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CBI Submission to the Independent Review of Water
Introduction

1 CBI Northern Ireland welcomes the opportunity to submit evidence to the Independent Review Panel. The reform of water and sewerage services is a key policy matter for CBI members and the CBI has actively contributed to the various consultations on water reform over many years. To help the Panel a copy of the key CBI submissions over the last four years is attached as an Appendix to this submission – these cover both Strands 1 and 2 of the Review Panel’s terms of reference and we hope these will provide some useful information and background, particularly on business’s views on water reform over this period while policy and structures were being developed.

Key Business Issues

2 In a few paragraphs below we have attempted to summarise key issues relating to Strand 1 (relating to cost of water and sewerage services and how these will be funded). We look forward to meeting with Panel Members to discuss these views further.

Business Needs

· access to competitively priced water and sewerage services, recognising that some sectors eg food sector are high users of water

· in principle we accept that businesses should pay for services......... “CBI Northern Ireland accepts that it is reasonable for customers to pay for services provided to them efficiently – but customers should not have to pay for the impact of historic under investment or operational inefficiencies which have not been addressed under existing structures”
· any changes to charges should be predicable and significant changes phased in over a period of years  - we have argued that five years would be appropriate for the scale of the  changes to water/sewerage charges proposed in order to minimise the impact and allow companies time to adjust (and invest where appropriate) to the new charging framework and additional costs, and to come to terms with the requirements of current EU environmental legislation, notably IPPC
· an effective communications campaign must be undertaken to advise business on the proposed changes – for many businesses these will be new charges (especially small businesses). Companies particular are keen to know the outlook for charges over a period of some years ahead to assist in budgeting and to enable them to make investment decisions
· cross-subsidisation should be avoided – and businesses should not be exposed or have to bear the burden of a domestic non-payment campaign, bad debt or affordability tariffs 

· businesses paying for services expect a high level of customer service and responsiveness from the provider

Water/Sewerage Organisation needs

· leadership and a strong competent management team suitably incentivised to deliver the reform agenda
· a determination to drive out inefficiencies in the existing operational activities

· the capability to increase investment to meet the needs of consumers and to meet the necessary EU legislative requirements

· the desire to develop a strong customer focus and public service ethos

· transparency in the costs of operating, investing and financing these services and ring-fencing of the revenue streams – this should be combined with the establishment of balance sheet and accounting practices and procedures appropriate to such a utility, and replicate those used in the rest of the UK 

· to introduce customer choice in metering and to address water conservation and demand management

· with a high capital intensity the organisation needs to have access to capital at the lowest possible cost 

Efficiency

· A major focus for CBI members is the need to create a world-class water and sewerage service provider – efficiency is a key priority, as failure to achieve this will mean customers paying more than they need to, which is unacceptable

· We have supported the need for independent regulation to ensure that the efficiency targets set are challenging and delivered

Liabilities and key risks

· CBI has been concerned about key liabilities and potential risks facing customers and raised these concerns in a number of responses. Key liabilities relate to:

· environmental liabilities and threat of EU infraction proceedings

· risks of a civil suits

· pension liabilities

· redundancy costs and early retirement costs post the establishment of the GoCo

· failure to achieve efficiency targets

· non-payment campaign

· We have also strongly supported the value of the asset base being written down to as close to zero as possible at the time of transfer to the GoCo.
Key principles

· The water charging regime should be transparent, fair, affordable and predictable

· Reform must deliver
· A strong customer focus and accountability, combined with  efficient resource management (which in our view is best delivered through consumer charging)

· A self funding model with a transparent, ring-fenced and predictable revenue stream which seeks to maximise efficiencies wherever possible in order to minimise the overall cost of service delivery 

· Early compliance with EU requirements to avoid infraction proceedings (which are likely to be borne by the NI block)
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Review of financing of water and sewerage – a CBI Northern Ireland submission to the Committee for Regional Development 
Executive Summary

1 The new Executive faces many challenges in the months and years ahead. With extensive and increasing demand upon resources and a limited budget, there is a strong need to deliver more efficient public services and release resources to invest in other priority  front line services. Water reform is therefore essential. We note that despite the desire to make Northern Ireland a more attractive place in which to do business, the business community is expecting to face a further £40 million per annum increase in costs as a result of the water charging proposals.

