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ExecutiveSummary A Existing data and research on the needs of business customers in

Wales

This research project was commissioned by the Welsh Government to A Experiences from other utility sectors in the UK

explore opinions and views on the future provision of water and
sewerage services in Wales in relation boisiness (non-household) / Figure A: Outcomes for natural \
customers. The research hasluded a review of ailable evidence and resources management in Wales

stakeholder engagement tonderstand the needsf business customers

and how these could be met whilst also achieving the social, En(‘;ir;’nmental g"‘;mmic Social Outcomes
environmental and economic outcomes sought by the Welsh LUEgules ULCOMES
Government. The proposed and potential water niaat and regulatory ’v

reforms have been assessed andmpared to the existing (basedin
regime in Wales to assess whether reform would be in the best interests
of water customers in Wales.

Enhancing the environment

Protecting people » Delivering social justice

+ Supporting enterprise and jobs . . :
Assessing future needs blisinesustomers \ T e patr St Supporting skills and kﬂOWledge/

A review of existing vedence, combined with stakeholder and business
customer telephone interviews, online questionnaires amebrkshops,
has identified the keyriorities and need®f business customer®r the
future provision of water and sewerage services.

Views were alsosought on the outcomes set out by the Welsh
Government for natural resources managemendiales FigureA) and L -
the relative importance of each of these to their business, supported by good communication channels and flexibility of approami

information on how each outcome links across to water and sewerage billing services and ta”ﬁf" R o
services. b) Business customers & ANJ / €& Y NXz 2cBrkidefed thak U S NJ

GKS fobYIRBFAGIQ o0dzaAySaa Y2RSt 27F (F
_ o i ) Cymru ensured a focus on customers and reduced the perceived
A review of existing evidence focused on the following areas: benefits of competition

A Proposed water regulatory changes in Wales and England, c% Retail andwholesale competition is not a feature of water
AyOt dRAy3 hF¥egluQa NBFZ2N¥a F YR UKS dyliatby Nhodelstifh other European nation states, with

s+ Viable and vibrant places

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,

Review of existing evidence

A Experiences and lessons learned from retail competitian concession contracts from public authorities a common feature.
Scotland d) There is little direct evidence available of the benefits of retail
A Water regulatory regimes in other European states competition beyond tle experience in Scotland.
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e) Experience from retail competition Scotland indicates thates
2011, 13 licensed retailetsgaveentered the market. Whilst only
5% of business customers have switched supplier, 50% of the
market (approximately 45,000 custometsds renegotiated their
water and sewerage servicedlornrhousehold 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

Ba®d 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 WalegigureB). These scenarios were used
to help facilitate stakeholder discussions and also a vehicle -
assessing the advantages and disadvantages of different regule
regimes.

-

Figure B: Alternative future policy scenarios \

4 N/ N\
Scenario 1: Scenario 3:
Wales Only Market
Regulator Lite
. |\ J
Regulation <€ 3 Competition
4 N7 a
Scenario 2: Scenario 4:
Regulation Full
+ Incentives Market
. /| J /

N

Each scenario relates texisting examples in the UK water industry, or to
proposals for alternative models to be introduced in the future.
common set of themes were identified to provide a framework of
principles within which the scenarios were characteriskslillustrated in
FigureB, the scenarios were developed aloag ais represerning the
poles betweena highlyregulated 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 C: Key #fmes from stakeholder engagement

Border
issues

Current
service
provision

Other utility
experiences

Welsh
Government
policy &
strategy

Future
Needs and
Priorities
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company
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ownership
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reforms
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There was generally a good degree of alignment between the needs of A Sustainable drainage and sewerage systems
0dzaAySaa Odzali2YSNE FyR GKS 2 SfakK D2 gSAyPader<hiQd@orkidgai éngirgnhantal issdlesNIi A Odzf | NI &
in relation to: A Provision of greater technical advice and services
A LINPGSOGAYT LIS2LX S YR AfgdudNa DAYy 3T (&5 : o __A
resilence and security of water and sewerage services, Figure D: Future priorities of business customers
prevention of surface water flooding and maintaining high Fundamental requirement —
standards of drinking water quality Reliability & access to reliable, resilient and
A Enhancing the environment focus on improving the local Availability quality service provision.

environment in order to support sustainaldevelopment and Promote sustainable drainage,
jobs, engender tourism growth and provide wider opportunities recycling/reuse and .
for local businesses, local authorities and community groups to Product Quality waterzﬁi cienc
work in partnership with water companies for mutual benefit

A Viable and vibrant placesfocus on addressing rivend bathing
water quality to drive tourism and recreation, reduce the risks of
surface water flooding and pollution to encourage inward

investment anddevelopment opportunities. Ensure infrastructure
capacity is not a constraint on development.

Businesses alue the benefits that water companies can provide in Environmental
relation to sustainable water and sewerage provisand are therefore
supportive of policy developments that help bring a greater focus on
delivering these outcomes.Most business customers are reasdy
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 tiéor services and tariffs, as well as
providing easily accessible technical support and communicakoom

the feedback and discussions, the key future priorities of business
customers were identified (Figure D).

The notfor-LIN2 FA i Y 2 RS t WehTwatbr Aal ehedalty Nodken
supported by its business customers, but there is a particularly strong pull Building on these priorities, engagement with stakeholders helped to
for greater engagement with businesséscluding in relation to: identify a range of policy actiorte® support delivery of these priorities

A New connections and new development (Figure E) and the development of a set of recommendations.

Proactive communication,

Customer service easily accessible and provision
of tailored expert advice.

Partnership working for efficient
delivery and mutual benefits.
Enable sustainable growth.

Flexible, innovative tariffs,
online billing /metering, reward
sustainability activities

Lower importance if above
Choice elements achieved. Choice of

tariffs and bespoke services.

Executive Summary Page3 of 92
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Figure E. Policy Actions

{ dzLJLJ2 NJi

S A LA {dzaul Ay 9y 02 dzNJ
dzauk Ay RNI Ay : Lyy2@l
RS@OSt 2 LY

* Greater engagement with * Clarify ownership & responsibility for * Consider innovation incentives for
developers & local authorities drainage assets water companies & supply chain

* Innovative, sustainable water & * Resolve regulabns on SUDS * Encourage innovative solutions
sewerage solutions * Encourage partnership funding & between bysiness customers,_public
* Address barriers to inset collaboration between drainage systerr sedor bodies & water companies
appointments & developers owners * Maximise use of technology funds

wdzNJ £ O2° ¢l NAFF A

* Improve access to public water & * Regulatoryreform to enable * Encourage extesion of water
sewerage systems greater tariff flexibility efficiency labelling

* Integrate measures with other * Greater incentives/rewards for * Innovation in leak detection
rural infrastructure provision water efficiency, sustainable * Greater advice and services for
* Partnership working with drainage, recycling and reuse business customers

agricultural & land managers * Tariff innovation to better reflect * Greater integration of water and
* Application of marketased business requirements energy efficiency services
instruments

5SSt 2L O LJ

OSYGNB 27
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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,

the large user threshold for inseappointments 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 pressu

which have a broad social, economic and environmental basis. Decisions©N the incumbent water companies to help drive efficiencies and

also need to acknowledge that the dominant incumbent water and
sewerddS O2 Y LJ y &

customer service improvements.

