is 
therefore built on the basis of regulated, rather than negotiated access, 
and governed by a set of legally binding market codes. 

Since 2011, the retail market has seen 13 licensed retailers enter the 
market.  Whilst only 5% of business customers have switched supplier, 
50% of the market (approximately 45,000 customers) has renegotiated 
their water and sewerage services.  The market is governed by some key 
principles (Box 7) to provide consumer safeguards. 

 

Costs and benefits 

Several reports have been published since the opening up of the Scottish 
retail market seeking to establish the costs and benefits of retail 
competition. These reports exhibit a lack of consensus on CBA 
methodologies, and final estimates, although the general consensus 
reached is that the market has, thus far, delivered: 

Å better service, more customer focussed 

Å efficiency gains in retail costs arising from competitive 
pressure 

Å greater water efficiency, leakage reduction and water 
conservation services for customers 

 

           Figure 8.  Water regime in Scotland 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

The costs of setting up and operating the market have also been assessed 
(Figure 9), indicating set-up costs amounted to around £18m ς £22m, 
whilst ongoing costs are averaging £2.5m - £3.5m per annum.  
Extrapolation by the WICS over a 15 year period (Figure 9) indicates total 
costs of £45m to £60m.   
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Figures 10 and 11 indicate the estimated benefits to non-household retail 
operating costs relative to costs incurred by water companies in England 
and Wales. In April 2013, Business Stream provided its analysis of the 
benefits of retail competition after the first 5 years of operation.  Business 
Stream stated that businesses in Scotland were spending £65million less 
on water supply than prior to competition being implemented over the 
five year period, Business Stream calculated that it had had achieved: 

¶ More than 60 new services to help customers improve water 
efficiency and cost effectiveness of their water supply 

¶ aƻǊŜ ǘƘŀƴ ϻор Ƴƛƭƭƛƻƴ ƛƴ ŎǳǎǘƻƳŜǊǎΩ ǿŀǘŜǊ consumption savings (16 
billion litres with associated 28,000 tonnes of carbon savings) 

¶ More than £30 million of discounts provided to customers 

¶ Increase in customer satisfaction by 26 per cent. 

 

Figure 9. Scottish water retail market costs 

 

 

 

 

 

 

 

 

 
 
 
The WICS estimates that the net savings to customers in Scotland over 
the next 30 years from introducing retail competition is £138 million at 
2009-10 prices (WICS, 2013 and WICS, 2011).   
The Commission states that their analysis takes no account of the savings 
and efficiency improvements that were achieved by the core business of 
Scottish Water since 2006 (Scottish Water had already reduced its costs 
to levels comparable with the water companies in England and Wales by 
2006). 
Despite a low switching rate, WICS reports that more than 60% of non-
household customers in Scotland are now receiving lower prices, better 
service or a combination of the two in the five years since market opening 
(WICS, 2013).   Some concerns have however been raised that small 
companies are less able to take advantage of price reductions that relate 
to discounts for prompt payment terms, for which cash flow constraints 
preclude take-up by small companies. 

 

Box 7.  Key principles of the Scottish                                              
water retail market 

Ç No adverse impact on any customers (commercial or 
domestic) in terms of price or service standards: 
Á ά¦ƴƛǾŜǊǎŀƭ {ŜǊǾƛŎŜ hōƭƛƎŀǘƛƻƴέ 
Á Default tariffs  
Á Default service provision  

Ç aƛƴƛƳƛǎŜ ǘƘŜ Ǌƛǎƪ ƻŦ ΨŎƘŜǊǊȅ-pƛŎƪƛƴƎΩ ōȅ ƴŜǿ ŜƴǘǊŀƴǘǎ ǘƻ 
ǇǊŜǾŜƴǘ ǘƘŜ ΨǳƴǿƛƴŘƛƴƎΩ ƻŦ ǊŜƎƛƻƴŀƭƭȅ ŀǾŜǊŀƎŜŘ ŎǊƻǎǎ 
subsidies 

Ç Geographical harmonisation of charges, and non-
discrimination of the basis of location 

Ç Requirement for Scottish Water to publish its wholesale 
Tariffs to prevent cross-subsidies between the 
competitive and household markets. 
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Figure 10 & Figure 11 
Business Stream non-household operating costs                                                      
as % of non-household revenue and per property                                         

(Source: WICS, 2011a) 

 
 
 
 
 
 
 
 
 
 
 
 
 
 

Complaints that cannot be resolved between business customers and the 
vast majority of the retail water companies in Scotland can be escalated 
to the Scottish Public Services Ombudsman.  For the first full year of 
reporting (2012-13), the Ombudsman reported a general shift in 
workload from domestic (Scottish Water) to non-domestic service 
(Business Stream) ŎǳǎǘƻƳŜǊǎΣ ǿƘƛŎƘ άmay reflect the difficult economic 
climate in which small businesses, in particular, are operatingέΦ  ¢Ƙƛǎ 
builds on an observed long-term trend towards business customers from 
the former consumer body, WaterWatch Scotland.  However, it is 
important to note that this may be explained by the fact that household 
customers pay for water through council tax collection whereas business 
customers are charged directly by the retail water company. 
Some 68% of all water complaints to the Ombudsman in 2012-13 were 
from business customers, with the majority (66%) relating to billing and 
charging. A significant proportion of the complaints were from small 
businesses, with confusion and/or lack of awareness of charging regimes 
and tariffs cited as a key underlying cause of these complaints. This 
further emphasises the importance of the need for good communications 
with business customers. 
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{ŜŎǘƛƻƴ п 

{ŎŜƴŀǊƛƻ 5ŜǾŜƭƻǇƳŜƴǘ 
 

4.1  Scenario Approach 

In assessing policy options for Wales in relation to water business 
customers, and to guide stakeholder discussions, a series of alternative 
policy scenarios were developed to support the research project.  The use 
of scenarios is a common approach in considering future policy 
development. They enable the advantages and disadvantages to be 
ŜȄǇƭƻǊŜŘ ƻŦ ǘƘŜ ǊŜŀƭƛǎǘƛŎ ΨǇƻƭŜǎΩ ƻŦ ŀƭǘŜǊƴŀǘƛǾŜ ƳŜŀǎǳǊŜǎ ŀƴŘ ŎƻƳǇŀǊŜŘ ǘƻ 
ǘƘŜ ŜȄƛǎǘƛƴƎ όƻǊ άōŀǎŜƭƛƴŜέύ ǎƛǘǳŀǘƛƻƴΦ  Lǘ ƛǎ ƛƳǇƻǊǘŀƴǘ ǘƻ ƴƻǘŜ ǘƘŀǘ ǘƘŜ 
scenarios are NOT optiƻƴǎ ŦǊƻƳ ǿƘƛŎƘ ŀ άǎŜƭŜŎǘƛƻƴέ ƛǎ ƳŀŘŜΣ ōǳǘ ǊŀǘƘŜǊ 
they provide information to aid the development of policy.  