2 Water reform must therefore be viewed in this context and the overall outcome must be to ensure high quality service delivery at lowest cost. The water charging regime should be transparent, fair and affordable. Reform must seek to ensure:

· A strong customer focus and accountability, combined with  efficient resource management (which in our view is best delivered through consumer charging)

· A self funding model with a transparent, ring-fenced and predictable revenue stream which seeks to maximise efficiencies wherever possible in order to minimise the overall cost of service delivery 

· Early compliance with EU requirements to avoid infraction proceedings (which are likely to be borne by the NI block)

3 The scope of the proposed review should include the following:

· Benchmarking the domestic consumers contribution to public services (rates/Council tax and water charges) with other comparable UK regions to help assess fairness and affordability

· Opportunity cost of foregoing water charges

· Affordability issues

· Efficiency agenda, including opportunities to extend metering and demand management measures, and billing systems

CBI supports the water reform agenda

4 The CBI welcomes the opportunity to submit a short paper to the Committee. Decisions on the financing of water and sewerage services will have profound implications for the wider economy, and these need to be fully considered in the impending review.

5 CBI Northern Ireland wishes to see a world-class water and sewerage company providing services efficiently and with a strong customer orientation. We are strongly supportive of the establishment of a Government Owned Company (GoCo), independent Regulator and enhanced responsibilities for the Consumer Council regarding water services. We recognise that a major reform agenda is underway to create the world-class organisation that customers require, and are keen to support and encourage progress in delivering that reform agenda – failure to deliver reform will result in higher costs, and in turn higher prices for those paying for those services. Historically Water Services has been regarded as inefficient, over-manned, lacking customer focus aswell as being constrained financially by being part of the public sector spending review, with insufficient funds for investment.

6 CBI represents business interests and hence that is where the focus of our members interest lie. But clearly we are interested in the wider economic impact of the water reform agenda including the issue of charging. Many businesses, especially medium and larger companies, already pay for water and trade effluent charges. We believe it is reasonable for companies, and indeed all customers, to pay for the services they use, provided these are delivered efficiently (as happens in the rest of the UK and most of Europe). Overall we have argued that the charging regime must be transparent, fair and affordable and that cross-subsidisation across consumer groups should be avoided. We have also argued that new charges should be introduced in a phased manner (ideally over five years) to minimise their impact and provide sufficient time to enable organisations to manage these additional costs. Business customers in particular need early warning and predictability regarding costs in order to aid business investment and planning decisions.
7 An expected £40 million of additional costs on the business sector is likely by 2009/10 as a result of the introduction of the new water charging regime as announced by previous Direct Rule Ministers. Clearly no one in business wants to see new or higher costs, and certainly no one in business is arguing for these additional costs. However the business community also wants to secure improvements and investment in other public services, notably in education/skills, science and technology, transportation infrastructure, and there is a realisation that with a limited financial resource available, tough decisions by the government need to be made focused on improving the overall competitiveness of the Northern Ireland economy. 
8 Our goal has been to ensure that customer charges are fair and affordable and the services delivered are provided efficiently. We have deep concerns that post 2010 it will be customers alone who will face all the risks associated with delivering a major reform programme, which requires a significant change of culture within the organisation. Previous funding and structural arrangements have not, and were unlikely to, deliver the necessary investment, efficiency incentives or customer focus. 
9 CBI members have a great deal more confidence that the new GoCo will deliver more efficient and customer orientated services provided that: 

· the organisation is allowed to manage itself under the direction of the Board and political interference is avoided

· the organisation has a ring-fenced, predictable and transparent revenue stream and dependence on the political whims of public expenditure rounds are avoided

· the current reform programme is pursued with vigour and determination

· the management are suitably incentivised to drive the necessary changes across the organisation
· there is improved transparency to the costs of operating, investing and financing the services provided

· the organisation is encouraged to develop public service ethos (rather than a public sector ethos)

· the asset management plan is independently assessed and future demand, asset replacement and investment priorities etc must be subject to strong commercial tension. An initial focus on meeting EU Directives is clearly required. 