A Y for-LINPSTaA (KQ &0 dza AWYRaE1a Howevdr, Sbiefdre further steps are taken to encourage further inset

Evidence from business customer stakeholder engagement has shown @Ppointments, the regulatory issue relating to the governance of

that there is close alignment between business customer priorities for
water and sewerage services and the Welsh Government outsorii@is
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 tfogm
basisof any future changes to the water industry regime.

2. The Welsh Government should seek devolution of seweraisdéve
competence to address this current anomalypuilding on the
recommendations of the Silk Commiss{@014)

3. The largest business customers using greater than 50 million litres of
water per year should be able to choose their retail sewenageider 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 furthevolve 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

appointees needs to be selved. 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 regultory 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 shiul 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 wholesa@kements 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 futher 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 companiesd appropriate trade and business
representtives.

Executive Summary
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9. The creation of a Walemly water economic regulator is not service performance and complésnfor all water companies in England
recommended given that the vast majority of the water regulatory and Wales.
regime remains common between England and Wales, and therefore the conpsideration should also be given for the SIM to provide greater

set up and ongoing administrative costs are nottifiesl. The Welsh incentives (reward) than currently proposed to improve customer service.
Government already has powers under the Water Industry Act 1991 (as This should be set within the context of the final Outcome Dejiver
amended) to provide guidance to Ofwat on social and environmental |ncentive proposed @ 5 ANJ / @ YNHz 2 St 8K 2 §SNJ F2NJ

matters. period relating to norhousehold customer service.

10. Ofwat and Defra should confirm that the necessary safeguards will be 144 ¢KS 28taK D2@SNYYSyGaQa o GSNI &d NI

put in place to ensure saip and maintenance costs for retail  gyccess related to business customer satisfaction, testamitert with
competition in England (and the AngBrottish market arrangements) are CCWater market research with business customers in Wales.
not passed on to water companies thaperate whdly or mainly in

Wales.

11. The potential for waterand seweragelegislation to be enforced
according to national political boundaries should be explored further,
building on the recommendations of the Silk Commissi@014)
Amongst other benefits,his would ensure democratic accountability for
any concerns raised by business customers as to eligibility for retail
competition or other future legislative changesThe 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. TheWelsh Government should work with Ofwat, CCWater and the
water companies to ensure strong communications and information are
made available to busines customers about eligibility for retail
competition, particularly those customers in crdssrder areas, to avoid
anyconfusion.

13. The Ofwat Service Incentive Mechanism (SIM) for business customers

supplied by companies wholly or mainly in Wales stidnd strengthened

(compared to the draft published in October 2013) to include comparison

with performance of English water companies in relation to business

Odzati2YSNAR® C¢KAa &aAK2dAZ R AyOfdzRS //2FGSNRa O2YLATlIGAZ2Y 2F OdzadG2 YSNJ
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A X 4 ongoing reform of the public water supplgnd sewerage regime in
{ SOUA 2 }/ M England and Wales. This includes changes being introduced by Ofwat to
| écl 3 N\Er (ky- F’Q 2 )/ l:I S E lj the regulation of water and sewerage companies and market reform

proposalsoriginally set out in the draft Water Bill (2012) and now
This research project was commissioned by the Welsh Government to contained in the Water Bi(2013) currently progressing through the UK
explore opinions and views on the future provision of water and parliament.
sewerage services in Wales in relation to commercial {mmusehold) The Water Bill provides the Welsh Government with the opportunity to
water customers. develop the market reform agenda for public water and sewerage

Cascade Consulting and ICBnsulting have carried out independent  Services in Wales in a different manner to that being proposed ira&dg|
research to assess the future needs of commercial water customers in Under the Water Bill, the Welsh Government has decided not to
Wales. The research has also evaluated a range of alternative scenariosimplement wider competition for water and sewerage companies
for the future management of water and sewerage provision to oOperating wholly or mainly in Wales. The government is not currently
understand hev these needs could be met whilst also achieving the convinced that this will deliver any measurable benefits Wales. The

social, environmental and economic outcomes sought by the Welsh government is exploring mechanisms that will drive innovation and
Government. 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 futre 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.

1.1 Background to the research project

A wide range of legislative and policy developments have been taking
place in recentyears 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 ghan

This has led to exploration of alternative options for managing the natural
environment, including management of the water environment and the 1 2 Aims and objectives of the research

sustainable provision of water and sewerage services. This research project has been commissioned to contribute to the

The principle of sustainable development is embodiedithiw the evidence base for the Water Strategy in relation to fheure proposals
O2yaidAaltdziazy 27F 21tSa FyR fASa | (for md&gingKpBdiioMdier ahdF sewefadge servied grokisioD\Ra®SE Ndy Y Sy G Q;
natural resources management approach that has been promoted under aims to provide policy options for most effectively meeting the future

GKS W[AGAY3I 21 fSaQ LINRPINI YYS &A1y O Seedsofmcandmercial (norfhousehold) customers in Wales whilst also

As part of this approach, the Welsh Government is developing aterw achieving the wider outcomes for natural resources management in

strategy to ensure that water is managed sustainably to achieve good Wales.

outcomes for the environment, people, businesses and the economy of

Wales. This water strategy is being developed against the backdrop of

Sectionl: Background and Context Page7 of 92
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Box 1. Research Objectives

4 )

1.3 Brief overview of public water and sewerage provision in Wales

Public water ad 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 Compiany

5St AGSNAY I wSadz i

~ = ’ %

a T2 NJ

-

Albion Water

C Understand the needs of commercial customers supplied |by 5:0% WK#ER)
water and sewerage companies operating wholly or partly|in w
Wales

C Assess and evaluate potential policy options for achieving fthe w i
needs ofcommercial customers Dwr Cymru N——

C Assess Aar)dA evqluatg potential ’policAy optiqns in relation to Welsh Water
FOKASOSYSyu 2F UKS 2SfakK D2PSNYyY$yY o

\ resources management in Wales / 93-2% = @ SSE

\&

Map 1. Public water supply companie
operating in Wales

CASCADE

Figure 1. Public water sygty provision in Wales \

/

¢

\

T2NY 58S +httSe 2rGSNI Ay modTs (GKSNBE Ki@§x 8y 2 (&N ,'s G¢
water companies operatingWaleso al LJ m0Z GAUK 5ANI / & YN‘U%) {2 F@é é i . ched

Water the dominant supplier (Figure 1). However, there are also two

GAyaSidé FLIRAYGSSA A yerzebviceS i Shiotioh LI M0  LINH PARAY

Paper (Albion Water) and Llanilid Park (SSE Water). Mc o' 5

la alll m aK2gaX 5ANJ /@YNHz 2SfaK 2F3G§SNI | ;@'Afsg;r( ’ARS
water to customers in England as well as Wales. Similarly, Severn Trent P 58

Water predominatelyprovides water and sewerage services in England, 2 | (1 & NJ

but also serves customers in parts of mithles. These cros®rder ¥

arrangements need to beecognised in relation to the emerging M ¢ L {

differences in the competition regimes that apply to customefs ¢Nby U

AyOdzYoSyid o6l GSNJ O2YLI yASa GKFG FINB agKqgtte 2 05
+fftSe& 21 GSNJ yR B5AN) /@8YNHz 2StakK 2FG8ND |y

legislation, and customers of those incumbent companies that are

GoK2ft& 2NJ YI AYyf érd TrenyWaenamfstbjgddtod A dSo { SB{ { 9 2 | (SN

English legislatio® o[t I YyAt ARD N

Source: Watér UK
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1.4 Legislative and regulatory background

There is a significant body of legislation and regulations governing public regulator for England and Wales is particularly important,

In relation to this research project, the role of Ofwat as the economic
The Water

specific legislation. Equallyrange of regulatory bodies eX|st to enforce
this legislative and regulatory framework (Figure 2).