 

4.2  Baseline conditions 

The baseline conditions against which the scenarios are framed and 
ŎƻƳǇŀǊŜŘ ŀǊŜ ǊŜǇǊŜǎŜƴǘŜŘ ōȅ ǘƘŜ άŎǳǊǊŜƴǘέΣ ŜȄƛǎǘƛƴƎ Ǌegulatory regime 
for water business customers in Wales. This is characterised by the 
regulated, monopoly privatised water companies operating in Wales, with 
limited ability for business customers to switch their water supplier and 
sewerage service provider.  Only those business customers consuming 
greater than 50 million litres of water per year (or 5 million litres per year 
for business customers located in Wales but supplied by Severn Trent 
Water) are able to switch their water supplier (but not sewerage 
provider). In addition, the regulatory regime allows for άinset 
appointmentsέ όƭŜƎŀƭƭȅ ƪƴƻǿƴ ŀǎ bŜǿ !ǇǇƻƛƴǘƳŜƴǘǎ ŀƴŘ ±ŀǊƛŀǘƛƻƴǎΣƻǊ 
NAV) to be approved by Ofwat to replace the incumbent water company 
for water and/or sewerage services for business customer sites in Wales 
consuming greater than 250 million litres of water per year or for new 
άǳƴǎŜǊǾŜŘέ developments (household, commercial or mixed occupancy) 

that require connection to the water and/or sewerage network.  As 
explained in Section 1, there are currently only two inset appointments 
operating within Wales (Albion Water at Shotton Paper in north Wales 
and SSE Water at Llanilid Park in south Wales).  

Business customers operating within the England and Wales borders are 
deemed to be subject to the competition regime of the incumbent water 
company, regardless of their location within the political boundaries of 
the two nations.  

4.3  Scenario Development 

Based on the review of the current legislative and regulatory environment 
and alternative administrative models (see Section 3), four scenarios 
were developed to represent a realistic range of potential options for the 
managing water and sewerage provision within Wales (Figure 12). 

 

Figure 12.  Alternative future policy scenarios 
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Each scenario relates to existing examples in the UK water industry, or to 
proposals for alternative models to be introduced in the future.  

A common set of themes were identified to provide a framework of 
principles within which the scenarios were characterised.  As illustrated in 
Figure 12, the scenarios were developed along an axis between a highly 
regulated water and sewerage market and an open, fully competitive 
market with only modest regulatory oversight.   

Boxes 8 to 11 (overleaf) set out the key features of each of the four 
alternative scenarios. These scenarios have been used to frame 
stakeholder engagement as discussed in Section 4.4. 

The four scenarios can also be characterised in the relation to some of the 
key features of privatised utility markets (Figure 13): 

Service responsiveness 

¶ Market models, particularly where the customer can chose to 
switch suppliers if they are dissatisfied with service, often 
encourage companies to be more responsive to customer needs 

¶ Heavily regulated businesses can often become focussed on the 
regulator requirements, rather than the customer needs, and not 
be responsive to external pressures. This can be addressed by 
specific regulatory incentives.  

Pricing approach 

¶ Regulatory models have full control over tariff and price setting 
and can therefore implement redistributive welfare policies 
through subsidised tariffs 

¶ In markets, competition drives the price levels, and tends to be 
on a cost reflective basis. In both wholesale and retail markets,  
ǘƘƛǎ ŎƻǳƭŘ ƭŜŀŘ ǘƻ ŀ ΨŘŜ-ŀǾŜǊŀƎƛƴƎΩ ƻŦ ǇǊƛŎŜǎ ŀŎǊƻǎǎ ǘƘŜ ŎǳǎǘƻƳŜǊ 
base (currently, water and sewerage bills are based on the 
average costs of supply across the whole of a water company 
ŀǊŜŀΤ ΨŘŜ-ŀǾŜǊŀƎƛƴƎΩ ƳŜŀƴǎ ŀǇǇƭȅƛƴƎ ōƛƭƭǎ ōŀǎŜŘ ƻƴ ǘƘŜ ŘƛŦŦŜǊŜƴǘ 
costs of supply arising in different geographical areas). 

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

Figure 13. Characterisation of the                                                                             
four alternative scenarios 
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Investor confidence 

¶ Regulated sectors are often perceived by investors as providing a 
greater level of security and certainty,  which  affects   the   level   

¶ at  which the businesses can borrow capital and, in turn, the 
ŎǳǎǘƻƳŜǊǎΩ ōƛƭƭ 

¶ Businesses which are subject to competitive pressures are viewed 
by investors as more risky, and so the cost of capital is invariably 
higher. 
 

4.4  Research application of the scenarios 

The scenarios have been used to support qualitative discussions and 
dialogue with stakeholders and business customers.  They have also been 
used to seek quantitative feedback from business customers and non-
statutory customer groups through focus group sessions and an on-line 
Multi-Criteria Analysis survey.   
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.ƻȄ фΦ   

{ŎŜƴŀǊƛƻ нΥ άwŜƎǳƭŀǘƛƻƴ Ҍ LƴŎŜƴǘƛǾŜǎέ 

Ç .ŀǎŜŘ ƻƴ ǘƘŜ ǊŜƎǳƭŀǘƻǊȅ ǊŜƎƛƳŜ ǎŜǘ ƻǳǘ ōȅ hŦǿŀǘ ǘƻ 
ŎƻƳŜ ƛƴǘƻ ŜŦŦŜŎǘ ŦǊƻƳ нлмр 

Ç {ƛƴƎƭŜ 9ƴƎƭŀƴŘ ŀƴŘ ²ŀƭŜǎ ŜŎƻƴƻƳƛŎ ǊŜƎǳƭŀǘƻǊ 
όhŦǿŀǘύ 

Ç tŀǊǘƛŎǳƭŀǊ ŦƻŎǳǎ ƻƴ ǊŜƎǳƭŀǘƻǊȅ ƛƴŎŜƴǘƛǾŜǎ Ƴƻǎǘ 
ǊŜƭŜǾŀƴǘ ǘƻ ²ŀƭŜǎΣ ƛƴŎƭǳŘƛƴƎΥ 
Á hǳǘŎƻƳŜǎ ƛƴŎŜƴǘƛǾŜǎ όŦƻŎǳǎ ƻƴ ŎǳǎǘƻƳŜǊǎ 
ŀƴŘ ǘƘŜ ŜƴǾƛǊƻƴƳŜƴǘύ 