The scope of the proposed review

10 In terms of the scope of the review the CBI offers to the Committee the following suggestions of key issues that should be addressed:

· Benchmarking - much has been made by Direct Rule ministers of the lower rates payable in Northern Ireland compared to the rest of the UK. This needs to be independently benchmarked. Comparisons with other regions in the UK with similar earnings levels (covering both Council tax and water charges) and looking at different types of domestic property should be undertaken to inform the debate so as to determine what might be a fair and affordable charge (taking account of Northern Ireland’s lower average wages, particularly in the private sector). It is difficult for the public to argue for public services comparable with the rest of the UK if customers are not prepared to make a fair contribution for them (especially as Northern Ireland already has a subvention from the UK of around £6.8 billion per annum)

· Opportunity cost - the review must look at the ‘opportunity cost’ of not having water charges (or increased rates) – clearly the costs faced by the GoCo will continue and the impact of reducing or not having domestic water charges will be substantial and either other public services will have to be reduced or other key priorities to address economic, social or environmental priorities will be foregone. 

· Affordability issues – clearly there are concerns about affordability and the review should address this issue. The initial step must be to develop a system of domestic charging (which should be phased in over a period of several years) - once this is agreed the issue of affordability and means to assist those groups who are vulnerable or on low incomes can be addressed. Ideally such a support mechanism(s) should be developed as part of an overall co-ordinated strategy of addressing these individuals/groups – and not addressed in a separate piecemeal manner. 
· Efficiency agenda - It is absolutely vital there is political support for securing a more efficient water service. There may be opportunity to secure further efficiency savings and encourage more sustainable consumption patterns which the review may wish to consider eg 

· Metering - demand management should be a key objective. In terms of sustainability, metering would provide important incentives to reduce water usage and improve water efficiency. It is also environmentally more beneficial and consistent with the ‘polluter pays’ principle. We therefore believe a charging strategy must involve water metering – though we accept there should not be compulsory metering in the short-term paid for by consumers. Water metering is commonplace in GB and other countries – within England and Wales over 20% of households are now metered. The Regulator, Ofwat, states that metering is the fairest method of charging for water. There is also potential for using new technology to reduce the costs of setting up metering systems and monitoring them. 

· Billing – if charging is to proceed the review should look at how billing costs can be kept as low as possible. For those customers who opt for metering we would expect this would be combined with high-technology and low cost billing procedures. For those customers who do not wish to be metered it may make sense to utilise the existing Rates Collection Agency, with the ‘water and sewerage bill’ shown separately, if this proved to be administratively less costly. Billing should be state of the art including paperless billing (environmentally friendly) using the internet where customers have an email account.

11 We have included in a short Appendix an extract from a previous CBI response to the governments consultation on water reform in 2003, which outlined some of our concerns at that time.
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CBI position on Domestic Charging – extract from previous submission

In responding to the consultation in 2003 the CBI made the following key points:

· The consultation document raises a number of concerns regarding the lack of an equitable contribution from domestic rate payers and the possible levels of new charges. While this is of less direct interest to business, CBI members have raised a number of concerns regarding aspects of the consultation document. We challenge some of these assumptions and the lack of transparency which has been associated with changes in the regional rate.

· Many house owners still believe that they contribute to the costs of providing these services through their rates bills – the suggestion that they no longer contribute has been badly managed by government. A low cost publicity campaign needs to be undertaken to clarify the position

· We believe it is incorrect to assume that Northern Ireland householders will have to pay similar water charges to other parts of GB – we would welcome clarification on how the estimates shown in Para 1.33 of the consultation paper have been calculated, the value of the asset base used, and how the achievement of efficiency gains will impact on charges

· It should not be assumed that increasing investment necessarily leads to higher charges – for example increasing investment in the electricity transmission and distribution system is proceeding yet prices are reducing!

· The document concludes in Para 3.16 that proceeds for the sale of the Water Service’s undertakings are ‘not realistically in prospect’ – one of the key issues in determining at what level charges will be set will be the transfer value of the assets to the new organisation and the remaining useful life over which they will be written off (the other key determinant of the level of charges will be operating costs which are currently too high). With the inherent uncertainties and risks we believe careful consideration must be given to the certainty of value of assets and liabilities transferred, and provisions put in place to ensure:

· Liabilities in excess of assets remain with government (thus ensuring consumers are not charged for past as well as current costs)

· Uncrystalised liabilities at the date of transfer remain the liability of government

· Ongoing liabilities or contingent liabilities arising from past failures (EU penalties/costs arising from removal of Crown immunity) remain with government until completion of a reasonable transition period when such liabilities will arise from the failure to deliver service improvements to a pre-agreed timetable