Figure 2. Legislative and regulatory framewol
for public water & sewerage service provisior

Habitats
Directive

Extensive Legislation Water

.
Water Act Resources Act

2003

1992

Draft

Climate
Change Act
2008

Water Framework
Directive 2000

2010

2006

1991
Water { Water Industry } 99
Environment Bill 2013 Act1991
Act1995 Enterprise
Flood and Water Government and
Management Act of Wales Act Regulatory

Reform 2013

-

Colour Key

Key Water Regulatory Bodies

-EU -UK England
Ofwat ] [ DWI } [ NRW ] [ PHW ][ Wal and Wales
esonly

!

P

Water companies

Dee Valley
Water

| wionseer)

Severn Trent N . )
KE] { Water } [ Dvr Cymru Welsh Water } [
N

The legislativgpowers of theNational Assemblyfor Wales areimited to
GKS FTLIRAYGYSYld FyR Wdss Mhtér amdyDee2 F
Valley Water¢ whose areas are wholly or mainly in Walelsegislative
issues relating t&evern TrenWater (despitepart ofits operationsbeing
within Waleg, are a matter for the UK Government.

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 thimterests of consumersithe water industry.

A regional committee for Wales exists to represent the interests of water
consumersn Wales.

The water regulatory regime has continued to evolve since privatisation,
including measures to increase the level of competition forgdar
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 increasenpetition 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 Wa

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 eBouent
AYANRE RézONBz U KS progtamim@ Any 2010 2td fd&liver
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 regory bodies with
responsibility for natural resources management:

Sectionl: Background and Context
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A Countryside Council for Wales
A Environment Agency Wales
A Forestry Commission Wales.

NRW and the Welsh Government have shared objectives and outcomes to achieving thed 2 SNy YSy i Q&

for natural resources management in Wa({€&gure 3).

In 2012, the Welsh Governméntconsultation on théSustaining a Living
Wales Green Paper showed broad support for a fresh approach to the

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
2dzi 02YSa Aa
the water strategy. The integrated, outcomkased approach provides a
framework for assessing the future needs of commercial water customers
in Wales and assessing policy options for their achievemeifihe

planning and management of natural resources in Wales. This was further assessment therefore needs to take account of environmental, social and

developed into the 2013 Enwvinment (Wales) Bill White Paper setting
out the legislative proposals for integrated natural resource management
in Wales.

ﬂigue 3. Key outcomes for naturakesources management in Wale

Economic
QOutcomes

<

+ Viable and vibrant places
+ Delivering social justice

+ Supporting skills and knowledge/

Environmental

Social Outcomes
Outcomes

. 2

Enhancing the environment
Protecting people

Supporting enterprise and jobs
Improving the nation’s health

1.6 Water Strategy for Wales

Development of a watestrategy 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 Governmeiiterefore aims to address the
future environmental, social and economic challenges for managing

economic impacts or benefits in Wales.

Figure 4. Water policy and strategy drivers in Wales

Food & Energy Security J Climate Change
Agricultural Policy
Infrastructure & Inward J Reform Resilience (weather &
Investment other pressures)
Development and Economic Environmental
Growth
| Environmental
Rural Econo my & Green J Sustainable Improvement
Sector Rf’hfnce Development
Ecosystem Services

Competitive Advantage
& SME Support

Income distribution

Tackling Poverty DemographicChanges

Improve & protect
public health

Community resilience &
“wellbeing”

Value for
money services

Technological Changes
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Figure 5. Water policy and strategy developmm
Appropriate

Partnership

Deliver working water company
Resilience alongside local financing
measures communities structures

Economic
levers &
instruments

Safeguards
to ensure

affordable
water bills

Tackling
poverty

Environmental
Improvement

Market
reform

Customer-
focused
incentives

Economic

growth
Sustainable Climate
rural change
economy risks

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 wateegulatory regime (Bo®). Under he

provisions of this Bill, competition requirements for water companies
operating wholly or mainly in Wales will remain a matter for the National
Assemblyfor Wales The Welsh Government has decided not to introduce
the Water Bill measures enabling wider agtand 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 andssessment of the benefits to Wales.

Box2. Key Water Bill changes for
water and sewerage provision

C enabling all business customers in England to switch thgir
water and sewerage supplier

C establishing crosborder retail arrangements with Scotland
for business customers

C enabling businesses to provide new sources of water qr
sewerage treatment services

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

C enabling owners of smadicale water storage to sell excess
water into the public supply

C enabling developers or new water/sewerage companies t
more easilyconnect new developments to public water and
sewerage networks

Q providing Ofwat a ew overarching duty to take greater

I

account of longerm resilience

The threshold water consumption volume foost businesscustomersin
Walesto switch their water supplier will thereforeemain at 50 million
litres per yearfor customers of water companies wholly or mainly in
Wales.However, if theBill is enacted the option to changevater and
seweragesupplierswould be available to businesses in the Severn Trent
Water area of Wales, but not to those in England served bg Dalley
Water2 NJ 5 A NIVélsh WatdiZNo aistomersof Dee Valleywater or

5 ANJ / WalsNMYaterwill be able to switch their sewerage supplier
irrespective of the volume of water they consum€ompetition in the
form of the inset appointment regime wi continue for water and
sewerage servicds all parts of Wales

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

Sectionl: Background and Context

Pagellof 92



— e ./' 22 é
CASCADE *

% 58t AGSNAY3I wSadA Ga F2NJI

% Liywndrasth Cymru
consulting Welsh Gevernment

changes to the water abstraction management regiméMales 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.