Á ¢ƻǘŀƭ ŜȄǇŜƴŘƛǘǳǊŜ ŀǇǇǊƻŀŎƘ ǘƻ Ŏƻǎǘ ƛƴŎŜƴǘƛǾŜǎ 
Á {ŜǇŀǊŀǘŜ ǊŜǘŀƛƭ ŀƴŘ ǿƘƻƭŜǎŀƭŜ ǇǊƛŎŜ ŎƻƴǘǊƻƭǎ ς 
ƛƴŎƭǳŘƛƴƎ ŦƻǊ ǊŜǘŀƛƭ ōǳǎƛƴŜǎǎ ŎǳǎǘƻƳŜǊǎ ƛƴ 
²ŀƭŜǎ 

Á ²ŜƭǎƘ {ŜǊǾƛŎŜ LƴŎŜƴǘƛǾŜ aŜŎƘŀƴƛǎƳ ŦƻǊ 
ōǳǎƛƴŜǎǎ ŎǳǎǘƻƳŜǊǎ ǿƘƻ ǳǎŜ ƭŜǎǎ ǘƘŀƴ рл 
Ƴƛƭƭƛƻƴ ƭƛǘǊŜǎ ƻŦ ǿŀǘŜǊ ǇŜǊ Řŀȅ 

Ç LƴǎŜǘ ŀǇǇƻƛƴǘƳŜƴǘǎ όb!±ύ ŎƻƴǘƛƴǳŜǎ ōǳǘ ǿƛǘƘ ²ŀǘŜǊ 
.ƛƭƭ ŎƘŀƴƎŜǎ ǘƻ ǎǘǊŜŀƳƭƛƴŜ ǘƘŜ ǇǊƻŎŜǎǎŜǎ  

.ƻȄ уΦ   

{ŎŜƴŀǊƛƻ мΥ ά²ŀƭŜǎ hƴƭȅ wŜƎǳƭŀǘƻǊέ 

Ç 9ŎƻƴƻƳƛŎ ǊŜƎǳƭŀǘƻǊ ŜǎǘŀōƭƛǎƘŜŘ ǎǇŜŎƛŦƛŎŀƭƭȅ ŦƻǊ ǿŀǘŜǊ 
ŀƴŘ ǎŜǿŜǊŀƎŜ ŎƻƳǇŀƴƛŜǎ ƻǇŜǊŀǘƛƴƎ ǿƘƻƭƭȅ ƻǊ Ƴŀƛƴƭȅ 
ƛƴ ²ŀƭŜǎΦ 

Ç wŜƎǳƭŀǘƻǊȅ ƳƻŘŜƭ ǎƛƳƛƭŀǊ ǘƻ ƻǘƘŜǊ ¦Y άŘŜǾƻƭǾŜŘέ 
ŀŘƳƛƴƛǎǘǊŀǘƛƻƴǎ ό²ŀǘŜǊ LƴŘǳǎǘǊȅ /ƻƳƳƛǎǎƛƻƴ ƛƴ 
{ŎƻǘƭŀƴŘΣ bL!w ƛƴ bƻǊǘƘŜǊƴ LǊŜƭŀƴŘύ 

Ç Wales-specific regulatory framework evolves from 
current (2014) regime in place in Wales 

Ç Legislative powers for sewerage devolved to Wales 
Ç 9ȄǘŜƴǘ ƻŦ ŎƻƳǇŜǘƛǘƛƻƴ ƭƛƳƛǘŜŘ ǘƻ ǊŜǘŀƛƭ ŎƻƳǇŜǘƛǘƛƻƴ 
ŦƻǊ ǿŀǘŜǊ ǎǳǇǇƭȅ ŦƻǊ ŎǳǎǘƻƳŜǊǎ ǿƘƻ ǳǎŜ ƳƻǊŜ ǘƘŀƴ 
рл Ƴƛƭƭƛƻƴ ƭƛǘǊŜǎ ƻŦ ǿŀǘŜǊ ǇŜǊ ŀƴƴǳƳ 

Ç bŀǘǳǊŀƭ wŜǎƻǳǊŎŜǎ ²ŀƭŜǎ ǊŜƳŀƛƴǎ ŀǎ ǘƘŜ ǇǊƛƴŎƛǇŀƭ 
ŜƴǾƛǊƻƴƳŜƴǘŀƭ ǊŜƎǳƭŀǘƻǊ ŦƻǊ ²ŀƭŜǎ 

Ç LƴǎŜǘ ŀǇǇƻƛƴǘƳŜƴǘ ǇǊƻŎŜǎǎ ŎƻƴǘƛƴǳŜǎ ōǳǘ ǿƛǘƘ ²ŀǘŜǊ 
.ƛƭƭ ŎƘŀƴƎŜǎ ǘƻ ǎǘǊŜŀƳƭƛƴŜ ǘƘŜ ǇǊƻŎŜǎǎŜǎ  
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.ƻȄ млΦ   

{ŎŜƴŀǊƛƻ оΥ άaŀǊƪŜǘ [ƛǘŜέ 

Ç ¢Ƙƛǎ ǎŎŜƴŀǊƛƻ ƛǎ ōŀǎŜŘ ŀǊƻǳƴŘ ǘƘŜ ŜȄƛǎǘƛƴƎ {ŎƻǘǘƛǎƘ 
ƳƻŘŜƭ 

Ç ¢ƘŜ ƴƻƴ-ƘƻǳǎŜƘƻƭŘ ǊŜǘŀƛƭ ŜƭŜƳŜƴǘ ƻŦ ǿŀǘŜǊ 
ŎƻƳǇŀƴƛŜǎ ǿƘƻƭƭȅ ƻǊ Ƴŀƛƴƭȅ ƛƴ ²ŀƭŜǎ ƛǎ ƭŜƎŀƭƭȅ 
ǎŜǇŀǊŀǘŜŘ ŦǊƻƳ ǘƘŜ ǿƘƻƭŜǎŀƭŜ ōǳǎƛƴŜǎǎ ŀƴŘ ǎǳōƧŜŎǘ 
ǘƻ ƻǇŜƴ ŎƻƳǇŜǘƛǘƛƻƴ όƛΦŜΦ ŀƭƭ ōǳǎƛƴŜǎǎ ŎǳǎǘƻƳŜǊǎ Ŏŀƴ 
ǎǿƛǘŎƘ ǊŜǘŀƛƭ ǎǳǇǇƭƛŜǊ ƛǊǊŜǎǇŜŎǘƛǾŜ ƻŦ ǘƘŜƛǊ ǎƛȊŜύΦ  