The objective should be to transfer the assets to reflect their poor condition and at value close to zero – consistent with Para 3.16 of the consultation document. Unless this ringfencing takes place, both business and domestic consumers will ultimately be charged for past failure of policy and business competitive advantage will be eroded through the loading of costs. Northern Ireland consumers already have experience of the transfer of utility assets at too high a cost, resulting in uncompetitive prices ie in electricity. In addition CBI members are also concerned about the need to avoid cross-subsidies.
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CBI response to Consultation on the Draft Licence for NI Water Ltd

Introduction

1 CBI Northern Ireland welcomes the opportunity to comment on the draft Licence for Northern Ireland Water Ltd. This is a detailed, and often quite technical, document. As such we have restricted our comments to a number of key issues which we believe urgently need to be addressed. 

2 CBI Northern Ireland supports the development of a world-class water and sewerage company providing services efficiently and with a strong customer orientation. We are supportive of the establishment of a Government Owned Company (GoCo). We recognise that a major reform agenda is underway to create the world-class organisation that customers require, and are keen to support and encourage progress in achieving that reform agenda.

3 Our goal is to ensure that customer charges are fair, affordable, sustainable and predictable and the services delivered are provided efficiently. We have deep concerns that post 2010 it will be customers alone who will face all the risks associated with delivering a major reform programme, which requires a significant change of culture within the organisation. It is essential from a customer perspective, and in CBI’s case, from a business customer perspective, that government puts in place rules and regulations at the outset which will deliver charges which are fair, affordable, sustainable and predictable. 
Key issues

4 Our key comments are set out in the following bullet points:

· The role of the Department – CBI members believe it is essential that the roles of the Department for Regional Development should be explicitly set out. There are various roles (owner, part funder, environmental regulator etc) but there is a lack of transparency on exactly what these roles are and in some cases this may be potential for conflicts of interest to arise. Clarity on roles and how conflicts of interest are to be resolved should be set out. 

· Avoiding price shocks. While welcoming the three year transition period and phasing of the new water and sewerage charging regime we believe the Licence should make specific allowance for a ‘glide path’ in April 2010 in order to ensure customers do not face an unpredictable and sharp price rise(s). Ambitious and dramatic efficiency gains need to be achieved and a new commercial and customer oriented culture developed in the new GoCo – otherwise customers may be faced with unacceptable price increases.(Para B, Part 1.1).

· Constraining price rises – we believe that Condition B Para 4.1A should have a mandatory statement confirming that price rises will not exceed the average of all companies in England and Wales. 

· Bad debt – the company must be incentivised to minimise bad debt. Para 4.4 fails to highlight how the company is to be incentivised to minimise bad debt. Furthermore it will be important that cross-subsidy is avoided. Businesses are particularly concerned that they may be exposed to bad debts arising in the domestic sector.

· The cost of capital – it is essential that the cost of capital for such a capital intensive company be as low as possible. Taking into account the monopoly situation the company will be in, the fact that the company is publicly owned and and the relatively low risk environment faced by the company we do not believe that a Libor + rate is appropriate. We understand that the rate of return on Scottish Water’s debt, as recommended by the Water Industry Commission for Scotland, is 4.6% (Para 4.12) – however this does not apply to all the debt which Scottish Water has inherited (which totals some £2.4 billion). Indeed with such high levels of debt which are unlikely ever to be paid off the Scottish model could not be described as ‘self-financing’. 

·  Regulatory Independence – Para 4.13 suggests that the Department can overrule the Regulator and interfere in the price setting. This raises serious conflicts of interest. The paragraph should be altered, and any dispute arising should be referred to the Competition Commission.

· Interim Determinations should be in line with England and Wales practice – Para 15.2(2) should be brought into line with E&W to ensure that land and property receipts can be applied against the costs of relevant change of circumstances. This should ensure that customers benefit from the sale of properties. (The current wording excludes receipts from land and property sales).

· Transparency of infrastructure charges – we would welcome a commitment to have more transparency on the process of calculating connection charges to ensure that this are cost reflective (Condition C Para 3.1.3)

· Adequate time to prepare plans – The Draft Licence sets out specific milestones for the publication by NIWL of a range of policies, including estates management, procurement of services, codes of practice for customers, debt handling, leakage etc. It is essential the NIWL is given sufficient time to prepare these plans to an appropriate standard. 