Sectionl: Background and Context Pagel? of 92
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The methodology and research design for this project is summarised in 7
Figure 6. Drivers of Future Policy and Regulatory Changes

A review of the existing evidence base in relation to water regulation and [
competition, water policy and drivers for change, along with evidence

Figure 6. Methodology & research design: overview

A3y

QX

Environment Parallel policy area Regulatory reform:

HE™S H H H Society implications including Ofwat regime; retail and
from other utilities and_ inial stakeholder_dlscuss_lons, framgd the i i e BT
development of potential future alternative policy scenarios for Resilience in Wales abstraction trading
evaluation and testing (Phase 1). |¢

Assessment of these scenarios against Welsh Government objectives and
outcomes was informed by the review of theidence 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 Completion of evidence review and development of alternative scenarios
workshopactivities and MultiCriteria Analysis (MCA) using a structured, S
on-line MCA survey issued to 1,000 business customers in Wales (Phase

Developments from other administrations
-
Baseline Position and Formulation of Alternative Scenarios
fiA

Initial stakeholder discussions

Phase 1: Review of Evidence Base

2).Further details are provided in Appendices A and B. = ( T J
The findings from Phase 1 and Phase 2 informed the assessment of future §§ E -

business customer needs and the potential of the alternative policy &,"g £t ( Stakehomereng;g'ememimemews]
scenarios to meethose needs. The alternative scenarios were also pEf” l

assessed against the Welsh Government objective and outcomes. From a ¢ | Multi-Criteria Analysis Online Survey |

these assessments, a set of policy options have been proposed to support ]
the development of the Welsh Government water strategy. Analysis and evaluation of future

customer needs and views on alternative

T water regime scenarios

[

=

sp - .
85 Assessment of policy options to achieve
‘f 9 future customer needs and against Welsh
™ & Government key outcomes

a

[

=

o

Policy options for Welsh Government Water Strategy development
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A 2 comprising a nothousehold reta f QUINBEOSadzo 2SO0 G2
{ S qu AoZ challenges and a targeted customer service incentive mechanism in the
Az A = x z = full retail xcompetitionEffects of the newregime are
WS@ASS 2T SEAAUA )/ 3 9JAR gi@:ﬂ@eﬁo be'oaeraﬁlp itive in relation to the Welsh Government
3.1 Scope outcomes.
A detailed review of the existing evidence base has been carried out,
focusing on how business customers are served by: Box3. Key changes to Ofwat regulatory regime
A The existing and proposed water and sewerage regulatory
regime and market in Wales England and Wales:
A Existing and proposed water and sewerage regulatory C Customer and environmental outcomes rather than outputs
regimes and markets in other nation states approach to company targets
A Regulatory regimes and market operation in other utility C Total expenditure incentive regime, encouraging operational
sectors solutions such as catchment approacheather than

The findings are summarised below with further information provided in engineering solutions _ _ _
Appendix C C New incentives for water trading, sustainable abstraction

management and resilient networks

3.2. Water aul sewerage regulatory changes C Enhanced retail customer service incentive mechanism fof

As described in Section 1, there are a wide variety of future challengeg household customers
that drive the need for a water strategy for Walésfrom European C Separate price control mechanisms for retail and \ekale
legislation to thenational drivers to deliver sustainable development, services

integrating economic, social and environmental improvements to benefit | \wales Only:
customers and the people of Wales. Through the Living Walesk C New retail customer service and efficiency incentive W

programme and the Environment (Wales) Bill a clear set of outcomes for business customers
hawe been established. Changes to the management of water within
Wales are required to achieve these outcomes, taking a more integrated,

. . Water Bill
aligned approach across all those who regulate or provide water and _ _ _ _ ]
sewerage services. 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
At the same time, Ofwat has introduced some significant changes to the ¢osts and benefits are also uncertain. Guidance to Ofwat or amendments
regulation of watercompanies in England and Wal@ox3).  Ofwat on Codes and Practices relating to licences, charging bulk supply

considers that these changes will provide a much greater focus on the contracts, will require agreement between the Secretary of State and the
needs and requirements of customers (both household and commercial). welsh Assembly.

There will be specific retail regulation for business customers in Wales,

Ofwat regulatory regime

Section 3: Review of Existing Evidence Base Pagel4 of 92
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Potential conflictamay arisebetweenachievingenvironmentalobjectives the limit of Welsh Government competedey R iih&ré i§ a strong
and the introduction of uptream competitionin the UK which may case for powers relating to sewerage to be devaven
hinder partnership working and collaborative approaches to managing
the enwronment. Conversely, compgtltlon may encourage a greater 3.3 Synthesis of other key evidencenavater market reform for Wales
number of parties to become involved in natural resources management . _ - _ o
in water cathments, and provide greater opportunities for markeased Cave Review 2009 Review of competition and innovation in water
instruments and payments for ecosystem services. markets in Wales and England
The evidence base for upstream competition ne¢olsbe expanded to T Reconmended introducing competition into the upstream
strengthen initial assessments the potential costs and benefitsThis (wholesale) market, as well as encouraging further retail
includes evidence in relation to qential environmental or competition in the norhouseholdmarket
technical/engineering risksarising from changes to network and 1 Recommendedelgal separation of water company retad
treatment configurations. These risks include reduced resilience as well wholesale operations.
as disgggregation of responsibilities for public health and enwiental 1 Concluded that the industry across England and Wales could save
protection. £2.5billion over 30 years, primarily as a result of efficiency gains,
Border Issues together with improved service levels.
The Water Bill does not addresson-aligned boundaries between f oncluded thatWelsh business customers would benefit from
regulatory, legislative and environmental policieslt continues to retail competition ¢ but given the smaller fraction of customers
delineate on the basis of the water company service boundaries. which are large users of wexr, éthe overall benefitsvould be
Sewerage remains subje the legislative powers of the UK Parliament lowerg ©

and has not been devolved to the Welsh National Assenilitere is
consequently the potential for complaints from business customers in
crossborder areas (see Map 1) that they are subject to national
legidation for many of their activities (including environmental

1 FRurther, nonmonetary benefitswould accrue from competition
such as increased customer service standards and added value
services, such as the provision of water savings advice

legislation), but for water and sewerage services they are bound by T Acknowledged there wereosne berS¥A da ¥ NE Y f{ KS 5A
the legislation of another nation state as determined by their water Welsh Water business modeihich O2 dzf R potenfially a
Supp”er rather than theigeographicalocation_ beneficial for other consumers if it were to be adopted

G{At1 /2YYA&dadA2Yyé NBOASSH elsewheré ®

The/ 2 YYA&aA2y TFT2NJ 58@2tdziazy Ay 2t &a’ckpoyigdged &‘ﬁtf\”}eﬁe arg gitferent .sqcial, ?CQ”BWCK""P%

recently (March 2014) published its report on devolved legislative powers E\(]);t'fca)l\ C,er;n%S:a ¢ cesvln dV\Iljlsz' ':I%L;dmgﬁﬂia & %utéhc a;; RE o
in Wales, including a review of the implications of the Water. Bitle u adz or- €

Commis®n oncluded (i K Ithie adiministrative boundary should define

Section 3: Review of Existing Evidence Base Pagel5 of 92
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Welsh Government Strategic Position Statement on Water 2011

1 Concludedhat the case had not been made to support either the
separation of the retail and network businesses in the water

competition.

1 The main agas of riskand uncertainty in assessing theost
benefitanalysis include:

sector or the benefits of further competition for domestic o The benefits or efficiencies resulting from effective
customers. competition arelower than antigpated.
1 Qustomersshould beat the heart of the delivery of water and o Implementation and omoing costs are higher than

sewage ervices in Wales. Customer focus requires a sound
understanding of customer needs and a strong voice for customer
representation.