Ç .ǳǎƛƴŜǎǎ ŎǳǎǘƻƳŜǊ ǊŜǘŀƛƭ ŎƻƳǇŜǘƛǘƛƻƴ ŀǇǇƭƛŜǎ ǘƻ 
ǿŀǘŜǊ ŀƴŘ ǎŜǿŜǊŀƎŜ ǎŜǊǾƛŎŜǎ 

Ç ¢ƘŜ ǿƘƻƭŜǎŀƭŜ ŎƻƳǇƻƴŜƴǘǎ ƻŦ ǿŀǘŜǊ ŎƻƳǇŀƴƛŜǎ 
ǿƘƻƭƭȅ ƻǊ Ƴŀƛƴƭȅ ƛƴ ²ŀƭŜǎ ŜƭŜƳŜƴǘǎ ŀǊŜ ǎǳōƧŜŎǘ ǘƻ 
ǊŜƎǳƭŀǘƛƻƴ 

Ç !ŘŘƛǘƛƻƴŀƭ ƛƴŎŜƴǘƛǾŜǎκƳŀǊƪŜǘ ƛƴǎǘǊǳƳŜƴǘǎ ƻǊ ƭŜƎŀƭ 
ǇƻǿŜǊǎ ŀǊŜ ŘŜǾŜƭƻǇŜŘ ǿƛǘƘ ǿŀǘŜǊ ŎƻƳǇŀƴƛŜǎ ǘƻ 
ŜƴŎƻǳǊŀƎŜ ƛƴǘŜƎǊŀǘŜŘ ŜƴǾƛǊƻƴƳŜƴǘŀƭ ŀǇǇǊƻŀŎƘŜǎΣ 
ǎǳŎƘ ŀǎ ŎŀǘŎƘƳŜƴǘ ƳŀƴŀƎŜƳŜƴǘ 

Ç LƴǎŜǘ ŀǇǇƻƛƴǘƳŜƴǘǎ ŀǇǇƻƛƴǘƳŜƴǘ ǇǊƻŎŜǎǎ ŎƻƴǘƛƴǳŜǎ 
ǿƛǘƘ ōŀǊǊƛŜǊǎ ǘƻ ŜƴǘǊȅ ŀŘŘǊŜǎǎŜŘ 

 

.ƻȄ ммΦ   

{ŎŜƴŀǊƛƻ пΥ άCǳƭƭ aŀǊƪŜǘέ 

Ç ¢Ƙƛǎ ǎŎŜƴŀǊƛƻ ƛǎ ōŀǎŜŘ ƻƴ ǘƘŜ ŎǳǊǊŜƴǘ ǇǊƻǇƻǎŀƭǎ 
ŎƻƴǘŀƛƴŜŘ ƛƴ ǘƘŜ ²ŀǘŜǊ .ƛƭƭ ŦƻǊ ƴŜǿ ŜƴǘǊŀƴǘǎ ǘƻ ŜƴǘŜǊ 
ƛƴǘƻ ǘƘŜ ǇǊƻǾƛǎƛƻƴ ƻŦ ǿŀǘŜǊ ŀƴŘ ǎŜǿŜǊŀƎŜ ǎŜǊǾƛŎŜǎ ŀǘ 
ŀƭƭ Ǉƻƛƴǘǎ ƛƴ ǘƘŜ ǾŀƭǳŜ ŎƘŀƛƴΦ  

Ç ¢ƘŜ ǎŎŜƴŀǊƛƻ Ƙŀǎ ōŜŜƴ ŎƻƴǎǘǊǳŎǘŜŘ ƻƴ ǘƘŜ 
ŀǎǎǳƳǇǘƛƻƴ ǘƘŀǘ ōƻǘƘ ǿƘƻƭŜǎŀƭŜ ƳŀǊƪŜǘǎ ŀƴŘ 
ōǳǎƛƴŜǎǎ ŎǳǎǘƻƳŜǊ ǊŜǘŀƛƭ ƳŀǊƪŜǘǎ ŀǊŜ Ŧǳƭƭȅ 
ƻǇŜǊŀǘƛƻƴŀƭ ŦǊƻƳ нлнн 

Ç ¢ŀǊƎŜǘŜŘ ǊŜƎǳƭŀǘƻǊȅ ƛƴŎŜƴǘƛǾŜǎ ǿƛƭƭ ōŜ ƛƴ ǇƭŀŎŜ ŦƻǊ 
ōƻǘƘ ǿƘƻƭŜǎŀƭŜ ŀƴŘ ǊŜǘŀƛƭ ƳŀǊƪŜǘǎ 

Ç IƻǳǎŜƘƻƭŘ ŎǳǎǘƻƳŜǊǎ ǿƛƭƭ ŎƻƴǘƛƴǳŜ ǘƻ ōŜ ǎǳǇǇƭƛŜŘ ōȅ 
ǘƘŜ ƛƴŎǳƳōŜƴǘ ǊŜǘŀƛƭŜǊ 

Ç /ƻƳǇŀƴƛŜǎ ǿƛƭƭ ōŜ ŘǊƛǾŜƴ ōȅ ŎƻƳǇŜǘƛǘƛǾŜ ƳŀǊƪŜǘ 
ǇǊƛƴŎƛǇƭŜǎΣ ōǳǘ ǿƛƭƭ ǎǘƛƭƭ ōŜ ǎǳōƧŜŎǘ ǘƻ ƳƛƴƛƳǳƳ 
ŜƴǾƛǊƻƴƳŜƴǘŀƭ ǊŜǉǳƛǊŜƳŜƴǘǎ ŀƴŘ ǎǘŀǘǳǘƻǊȅ 
ƻōƭƛƎŀǘƛƻƴǎ 

Ç LƴǎŜǘ ŀǇǇƻƛƴǘƳŜƴǘ ǇǊƻŎŜǎǎ ŎƻƴǘƛƴǳŜǎ ǿƛǘƘ ōŀǊǊƛŜǊǎ ǘƻ 
ŜƴǘǊȅ ŀŘŘǊŜǎǎŜŘ 
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{ŜŎǘƛƻƴ р  

{ǘŀƪŜƘƻƭŘŜǊ 9ƴƎŀƎŜƳŜƴǘ ŀƴŘ CŜŜŘōŀŎƪ  
The approach to the stakeholder engagement is described in Appendix A. 
The engagement activities provided a wide range of views and opinions 
which are summarised in the following sub-sections, with further details 
provided in Appendix D. 