· Levels of service – in addition to the use of guaranteed standards NIWL and the Regulator should by 2010 be in a position to use Overall Performance Assessments as used elsewhere in GB. This would provide useful benchmarking information with other water utilities (Condition J).

· Ringfencing of land and property receipts – CBI members have questioned why NIWL should only seek to ensure a ‘reasonable price’ from disposals rather than the ‘best price’ as in England and Wales (Condition K). This is unacceptable. We also note the potential Departmental interference in the determination of ‘materiality amount’ – this should be left to the Regulator as in England and Wales. The Regulator should be empowered with deciding how the proceeds of such disposals should be shared between the company and customers.

· Provision for funding the Consumer Council – we note that there is no provision for funding the Consumer Council in contrast to the position in England and Wales. It is clearly important the Consumer Council has adequate and assured funding to undertake it’s critical role on behalf of consumers. 

CBI Northern Ireland

9 February 2007 

NI 02 05

CBI Response to the Reform of Water Integrated Impact Assessment 

Introduction

1 CBI Northern Ireland welcomes the opportunity to comment on the Integrated Impact Assessment. In addition to commenting on the key consultation questions we have also set out comments on three key aspects of the Water Reform Proposals. 

2 The CBI strongly welcomes the proposals to establish a GoCo and an independent Regulator. Radical reform is required urgently to transform the existing organisation into a customer orientated, efficient and effective service. Business needs to be reassured that Government is endeavouring to deliver charges to industry which are the lowest possible and internationally competitive. We welcome the progress in building a senior management team with appropriate salary and incentives. However we are concerned that delays in investment may lead to either EU infraction proceedings or limits set on broader infrastructure developments in certain areas. 

The Investment Need

3 A significant investment plan is scheduled for the next 20 years. Customers need assurance that the plan is appropriate and has been adequately challenged (particularly in view of the absence of a Regulator), that it is not ‘gold-plated, and that it takes account of the investment planned by many large customers under IPPC legislation (especially as 50 customers create 80% of the trade effluent). An independently audited Asset Management Plan is essential for sustaining efficient maintenance schedules and justifying and prioritising capital investment. We also believe that efforts should be made to reduce/smooth the ‘peakiness’ of the investment as this is likely to lead to improved value for money and more effective use of supply-side resources.

4 There is also a need for the investment plan to be defined in terms of outputs it is intended to deliver, and arrangements for regular monitoring of delivery versus the plan. Capital efficiencies need to be captured within the investment plan through effective design and in the procurement of materials and labour – these should be benchmarked against best practice. Best practice management tools should be utilised to assist in prioritising investment eg based on the condition of the asset base and risk assessment. Investment will also be required to achieve operational efficiencies. There is considerable scope for efficiencies and cost savings through the implementation of ICT solutions such as work and field force support systems.

5 We recognise that a major driver for the investment is the need to meet EU Directives. There is a very substantial increase in investment between 2004 and 2007 (c60% increase in capex). We would like to have assurance that the Water Service has the capability of delivering this investment plan at time when major re-organisation and rationalisation of staffing is being undertaken, and that appropriate planning permissions are in place.

6 It is critical that the existing asset base is written down to as close to zero as possible. We welcome the indication that the asset base will be written down by a sum ‘that is likely to be in excess of £4 billion’.  Even with such a write-down water charges in Northern Ireland are expected to the highest within the UK which is a concern to the business community. Every effort must be made to secure a ‘zero’ asset value.

7 A priority should also be the sale of surplus assets in order to reduce the borrowing requirements and to minimise maintenance costs. Relocation to lower cost offices should also be considered in order to minimise property costs. 

8 We believe the needs of the future are best anticipated and delivered by the establishment of strategic partnerships. Experienced partners can bring a wealth of learning from other government initiatives. This overcomes the danger of focusing on the immediate, tactical requirements without a strategic linkage to the future.

The Costs that must be Recovered

9 CBI Northern Ireland accepts that it is reasonable for customers to pay for services provided to them efficiently – but customers should not have to pay for the impact of historic under investment or operational inefficiencies which have not been addressed under existing structures. A total write-down of assets will act as a quid pro quo for the first issue. Charges should reflect the costs involved in providing the services efficiently – customers should only pay for properly benchmarked (and not actual) operating costs. Businesses should not subsidise the domestic sector. 