9 Innovationis key to a long term sustainable water industry that
meets the needs of customers.

 Customershy 2 f Sa

anticipated

0 Impacts from nis-selling problems that have occurred in
the energy sector.

0 Negative impacts on the cost of capital or the wider
A oA~ - R flnancmg of the sector.
aAaSNUSR 0é 5ANJ /eéeYNHz 2 S - 0SNJ NSEOSAQS
08ySTAGA AYyOfdRAYI I OdzAG2YSNI aRA m%é\‘ﬁgﬁ“é’e'rﬁ’ﬂﬁsé@ﬁﬁw'&o%merﬁ KS STTAOASYOR
2T (GKS Dfl a / &YNHz Wy 2Mnsidegnbiss LINRNafodah Assaply yi& 5 Waley: 2 Rngiforgnent and  Sustainability
success to datehe governmentbelieves it should be given time Committee inquiry into water policy in Wales 2013
to proveit is able to provide ongoing benefits to customers inthe  The Committee considered evidence from water companies, regulators
long term and be seriously considered as part of the wider review and heavy users of waterinWalgsK S / 2 YYA G iSS8SQa OASs o

oflcoeret|t|on alongside other approaches in delivering better It remained unconvinced of the financial benefits of introducing
value for customers. competition in Wales, balancing the uncertainties of the potential

h ¥ ¢ feeiv of the evidence base for retaitompetition and costs of introducing the market regime and the potential savings
separation2011 for customers.

The report concluded that: f Given that5 ANJ / ®¥dNtWateris run in he interests of

| Assessing the costs and benefits of retail competition is a difficult customers, and given the risk of increased bills for household

and complex exercise. This is because of both the forecasting
nature of such an exercise and the absence of many directly
comparable precedents.

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 ¥gal

f The Scottish experience provides the most appropriate set of f The Committee recommended that a cautious approach is
data to be drawn on for any cobenefit assessment, while maintained funtil stronger evidence becomes available to
makingadjustments to reflect differenceés England and Wales. demonstrate benefits of competition to Welsh custorers

1 The Cave Review remains the most appropriate bdsis

assessing the potential costd benefits of introducing retail

Section 3: Review of Existing Evidence Base
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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, af@isgth, wholesale water company
(Scottish Water) wholly in public ownership and regulated by an
independent Water Industry Commission for ScadlgiVICS). However,

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 wate and sewerage industry is currently low.

The research indicated that the main driver behind support for
competition and interest in switching suppliersdest savinggBox4).

since 2008, all business customers have been able to choose their water However, business customers are generadyisfied with their levels of

and seweragsupplier.
Section 35 provides more details on the lessons learned from Scotland
Other European Nation States

Competition and choice of supplier fquublic 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 governmengurther details are provided in
Appendix C.

The hck 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 aEtlrepean
scale.

3.5 Business customeriews andrequirements in Wales

Existingresearch intobusinesscustomer needs andattitudes towards
water competition has been undertaken by CCWaténcluding across
Wales:

A Setting Strategic Direction: Research into competition with
Business custome(2007)
Small and Medium Business Customer Views on
Competition in the Water and Sewerage Indug2@10)
Understanding the Needs of Small and Medium Enterprise

Customer42012)¢ joint study with Ofwat

A

sewice from water and sewerage suppliers arichproved levels of
service was not a significant factorThisexisting body of research for
business customers in Wales specifically indicates some key differences
from the overall conclusions for England and ¥¢as a whole (Bd).

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 20d@Water is
also carrying outfurther research on market reform, including focus
IANRdzLJA YR AYUGSNBASGa
between England and Wales to help track how changes in awareness of
market reform over time influence consumer attitudes.

-

Box4. Motivation for business customers

to seek alternative water supplier

C Current cost of water and sewerage bills

C Satisfaction with current supplier service and value -
money

C Importance of water and sewerageservices to the
business and proportional cost (little variation by busine
size)

G Scale of cost savings offered by switching

C Experience with and attitudes to changing suppliers

other utilities (e.g. energy and telecommunications)

Section 3: Review of Existing Evidence Base
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Box5. Views on water services from
SME businesses based in Wales

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

C 61% very satisfied with value for money of watengess
(compared to 36% in England)

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

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

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

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

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

C Less opmistic about the ability for competition to delive
new or improved services.

C /dzai2YSNBR 2F 5ANJ / @ YNHz 2
Cymru notfor-profit business model meant lower bills ar
better value for money, which reduced the perceive
benefits ofcompetition

C oy 2F 5ANJ / @YNHz 2SfaK 21|
felt the notfor-profit status made a difference to thej

views

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, andlear communications will be essential

CCWate will continue to work to ensure that water customers in Wales

Box6. Key points from water company research
on businesgustomer requirements

who cannot change supplieese fully informed andtontinue to receive
does not detrimentally affect business customers in Wales through
those customers wha@annot switch supplier (CCWater, 2018 CWater

C resolve problems quicklgnd enswe customers are kept

C single billing for multsite organisations

developers

C moreflexible account and tariff structures

Mechanism (SIM). This overall measure does not disaggregate

benefits and improvements and are not disadvantaged (CC\W204:13).
This includes working with Ofwat to ensure that ketrreform in England
unintended effects on investor confidence in the industry (affecting the
cost of capital), or through the cost burden of market reform shifting onto
will also continue to encourage companies to innovate and improve their
service delivery for business customers.
C provide tariffs that are value for money
C better communication
informed
C easyfor customerdo deal and interact witltompanies
C onlinebilling, meter data and account management
C Dbetter support and improved response timesfor
C single point of contact andnore dedicated customet
relationship managers
C added value services such as leak eddbn, water
efficiencyadvice, trade effluent logging
Ofwat measures customer satisfaction through Bervice Incentive
performance between household and business customers. SIM scores for
DA NJ / anélskidgvaterhave been slightly above average for the last

Section 3: Review of Existing Evidence Base
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two years (20122013) whilst those for Dee Valley Water have been A Dbetter service, more customer focussed
slightlybelow the industry average (Ofwat, 2014djindings from recent A efficiency gains in retail costs arising from competitive
water company researcbn business customers are summarised in Box 6 pressure
with further details provided in Appendix C A greater water efficiency, leakage reduction and water

conservation services for dagners

3.5 Learning from the Scottish watdndustry retail experience

With no other retail water markets existing, the Scottish water industry Figure 8. Water regime in Scotland
retail experience provides the only available evidence of the costs and
benefits of retail competitionThe Water Services (Scotland) Act of 2005
created the framework for retail congtition for both water and

Scottish Water

sewerage servicesn R00G the Scottish Water retail business was legally Wholesaler
ASLINFGSR Ayid2 | aSLINFGS Sydrde | /' N \ ¢ dzii

<,

remaining in public ownership. A Central Market Authority was also
ONB I USR | YRNIYUANYSIUfE WhABSA&aQ RSOUSTt 2LY§S Water Industry Central Market Agency
opening of the retail market in April 2008 (Figure 8) for around 100,000 Commission for Scotland Effective market

puj

business customers in Scotlan®he market is designed to bas Policy and censing operation
transparent as possibland to minimise transaction costs. The market is l

therefore built on the basis of regulatedather than negotiated access

and governed by a set of legally binding market codes. :J::’Ls:;

Since 2011, the retail market has see8 licensed retailers enter the

market. Whilstonly 5% of business customenave swittied supplier, t

50% ofthe market (approximately 45,000 customerfps renegotiated

their water and sewerage services. The market is governed by some key Customers

principles (Box) 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 N COSts of setting up and operating the market have also been assessed
competition. These reports exhibit a lack of consensus on CBA (Figure 9), indicating sefp costs amounted to around £18m £22m,

methodologies, and final estimates, althoughe geneal consensus whilst ongoing costs are averaging £2.5m£3.5m per annum.
reachedisthat the market has, thus far, delivered: Extrapolation by the WICS over a 15 year period (Figure 9) indicates total

costs of £45m to £60m.