5.1  Stakeholder feedback: key themes 

Many of the stakeholders that took part in the interviews or group 
workshops had previously provided responses and/or evidence to the 
various White Papers, National Assembly or Parliamentary inquiries, 
water company price review consultation exercises and other similar 
consultation exercises.  As a consequence, there is a considerable degree 
of consistency between many of the issues raised by stakeholders from 
this research and those presented in previous reports and consultation 
response documents.  

The main issues raised by stakeholders can be grouped into a number of 
key themes (Figure 14). 

 

5.2  Current water and sewerage service provision 

There is a general consensus across most stakeholders that the evolution 
of the existing legislation and regulatory regime since privatisation has 
delivered benefits for customers in terms of key service attributes (Figure 
15). In particular, efficiency improvements and efficient financing have 
helped to deliver improved drinking water quality, supply resilience and 
environmental improvements at an affordable price for the majority of 
business customers.    Box 12 summarises the main points raised by 
stakeholders abut current water and sewerage service provision.  
  

Box 12. Stakeholder feedback on                                             
current service provision 

 
Ç Water bills remain of lesser concern compared to other 

cost pressures, particularly business rates and energy 
bills 

Ç Not enough focus and attention given to business 
customers  

Ç Greater engagement required to better understand 
needs and priorities of business customers 

Ç Priority areas for service improvement: 
Á Better (and faster) engagement and 

communication - especially at a technical level 
on operational matters 

Á Greater level of expert advice to customers 
Á Improved metering and  on-line billing services 
Á Speed up the processes for businesses to get 

connected to the water and sewerage networks 
Ç Greater flexibility and innovation in tariff structures - 

existing regulatory regime appears to be constraining   
Ç Arrangements for competition for new developments 

not been as successful as could it could be due to 
regulatory and behavioural barriers 

Ç Market reform uncertainty and economic downturn 
limiting commercial viability of further Inset 
Appointments 

Ç Inset appointment barriers may be limiting innovation in 
customer and environmental services 

Ç Greater co-operation between organisations responsible 
for drainage and flooding, including agreeing ownership 
and responsibilities for maintenance 
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Figure 14.  Key themes from                                                                          
stakeholder engagement 

 

5.3  Future needs and priorities 

Stakeholders expressed a wide range of future needs and priorities in 
relation to business customers in Wales.  Most stakeholders were less 
concerned with giving view on the future structure of the water industry 
or changes to the regulatory regime than with ensuring their needs were 
understood so that government and the water industry can respond 
effectively to meet these requirements. A summary of the key messages 
on future needs and priorities is provided in Figure 16 against the key 
attributes of water and service provision.   

 

 

 

 

 

 

 

 

 

 

 

 

 

In general, price and choice were considered of lower importance than 
reliability/resilience and strong customer service ς providing value for 
money. 

 

5.4  Water company ownership models 

There was generally very strong support for the not-for-profit model of 
Glas Cymru όƻǿƴŜǊ ƻŦ 5ȂǊ /ȅƳǊǳ ²ŜƭǎƘ ²ŀǘŜǊύΦ ¢Ƙƛǎ ŜȄǘŜƴŘŜŘ ōŜȅƻƴŘ 
the financial structure, with a consensus view that the Glas Cymru model 
also supported greater community engagement and involvement in 
wider environmental and social initiatives than would be the case for a 
PLC or privately-owned water company.  This includes the Glas Cymru 
ƛƴŘŜǇŜƴŘŜƴǘ άaŜƳōŜǊǎέ ǘƘŀǘ ŀŎǘ ƛƴ ƭƛŜǳ ƻŦ ǎƘŀǊŜƘƻƭŘŜǊǎ to provide 
challenge to the Board, and who are appointed to represent different 
socio-economic and environmental interests in Wales (although none are 
currently specifically appointed to represent business customer interests). 
Further views are provided in Appendix D. 

Figure 15.  Key attributes of water and                                         
sewerage service provision  
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CƛƎǳǊŜ мсΦ  {ǳƳƳŀǊȅ ƻŦ ƪŜȅ ŦǳǘǳǊŜ ƴŜŜŘǎ ŀƴŘ ǇǊƛƻǊƛǘƛŜǎ ŦƻǊ ōǳǎƛƴŜǎǎ ŎǳǎǘƻƳŜǊǎ ƛƴ ²ŀƭŜǎ  

 

/ƘƻƛŎŜ 

 

9ƴǾƛǊƻƴƳŜƴǘŀƭ 

 

/ǳǎǘƻƳŜǊ ǎŜǊǾƛŎŜ 

 

tǊƛŎŜ 

 

tǊƻŘǳŎǘ vǳŀƭƛǘȅ 

 wŜƭƛŀōƛƭƛǘȅ ϧ 
!Ǿŀƛƭŀōƛƭƛǘȅ 

Å DǊŜŀǘŜǊ ŜƴƎŀƎŜƳŜƴǘ ǿƛǘƘ ōǳǎƛƴŜǎǎ ŎǳǎǘƻƳŜǊǎ ƻƴ ǘŜŎƘƴƛŎŀƭ ƛǎǎǳŜǎ 
Å aŜǘŜǊƛƴƎ ŀƴŘ ōƛƭƭƛƴƎ ƛƳǇǊƻǾŜƳŜƴǘǎ ƛƴŎƭǳŘƛƴƎ ƻƴ-ƭƛƴŜ ōƛƭƭǎΤ ǎǳō-ƳŜǘŜǊƛƴƎ 
Å {ƛƴƎƭŜ Ǉƻƛƴǘ ƻŦ ŎƻƴǘŀŎǘΤ ŀŎŎŜǎǎ ǘƻ ǊƛƎƘǘ ǘŜŎƘƴƛŎŀƭ ǎǳǇǇƻǊǘ ƻƴ ŦƛǊǎǘ ŎƻƴǘŀŎǘ 

Å tŀǊǘƴŜǊǎƘƛǇ ǿƻǊƪƛƴƎ ǘƻ ŀŎƘƛŜǾŜ ŜƴǾƛǊƻƴƳŜƴǘŀƭ ƛƳǇǊƻǾŜƳŜƴǘǎ ŜŦŦƛŎƛŜƴǘƭȅ 
Å ²ƻǊƪ ǿƛǘƘ ƻǘƘŜǊǎ ǘƻ ŀŘŘǊŜǎǎ  ŜƴǾƛǊƻƴƳŜƴǘŀƭ ƛǎǎǳŜǎ ŎƻƴǎǘǊŀƛƴƛƴƎ ƎǊƻǿǘƘ 
Å LƴƴƻǾŀǘƛƻƴ ǘƻ ƳŜŜǘ ŦǳǘǳǊŜ ŜƴǾƛǊƻƴƳŜƴǘŀƭ ŎƘŀƭƭŜƴƎŜǎ ƛƴ ŜŦŦƛŎƛŜƴǘ ƳŀƴƴŜǊ 

Å /ƘƻƛŎŜ ƭŜǎǎ ƛƳǇƻǊǘŀƴǘ ƛŦ ŜȄƛǎǘƛƴƎ ǎǳǇǇƭƛŜǊǎ ǇǊƻǾƛŘŜ ƎǊŜŀǘ ǾŀƭǳŜ ŦƻǊ ƳƻƴŜȅ 
Å DǊŜŀǘŜǊ ŎƘƻƛŎŜ  ŀƴŘ ƛƴƴƻǾŀǘƛƻƴ ƛƴ ǘŀǊƛŦŦǎ ǿƻǳƭŘ ōŜ ǿŜƭŎƻƳŜŘ 
Å !ōƛƭƛǘȅ ǘƻ ƴŜƎƻǘƛŀǘŜ ǇǊƛŎŜǎ  ŀƴŘ ōŜǎǇƻƪŜ ǎŜǊǾƛŎŜǎ ǿƻǳƭŘ ōŜ ǿŜƭŎƻƳŜŘ 

Å ¢ǊŀƴǎǇŀǊŜƴŎȅ ƻƴ ǘŀǊƛŦŦ ǎǘǊǳŎǘǳǊŜǎ ŀƴŘ ŎƻƳǇŀǊŀōƛƭƛǘȅ ǘƻ ƻǘƘŜǊ ǎǳǇǇƭƛŜǊǎ 
Å DǊŜŀǘŜǊ ŦƭŜȄƛōƛƭƛǘȅ ƻƴ ǘŀǊƛŦŦǎ ǘƻ ǊŜŦƭŜŎǘ ōǳǎƛƴŜǎǎ ŎǳǎǘƻƳŜǊ ƻǇŜǊŀǘƛƻƴǎ 
Å ¢ŀǊƛŦŦǎ ǎƘƻǳƭŘ ǊŜǿŀǊŘ ǿŀǘŜǊ ŜŦŦƛŎƛŜƴŎȅ ŀƴŘ ŜŦŦƭǳŜƴǘ ǊŜŎȅŎƭƛƴƎ 

Å 9ȄǘǊŀ ǎŜǊǾƛŎŜǎ ǘƻ ƘŜƭǇ ŎǳǎǘƻƳŜǊǎ  ǿƛǘƘ ƭŜŀƪŀƎŜ ŀƴŘ ǿŀǘŜǊ ŜŦŦƛŎƛŜƴŎȅ  
Å 9ƳōǊŀŎŜ ǎǳǎǘŀƛƴŀōƭŜΣ ƳŀƛƴǘŀƛƴŀōƭŜ ŘǊŀƛƴŀƎŜ ǎƻƭǳǘƛƻƴǎ ǿƛǘƘ ǇŀǊǘƴŜǊǎ 
Å CƻŎǳǎŜŘ ǎŜǊǾƛŎŜǎ ŦƻǊ ōǳǎƛƴŜǎǎŜǎ ǿƘŜǊŜ ŘǊƛƴƪƛƴƎ ǿŀǘŜǊ ǉǳŀƭƛǘȅ ƛǎ ŎǊƛǘƛŎŀƭ  

Å LƳǇǊƻǾŜ ŀŎŎŜǎǎ ǘƻ ǿŀǘŜǊ ŀƴŘ ǎŜǿŜǊŀƎŜ ǎȅǎǘŜƳǎ ŦƻǊ ǊǳǊŀƭ ŎƻƳƳǳƴƛǘƛŜǎ 
Å wŜŘǳŎŜ ǎǳǊŦŀŎŜ ǿŀǘŜǊ ŀƴŘ ǎŜǿŜǊ ŦƭƻƻŘƛƴƎ ŀƴŘ Ǉƻƭƭǳǘƛƻƴ ƛƴŎƛŘŜƴǘǎ 
Å /ƻƴǘƛƴǳŜ ǊŜǎƛƭƛŜƴŎŜ ƛƳǇǊƻǾŜƳŜƴǘǎ ŀƴŘ ǎǳǇǇƻǊǘ ŎǳǎǘƻƳŜǊǎ ƛŦ ƭƻǎǎ ƻŦ ǎŜǊǾƛŎŜ 
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5.5  Proposed regulatory reforms 

There was a general good level of understanding across stakeholders of 
regulatory reform measures proposed by Ofwat, contained in the Water 
Bill or in consultation documents (e.g. on abstraction licence reform). 
Concern was expressed by some stakeholders that: 

¶ not extending retail competition in Wales may perpetuate 
behaviours that act to stifle competition in those areas that are 
already open to competition (e.g. new connections and Inset 
Appointments/NAVs) 

¶ business customers in Wales will not receive the same price and 
service benefits that may arise for customers in England.                     

Conversely, others expressed the view that retention of the 50Ml 
threshold in Wales could result in better customer service offerings for 
non-household customers.  
Some stakeholders felt that the costs of market set up and management 
for increased retail competition in England would cancel out or even 
outweigh the benefits to customers, recognising the relatively small 
margins involved and consequent scale of price reduction. Uncertainties 
in both costs and benefits were cited by others as making it difficult to 
determine whether introducing retail competition would be worthwhile. 

Overall, regardless of the differing views on regulatory reform, there was 
broad support for the Welsh Government taking powers in the Water 
Bill that allow Wales to make its own decisions on the future regulation 
ƻŦ ǿŀǘŜǊ ŎƻƳǇŀƴƛŜǎ ƻǇŜǊŀǘƛƴƎ άǿƘƻƭƭȅ ƻǊ Ƴŀƛƴƭȅέ ƛƴ ²ŀƭŜǎΦ This included 
support for legislative powers for sewerage to also be devolved, which 
was seen as an anomaly given that it represents around 50% of the total 
water bill.   

Further information is provided in Appendix D. 

Developers 

Developers feel they are not valued as customers, that they are not 
adequately engaged by incumbents to help drive innovation in new 

developments, and that there are too many delays and barriers for new 
connections. Although the number of complaints from developers has 
reduced in recent times, more still needs to be done to improve levels of 
service. 