Section 3: Review of Existing Evidence Base Pagel9of 92
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Box7. Key principles of the Scottish
water retail market
C No adverse impact on any customers (commercial or
domestic) in terms of price or service standards:
A a! yYABSNELFE {SNBAOS
A Default tariffs
A Default service provision
C aAYAYAAS GKSpARRAYIRTOWOEK
LINB@Syid (GKS WdzygAyRAY3IAQ
subsidies
C Geographical harmonisation of charges, and -
discrimination of the basis of location
C Requirement for Scottish Water to publish its wholesa
Tariffs to prevent crosssubsidies between the

competitive and household markets. j

Fgures 10 and 11 indicate the estimated benefits to #mmusehold retail

h &

operating costs relative to costs incurred by water companies in England

Figure 9. Scottish water retail market costs \

Costs of introducing competition
1z

OSet up
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% Water Industyy Commzesion /

The WICSestimates that the net savings to customers in Scotland over
the next30 years from introducing retail competition is £138 milliain
200910 prices (WICS, 2013 and WICS, 2011)

and Wales.In April 2013, Business Stream provided its analysis of the The commission states that theinalysis takes no account of thavings
benefits of retail competition after the first 5 years of operation. Business 44 efficiency improvements that were achievedthg core business of

Stream stated that businesses in Scotland were spending £65million less g.qttish Water since 2006 (Scottish Water had already reduced its costs

on water supplythan prior to competition beig mplementedover the
five year period, Business Stream calculated that itHeed achieved:

1 More than 60 new services to help customers improve water
efficiencyand cost effectiveness of their water supply

f a2NB GKIFYy Mop
billion litres with associated 28,000 tonnes of carbon savings)

1 More than £30 million of discounts provided to customers
1 Increasen customer satisfaction by 26 per cent.

to levels comparable with the water companies in Endland Wales by
2006).

Despite a low switching rat&VICS reports that ore than 60% ohon
household customers in Scotland are now receiving lower prices, better

Y At f doBsymptioy sadingzi(1i62 Y SAMERLr ombjngtign of the two in thdive 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 takeup by small companies.

Section 3: Review of Existing Evidence Base
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Fgure 10& Figure 11
BusinessStream norhousehold operating costs
as % of mn-household revenueand per property

(Source: WICS, 2011a)
Non-household operating costs including depreciation as a percentage of non-
% household revenue
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Complaints that cannot be resolved between business customers and the
vast magrity of the retail water companies in Scotland can be escalated
to the Scottish Public Services Ombudsman. For the first full year of
reporting (201213), the Ombudsman reported a generalifshin
workload from domestic (Scottish Water)to non-domestic ervice
(Business Stream) dz& (i 2 Y S NJnay refiektith@ Kiffiodalt economic
climate in which small businesses, in particular, are operatihg
builds on an observed lortgrm trend towards business customers from
the former consumer body, WaterWatclscotland. However, it is
important to note that this may be explained by the fact that household
customers py for water through council taxoflection whereas business
customers areharged directly by theetail water company.

Some 68% of all watawomplaints to the Ombudsman in 2013 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 regime
and tariffs cited as a key underlying cause of these complairtigs
further emphasises the importance tife need forgood communications
with business customers.

Section 3: Review of Existing Evidence Base
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A X 4 that require connection to the water and/or sewerage network. As
{ SOUA?Z }/ n explained in Section 1, there are currently only two inset appointments

= A A A A 2 “ operating within Wales (Albion Water at Shotton Paper in north Wales
{ OSYI NA2 5S@St2LYSyl perating  (AlD P

and SSE Water at Llanilid Parlsouth Wales).

Business customers operating within the England and Wales borders are
4.1 Scenario Approach deemed to be subject to the competition regime of the incumbent water
In assessing policy options for Wales in relation to water business company, regardless of their location within the political boundaries of
customers, and to guide stakeholder discussions, a series of alternative the two nations.
policy scenarios were developéal support the research projeciThe use 4.3 Senario Development

of scenarios is a common approach in ddesng future policy Based on the review of the current legislative and regulatory environment
development They enable the advantages and dlsadvantages to be and alternative_administrative models_ (see Section 3), four scenarios
SELX 2NBR 2F (KS NBIftAAGAO WLR fVS a Qwe?re devleldpe’d%'\{%rleée& @ Ralisticy (é % t@ntlal Q)ﬁt ns Q,Zm\éul NE |
GKS SEA&GAY3I 62NJ a6l aSt A)/Se'u efl ﬁHaHaér?g%&ferandev\)era%é?rowéldnlvﬂ%w %aléégF'\?uVele) y20S GKI

scenarios are NOT oty &8 FNBY @gKAOK | SO dzii

they provide information to aid the development of policy. / Figure 12. Alternative future policy scenarios \

4.2 Baseline conditions
The baseline conditions against which the scenarios are framed and

O2YLI NBR | NB NBLINEa&SY G Sdgulamy reginieS  a|C Scenario 1: Scenario 3:
for water business customers in Wales. This is characterisethdy Wales Only Market
regulated, monopoly privatised water companies operating in Wales, with Regulator Lite
limited ability for business customers to switch their water supplier and

sewerage service provider Only those business customers consuming Regulation € 3 Competition
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 Scenario 2: Scenario 4:
provider). In addition, the regulatory regime allows fordinset Regulation Full
appointmentg of SAFffe& (y26y & bSg ! LI + Incentives Market
NAV)to be approved by Ofwat to replace the incumbent water company

for water and/or sewerage services for business customer git&§ales

consuming greater tha250 million litres of water per yeaor for new

& dzy a S dEephents (household, commercial mixed occupancy)

Section 4: Scenario Development Page22 of 92
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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 alangaxs betweena highly
regulated water and sewerage market and apen, fully competitive
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Figure 13Characterisation of the
four alternative scenarios