Inset Appointments 

There was support from several stakeholders for improvements to the 
Inset Appointment/NAV process aimed at reducing barriers. 
Encouragement for further inset appointments in Wales was viewed by 
some as an important feature of the regulatory regime in the absence of 
wider competition, with benefits cited as including:  

¶ Integrated services for water, sewerage, drainage and energy 

¶ Innovation in new development design, working with developers 
from the outset, such as sustainable drainage systems, high water 
efficiency standards, rainwater harvesting and novel sewage 
treatment solutions 

¶ Added value services for business customers, such as sub-
metering, leak detection, water recycling advice, combined 
energy and water efficiency process improvements. 

Conversely, several concerns were raised by some stakeholders in 
relation to the inset appointment/NAV regime, including: 

¶ Developers are likely to be more focused on reducing cost rather 
than future customer service. 

¶ Differentially lower costs exist for maintaining new infrastructure 
within an inset new development (and hence enabling higher 
margins for the NAV). If there are more insets, the incumbent 
will have an increased proportion of ageing infrastructure to 
maintain, leading to upward pressure on bills for customers of 
the incumbent (effectively subsidising the inset appointment). 

¶ Risk that appointees will walk away once the assets start to 
deteriorate and require maintenance investment.  
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Concerns have been raised about the current regulation of inset 
companies which requires clarifying.  For example, an inset company may 
be granted a licence in Wales and therefore be regulated by the Welsh 
Government, but if it expands in England, and becomes mainly an English 
company, clarity is required as to whether it should be regulated by the 
UK Government, or continue to be regulated by the Welsh Government in 
respect of all its sites, or whether the UK Government should regulate it 
in respect of its English sites, and the Welsh Government in respect of its 
Welsh sites.  This would provide certainty, and prevent inset companies 
from switching from being regulated by one country to another as they 
expand, and remove the potential effect of fragmenting Welsh 
Government regulatory powers over areas of Wales if the number of inset 
appointees increases.  

Further stakeholder views are provided in Appendix D. 

 

5.6  Welsh Government policy and strategy 

Most stakeholders welcomed the overall policy direction of the Welsh 
Government for natural resources management in Wales, and the 
integration of environmental, social and economic considerations.  Most 
stakeholders also agreed that Wales should have its own water strategy 
that focuses on the specific needs and challenges for water and sewerage 
provision in Wales.   

Several stakeholders raised the possibility that an independent economic 
regulatory approach for Wales could be considered, particularly given 
the widening divergence in adopted legislation between England and 
Wales.  A number of stakeholders felt this might be further extended to a 
joint water and energy economic regulator for Wales in line with the 
Northern Ireland model. This concept was tested with stakeholders 
further as part of the four alternative policy scenarios (see Section 6). 
However, others questioned the costs of setting up and running a 
separate economic regulator and felt that Ofwat was more than capable 
of regulating two different retail markets.  Although there are differences 

in relation to competition, the vast majority of the regulatory regime 
remains common to both Wales and England. 

In developing the water strategy for Wales, many stakeholders felt that it 
was important to ensure that business customers operating in rural 
communities were better supported and not disadvantaged by any 
changes to the regulatory regime.  Access to the public water and 
sewerage network was cited by several stakeholders as an important 
element in sustainable growth of the rural economy.  

Further details are provided in Appendix D. 

Welsh Government outcomes 

.ǳǎƛƴŜǎǎ ŎǳǎǘƻƳŜǊǎ ǿŜǊŜ ōǊƻŀŘƭȅ ǎǳǇǇƻǊǘƛǾŜ ƻŦ ǘƘŜ ²ŜƭǎƘ DƻǾŜǊƴƳŜƴǘΩǎ 
outcomes for natural resources management.  Overall, there was greatest 
support for the following outcomes: 

Å Enhancing our environment 

Å Viable and vibrant places 

Å Protecting people 

These three outcomes were considered to particularly support 
sustainable economic growth, which in turn will benefit businesses 
operating in Wales.   

Policy actions 

A number of key policy actions emerged from stakeholder discussions for 
consideration by Welsh Government that would directly or indirectly 
benefit business customers, as summarised in Figure 17. The breadth of 
actions shown in Figure 17 serves to reinforce the message that business 
ŎǳǎǘƻƳŜǊǎΩ ƴŜŜŘǎ ŀƴŘ ǊŜǉǳƛǊŜƳŜƴǘǎ ŀǊŜ ǾŜǊȅ ōǊƻŀŘ-ranging and reflect 
the economic landscape of Wales.  Most stakeholders have commented 
on the need for the water strategy to look beyond price and customer 
service issues if business customer needs are to be delivered and 
sustainable growth is to be achieved.  Business customers are far from a 
homogenous group and the strategy needs to recognise that a άƻƴŜ ǎƛȊŜ 
Ŧƛǘǎ ŀƭƭέ ŀǇǇǊƻŀŎƘ ƛǎ ǳƴƭƛƪŜƭȅ ǘƻ achieve the desired outcomes. 
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CƛƎǳǊŜ мтΦ  tƻƭƛŎȅ ŀŎǘƛƻƴǎ ǘƻ ǎǳǇǇƻǊǘ ōǳǎƛƴŜǎǎ ŎǳǎǘƻƳŜǊǎ 
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5.7 Wales-England border issues 

Most stakeholders referenced the need for clarity as to the application of 
English or Welsh legislation on water competition.  There was consensus 
that improved information and communication for businesses, 
ǇŀǊǘƛŎǳƭŀǊƭȅ ǘƘƻǎŜ ƛƴ άōƻǊŘŜǊέ ŀǊŜŀǎΣ ƛǎ ŜǎǎŜƴǘƛŀƭ ǎƻ ǘƘŀǘ ŎǳǎǘƻƳŜǊǎ ŀǊŜ ƴƻǘ 
confused about eligibility (as has happened in Scotland for small 
companies ς see Section 3.5). Those expressing a preference stated that it 
would be preferable for the legislative boundary to follow the political 
boundary of Wales  

Changes to the operating boundaries of water companies were  
considered to be of a much lower priority than other needs and 
requirements of business customers, particularly as the greater majority 
ƻŦ ōǳǎƛƴŜǎǎŜǎ ƛƴ ²ŀƭŜǎ ŀǊŜ ǎǳǇǇƭƛŜŘ ōȅ ŀ ǿŀǘŜǊ ŎƻƳǇŀƴȅ άǿƘƻƭƭȅ ƻǊ 
Ƴŀƛƴƭȅέ ƛƴ ²ŀƭŜǎ ŀƴŘ ƻƴƭȅ ŀǘ ƻƴŜ ǎƛƴƎƭŜ ǇǊŜƳƛǎŜǎΦ   

The vast majority of business customers did not consider that having a 
different retail regime in Wales to England was of particular concern.   