Customer Orientated

CASCADE

market with only modest regulatory oversight. A A A A
BoxesB_ to 11 (ove_rleaf) set out the k(_ey features of each of the four Soanaiol Joenato2 | Sceraros | Senarod
alternative scenarios. These scenarios have been used to frame + INCENTIVES
stakeholder engagement as discussed in Section 4.4.
The four scenarios can also be characterised in the relation to some of the e e
key features of privatised utility markets (Figure 13): *
Service responsiveness A A A A
1 Market models, particularly where the customer can chose to
. . . . . . . . Scenario 1 Scenario 2 Scenario 3: Scenario 4:
switch suppliers if they are dissatidiewith service, often REGULATORY REGULATORY MARKET LITE FULL MARKET
. . + INCENTIVES
encourage companies to be more responsive to customer needs
1 Heavily regulated businesses can often become focussed on the investor Confidence investor Uncertanty
regulator requirements, rather than the customer needs, and not
be responsive to external pressures. This canabdressed by *
specific regulatory incentives.
Pricing approach A A A A
{1 Regulatory models have full control over tariff and price setting Joenarlo L Scenario 2 Scerario s Seenario
and can therefore implement redistributive welfare policies +INCENTIVES
through subsidised tariffs
1 In markets, competition drives the pdadevels, and tends to be Rutes Driven Objectives Led
on a cost reflective basis. In both wholesale and retail markets,
GKAE O2dzA RF BEMIRINLIQ 2AMRSLINA OSa | “‘
base (currently, water and sewerage bills are based on the A A A A
average costs of supply across the \éhof a water company o o e s
|- N\B | _"' Q SJR]S 3 }\ y' 30 Y S | y' é | LJLJf é }\ y' 3 0 }\ REGULATORY Eﬁs;l.:]r_lt‘);: MARKET LITE FULL MARKET
costs of supply arising in different geographical areas).
Section 4: Scenario Development Page?23 of 92
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Investor confidence

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

I at whichthe businesses can borrow capital and, in turn, the
Odzai2YSNBRQ oOAff

1 Businesses which are subjéotcompettive 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 siess and an ofline
Multi-Criteria Analysis survey.
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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 sabctions 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 inguirie
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 pigys reports and consultation
response documents.

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

5.2 Current water and sewerage service provision

There is a general consensus across most stakeholdershina@volution

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 financingave
helped to delivermproved drinking water quality, supply resilience and
environmental improvements at aaffordable price for the majority of
business customers. Box 12 summarises the main points raised by
stakeholders abut current water and sewerage service provision.

Box12. Stakeholder feedback on
current service provision

YR CSSRol O}

Water bills remain of lesser concern compared to othe
cost pressures, particularly business rates and energy
bills

Not enough focus and attention given to business
customers

Greater engagemd required to better understand
needs and priorities of business customers

Priority areas for service improvement:

A Better (and faster) engagement and
communication especially at a technical level
on operational matters

A Greater level of expert advice tustomers

A Improved metering and ofine billing services

A Speed upghe processes for businesses to get
connected to the water and seweragetworks

Greater flexibility and innovation in tariff structures
existing regulatory regime appestio be constraiing
Arrangements for competition for new developments
not been as successful as could it could be due to
regulatory and behavioural barriers

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

Insetappointment barriers may be limiting innovation ii
customer and environmental services

Greater ceoperation between organisations responsibl
for drainage and flooding, including agreeing ownersh
and respondiilities for maintenance
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FHgure14. Key themes from
stakeholder engagement

Border
issues

Current
service
provision

Other utility
experiences

Welsh
Government
policy &
strategy

Future
Needs and
Priorities

Water
company
ownership
models

Proposed
regulatory
reforms

5.3 Future needs and priorities

Stakeholders expressed a wide range of future needs and priorities in
relation to businesscustomers 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 respo
effectively to meet these requirements summary of the key messages
on future needs and priorities is provided in Figure 16 agdimstkey
attributes of water and service provision.
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Figure 15.Key attributes of water and
sewerage service provision

Reliability/

Availability

Water and
Sewerage

Customer

Service

~

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

money.

5.4 Water company ownership models

There was generallyery strong support for the nofor-profit model of
GlasCymrw 2 6y SNJ 2 F
the financial structure, with a consensus view that the Glas Cymru model
also supportedgreater community engagement and involvement in
wider environmental and social initiativeshan would be the case for a
PLC or privatelpwned water company. This includes the Glas Cymru
AYRSLISYRSy
challenge to the Board, and who are appointed to represent different
sociaeconomic and environmental interests in Wales (although none are
currently specificallyappointed to represent business customer interests).

Further views are provideith Appendix D.
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5.5 Proposed regulatory reforms

There was a genergood level of understanding across stakeholders of
regulatory reform measureproposed by Ofwat, contained ime Water
Bill orin consultation documents (e.g. on abstraction licence reform).
Concern wagxpressed by some stakeholders that

1 not extendng retail competition in Wales mayperpetuate
behaviours that act to stifle competitiorin those areas that are
already open tocompetition (e.g. new connections and Inset
AppointmentgNAVS)

9 business customeyin Wales will notreceive the same price and
service benefitghat may arise focustomers in England.

Conversely, others expressed the view thegtention of the 50MI
threshold in Wales could result in better customer serviofferings for
non-household customers

Some stakeholders felt that theosts of market set up and management
for increased retail competitionin England would cancel out or even
outweigh the benefits to customers, recognising the relatively small
marginsinvolved and consequent scale of price reductibmcertainties

in both costs and benefitsvere cited by others as making it difficult to
determine whether introducing retail competition would be worthwhile.

Overall, regardless of the differing views omguéatory reform, there was
broad support for the Welsh Government taking powers in the Water
Bill that allow Wales to make its own decisioron the future regulation
2F 61 0GSN) O2YLJI yASa
support forlegishtive powers for sewerage to also be devolvedhich

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

2 LIS NJ (Thigiacludeds K2 f f &

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

Inset Appointments

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

T Integrated services for water, sewerage, drainage and energy

1 Innovation in rw 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:

91 Developers are likely to be mmfocused on reducing cost rather
than future customer service.

Diffprentyally Aoywer @osts exisy forampirtaggpgmew 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).

1 Risk that appointees will walk away once the assets start to
deteriorate and require maintenance investment.
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Concerns have been raised aboutet current regulation of inset
companieswvhich requireslarifying. For example, an inset company may
be granted a licence in Wales and therefore be regulated by the Welsh
Governmentput 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 Governtghould regulate it

in respect of its English sites, and the Welsh Gawent in respect of its
Welsh sites. This would provide certainty, and prevent inset companies
from switchingfrom being regulated by one country to another as they
expand, and remee the potential effect of fragmenting Welsh
Government regulatory powers over areas of Wales if the number of inset
appointees increases

Further stakeholder vieware 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 water strategy

that focuses on the specific needs and challenges for water and sewerage
provision in Wales.

Severabktakeholders raised the possibility tham independent economic
regulatory approach for Wales could beonsidered particularly given
the widening divergence in adopted legislation between England and
Wales. A number of stakeholders felt thigght be further extended to a
joint water and energy economic regulator for Walda line with the
Northern Ireland model. Ais concept was tested with stakeholders
further as part of the four alternative policy scenarios (see Sedijon
However, others questioned the costs of setting up and running a
separate economic regulator and felt that Ofwat was more than capable
of requlating two differentretail 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 i
was important to ensure that business customers operating in rural
communities were better supported and not disadvantageoy any
changes to the regulatory regime.
sewerage network was cited by several stakeholders asmgoriant
element in sustainable growth of the rural economy.

Further details are provided in Appendix D.
Welsh Government outcomes
dzaiAySaa Odzadi2YSNER 6SNB oNRI Rfe@
outcomes for natural resources management. Ovetladlre was greatest
support for the following outcomes:
A Enhancing our environment

A Viable and vibrant places
A Protecting people

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

Policy actions

Access to the public water and

a dzLJLJ

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 shavn in Figure T serves to reinforce the message tHaisiness
Odzai2YSNEQ ySSRa | yR NiarpgidganBefesty (i

a I NJ

the economic landscape of Wales. Most stakeholders have commented

on the need for the water strategy ttmok beyond priceand customer
service issuesif business customer needs are to be delivered and
sustainable growth is to be achieved. Business customers are far from
homogenous group and the strategy needs to recognise thiat2ay’ S &
FAGA Fffé | LILaEdvedtie desited arygoimas] St &
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Clarify responsibilities Encourage water companies
and ownership of to work more closely with
sewerage and drainage developers and local ownership &
Ensure Wales/England infrastructure authorities maintenance of
cross-border issues do SUDS
not disadvantage
customers in Wales

Resolve issues on

Resolve building Address barriers to
regulations relating Inset Appointment
to fire suppression process
Ensure true value of sprinklers
exports of water to
England is realised Encourage greater
partnership working
on rural catchments
and payments for
ecosystem services

Develop Wales as a centre
of excellence and
e T innovation for water

efficiency labelling management

Promote and Integrate rural access

to water and
sewerage
infrastructure with
other rural
infrastructure
Enhance water provision
efficiency advice and
innovation alongside
energy efficiency
Greater innovation and
flexibility on tariff
structures for water and
sewerage to meet
business customer
needs

Consider
innovation
incentives for
water companies
and supply chain
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5.7 WalesEngland border issues Many felt that the various regulatory options could all deliver for
Most stakeholders referenced theeed for clarityas to the application of customers as long as the outcomes were clear and companies were

English or Welsh legislation on water competitiofhere was consensus ~ Incentivised appropriately tochieve them.

that improved information and communication for businesses

LI NI A Odzf NI &8 GK2A4S Ay G02NRSNE | NBFax Aa SaaSyiaalt a2 GKFG Odzaid2YSNR |
confused about eligibility (as has happened in Scotland for small

companieg; see Section 3). Those expressing a preference stated that it

would bepreferable for the legislative boundary to follow the political

boundaryof Wales

Changes to the operating boundaries of water companies were

consideredto be o a much lower priority than other needs am

requirements of business customerparticularly as the greater majority

2F odzaAySaasSa Ay 21fSa IINB &adzlX ASR oe& I g |
YIAyfeéd Ay 2+fSa FyR 2yfe i 2yS aAiay3atsS LINBYA
Thevast majority of business customers did not consider thaaving a

different retail regime in Wales to England was of particular concern

Some stakeholders however were concerned that 8J2 8 G O2 RS¢ f 24 G SNE
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 alternativepolicy scenarios

Stakeholders were asked to give their view on the alternative policy
scenarios described previously in Section 4 as well as through thireon
MCA survey as discussed further in Section 6. Fig8réoverleaf)
summarises the key messadgesm 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. ijlabusiness customers

gSNE fSaa O2yOSNYySR |o2dzi GKS aK2geée OGKIFIYy GKS 2dz2id2YSa G2 o0S | OKAS@GSRO

SNJ O2YLJl ye dagKz2ffe 2N
Sa
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(+) Greater alignment with Wide\

Welsh Government objectives

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

(+) Aligning economic and
environmental egulatory policy

(-) Startup and administration costs
(-)Legislative burden increased

(-) Very limited comparative regulati
leading to reduced investor confider
() Increased complexity for custome

CA 3 dzNB

ﬁEvolution of regulatiog less \
uncertainty for investors/bond holders

(+) Outcomesased incentive focused
on customerpreferences

(+) Totex approach to encourage
catchment and partnership approache
(+) Walesspecific Service Incentive
Mechanism for business customers
(-)Not fully aligned to wider Welsh
Government outcomes and policy
() Incentives appear too weak to

with crossborder sites
-) Limited competitive pressures / Resulation <€

(7))

deliver efficiency or service benefits
(-) Limited competitive pressures

My @ tASQo
N a
Scenario 1: Scenario 3:
Wales Only Market
Regulator Lite
A N
N o
Scenario 2: Scenario 4:
Regulation Full
+ Incentives Market
N

~\ () Increased costs & risk of cress
> Competition\ sybsidy by household custom

(-) Risk of shorterm approaches
-) Diseconomies of scale

G§KS F2dzNJ |t

m Greater retail choice \
(+) Bespoke, mulsite billing &

account management

(+) Greater potential for tariff
differentiation & innovation
(+) provision of technical onsite advide
& services for water & wastewater
(-) More complex to engage with
wholesaler on technical issues and
responsibilities for problemiess clear
(0 W/ KSNNE LAOLlAY|AQ
customers & risks for rural customers

(+) Increased driver for innovation
achieve differentiatiorof services

(+) More efficient/cost effective
delivery of wholesale services
(+)New approaches provide potential
for job creation and skills development
(+) Potential tdntegrate with market
approaches for ecosystem services
(-) Greater uncertainties for investors
bond holders = higher cost of capital
(0 &/ KSNNE LA O1 A y|3)¢
crossda dzo AA RASA gaali
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{ SOiGA 2 y C continuity of supply and safe removal of westater). Choice of supplier
) oo attracted the lowest rating overall, although as indicated in Figwe 2
a dzt-/uN\A U S N | I )/ I f e aAa there was a wide range of scores for this attribute as is the case for the

other service attributes.

To inform thestakeholder engagement and evidence gathering, a Multi
Criteria Analysis (MCA) approach was adopted to gather quantitative Figure 19. Profile of MCA Survey Respondet
information and enable objective analysis of stakeholder views on the

GotaStAYSE FyR Trheagproacd &yhe NEAsvey LI A p PhBEakdown by water company

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 custome33 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

Ay {SOUA2y pzZ O2yadzZ dldAz2y &7FI dA 3 HzSH Breakddwn Bylstriard Ifddshis) GisssticaticK S N5 & LI2 |
and the relatie interest of business customers in water and sewerage
provision.

All of the organisations responding to the survey operate in Wales and all
but one receiveswater and/or sewerage services from one of the
incumbent undertakers in Wales (Figut8). The mgority are served by
5ANJ / @YNHz 2StaK 2F0SNE gAGK | avYHft ydzyroSNI aSNBWSR o0& {SOSNY ¢ NByi
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 (Figurd9), althadza K o di? OF 6 SI2NRAEASR GKPANI 0dzaAySaa a G20KSNE®
Results

Q)¢
(s}

A summary of the results are presented in FiguP@sto 24 overleaf.

Figure D 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.
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