Some stakeholders however were concerned that a άǇƻǎǘŎƻŘŜέ ƭƻǘǘŜǊȅ 
may arise, with businesses on one side of the border benefiting from 
better service or reduced bills, whilst those on the other side were not 
able to avail themselves of the same benefits.  

Additional views are provided in Appendix D. 

5.8  Views on the alternative policy scenarios 

Stakeholders were asked to give their view on the alternative policy 
scenarios described previously in Section 4 as well as through the on-line 
MCA survey as discussed further in Section 6.  Figure 18 (overleaf) 
summarises the key messages from stakeholders for each scenario.  
No clear consensus emerged from stakeholders as to which regulatory 
scenario would be most appropriate for Wales, with some strong views 
on either side as to the respective benefits of greater competition versus 
a continued focus on regulatory measures. Many business customers 
ǿŜǊŜ ƭŜǎǎ ŎƻƴŎŜǊƴŜŘ ŀōƻǳǘ ǘƘŜ άƘƻǿέ ǘƘŀƴ ǘƘŜ ƻǳǘŎƻƳŜǎ ǘƻ ōŜ ŀŎƘƛŜǾŜŘΦ  

Many felt that the various regulatory options could all deliver for 
customers as long as the outcomes were clear and companies were 
incentivised appropriately to achieve them.  
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(+) Greater alignment with wider                   
Welsh Government objectives 

(+) Focus on issues most material to      
Wales for sustainable development 

(+) Aligning economic and                      
environmental regulatory policy 

(-) Start-up and administration costs 

(-)Legislative burden increased 

(-) Very limited comparative regulation                                                       
leading to reduced investor confidence                                                                                
(-) Increased complexity for customers            
with cross-border sites                                      
(-) Limited competitive pressures 

CƛƎǳǊŜ муΦ  ±ƛŜǿǎ ƻƴ ǘƘŜ ŦƻǳǊ ŀƭǘŜǊƴŀǘƛǾŜ ǇƻƭƛŎȅ ǎŎŜƴŀǊƛƻǎ 

(+) Greater retail choice                                   
(+) Bespoke, multi-site billing &           
account management                                         
(+) Greater potential for tariff 
differentiation & innovation                                                           
(+) provision of technical onsite advice           
&  services for water & wastewater                     
(-)  More complex to engage with 
wholesaler on technical issues and 
responsibilities for problems less clear                      
(-ύ Ψ/ƘŜǊǊȅ ǇƛŎƪƛƴƎΩ ƻŦ ŀǘǘǊŀŎǘƛǾŜ ǊŜǘŀƛƭ 
customers & risks for rural customers                
(-) Increased costs & risk of cross-                                                                                            
----subsidy by household customers  

(+) Increased driver for innovation to 
achieve differentiation of services                           
(+) More efficient/cost effective                 
delivery of wholesale services               
(+)New approaches provide potential                      
for job creation and skills development          
(+) Potential to integrate with market 
approaches for ecosystem services               
(-) Greater uncertainties for investors/  
bond holders = higher cost of capital                    
(-ύ ά/ƘŜǊǊȅ ǇƛŎƪƛƴƎέ ŎǳǎǘƻƳŜǊǎ Ґ ƎǊŜŀǘŜǊ 
cross- ǎǳōǎƛŘƛŜǎ ϧάǎǘǊŀƴŘŜŘέ ŎǳǎǘƻƳŜǊǎ              
(-) Risk of short-term approaches                              
(-) Diseconomies of scale 

(+) Evolution of regulation ς less                      
uncertainty for investors/bond holders 

(+) Outcomes-based incentive focused               
on customer preferences                                     
(+) Totex approach to encourage             
catchment and partnership approaches      
(+) Wales-specific Service Incentive 
Mechanism for business customers               
(-)Not fully aligned to wider Welsh 
Government outcomes and policy                        
(-) Incentives appear too weak to                 
deliver efficiency or service benefits                      
(-) Limited competitive pressures 
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To inform the stakeholder engagement and evidence gathering, a Multi 
Criteria Analysis (MCA) approach was adopted to gather quantitative 
information and enable objective analysis of stakeholder views on the 
άōŀǎŜƭƛƴŜέ ŀƴŘ ŦƻǳǊ ǎŎŜƴŀǊƛƻ ƻǇǘƛƻƴǎΦ The approach to the MCA survey 
and structure is set out in Appendix B. This section reports on the results 
of the survey.  

 

6.1  Multi -Criteria Analysis: survey results  

Respondents 

From the sample of 1000 business customers, 37 responses were 
received (3.7%). The response rate was lower than the anticipated 5%, 
but this may reflect the level of previous consultation (as discussed earlier 
ƛƴ {ŜŎǘƛƻƴ рΣ Ŏƻƴǎǳƭǘŀǘƛƻƴ άŦŀǘƛƎǳŜέ Ƴŀȅ ƘŀǾŜ ŀŦŦŜŎǘŜŘ ǘƘŜ ǊŜǎǇƻƴǎŜ ǊŀǘŜύ 
and the relative interest of business customers in water and sewerage 
provision.  

All of the organisations responding to the survey operate in Wales and all 
but one receives water and/or sewerage services from one of the 
incumbent undertakers in Wales (Figure 19). The majority are served by 
5ȂǊ /ȅƳǊǳ ²ŜƭǎƘ ²ŀǘŜǊΣ ǿƛǘƘ ŀ ǎƳŀƭƭ ƴǳƳōŜǊ ǎŜǊǾŜŘ ōȅ {ŜǾŜǊƴ ¢ǊŜƴǘ 
Water and Dee Valley Water. One company is served by a third party on a 
private water supply network. Respondents represent a wide range of 
industries (Figure 19), althoǳƎƘ оф҈ ŎŀǘŜƎƻǊƛǎŜŘ ǘƘŜƛǊ ōǳǎƛƴŜǎǎ ŀǎ άƻǘƘŜǊέΦ 

Results 

A summary of the results are presented in Figures 20 to 24 overleaf.  
Figure 20 highlights that, in terms of the current business customer 
experience, product quality (e.g. pressure, drinking water taste) attracted 
the highest rating, followed by product availability and reliability (e.g. 

continuity of supply and safe removal of wastewater).  Choice of supplier 
attracted the lowest rating overall, although as indicated in Figure 20, 
there was a wide range of scores for this attribute as is the case for the 
other service attributes.   

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Figure 19. Profile of MCA Survey Respondents 

a) Breakdown by water company  

b) Breakdown by Standard Industrial Classification 