10 It is critical that there is both political and management determination and commitment to achieving significant efficiency savings, and that these are delivered as soon as possible and no later than the timescale indicated in the current efficiency plan. The need for independent regulation is required as soon as feasible to ensure that the efficiency targets set are challenging and delivered.   

11 CBI members are concerned at where the risks lie if the existing efficiency targets are not achieved – will it be customers who pick up the bill? Members are also concerned that according to Figure 7 Staff and Operating Costs increase gradually over the period 2005/6 to 2013/14. We understand that the current efficiency drive will extend into this period and are therefore very surprised at these increasing costs – this is not acceptable. Indeed we would argue that a major programme of outsourcing should create the potential to achieve more ambitious efficiency savings which customers will benefit from. It is essential that efficiency improvements are delivered across every aspect of the organisation as soon as possible in order to deliver a least-cost water utility with charges which help Northern Ireland businesses to be globally competitive. 

12 We recommend that charges should be relatively stable without excessive annual variations and predictable – businesses are looking for forward forecasts to help with their business planning. 

13 There is no discussion in the document about liabilities and how these will be handled and who will be liable. Key liabilities related to:

· environmental liabilities and threat of EU infraction proceedings

· risks of a civil suits

· pension liabilities

· redundancy costs and early retirement costs post the establishment of the GoCo

· failure to achieve efficiency targets

As far as possible liabilities should be addressed prior to the establishment of the GoCo and fully funded at the time the GoCo is established.

14 In GB the Government has established a Stakeholder Executive to manage government owned companies such as GoCos.  It is not clear what arrangements are being put in place in relation to the governance arrangements in Northern Ireland for the Water GoCo. 

Charging Arrangements

15 We welcome the Charging Policy Principles and Objectives set out in Chapter 5. 

16 Phasing of the new changes is essential. While a three year period is proposed we believe this should be extended to a five year period in order to provide businesses with the time to manage both the new charging framework and additional costs, and to come to terms with the requirements of current EU environmental legislation, notably IPPC. Many companies, particularly in the manufacturing sector are facing significant investment over the coming years. Has the Department considered making ‘Planning Agreements’ with key customers in order to maximise the value of capital investment and avoid excessive and unnecessary investment eg demand side management.

17 Clarification is required on several issues:

· Phasing arrangements. Paragraphs 5.8 and 8.20 do not appear to be consistent. CBI believes that it is essential that all significant changes to the new charging regime should be phased in order to avoid undue hardship and to assist business planning –  the increased trade effluent charges of c35% (which will be significant for many companies) for existing payers must also be treated in this manner

· Para 5.5 states that customers should ‘only contribute to the costs of the services they receive’ –which can be fully supported, yet the document suggests in 7.18 that ‘the costs of providing low income discounts should be passed on to other customers’.  

· It is also unclear who will pay for ‘bad debt’

· Is the Department confident that the decision to delay domestic metering is in accordance with the EU Water Framework directive? In addition to providing a significant incentive to minimise water usage metering can act as a valuable tool to identify leakage and trends in water use thereby assisting in forward planning. Customers should be given the choice to pay for the installation of their own meter.

· Sensitivity analyses on predicted revenue streams – significant changes in the economic ‘make-up’ of Northern Ireland are likely over the next 10-15 years – some of these changes are likely to impact on major water/trade effluent users while there is also a significant growth in new housing forecast. Has the impact of these changes been factored into the charging model?

Key Consultation Questions

18 Finally, we have set out below responses to the key consultation questions raised in the Integrated Impact Assessment.

(a) Do you have any general comments on the overall approach that was taken in completing this RIA?

· we welcome the comprehensive approach taken and the early engagement with stakeholders in preparing the RIA

· while in overall terms the costs of water/sewerage/trade effluent are an order of magnitude lower than say electricity costs, some sectors are significantly more vulnerable than others, notably the agri-food sector. Many of these companies operate with low profit margins and are facing significant investments under IPPC and other EU environmental legislation, so every effort to minimise cost increases is required. Manufacturing companies are also facing the phasing out of de-rating over this period. 

(b) Do you consider that there are any other issues which need to be either assessed or taken into account in the development of the non-domestic charging arrangements?

· We believe that much greater recognition should be given to other legislative changes impacting on the non-domestic sector and economic trends which will impact on the customer base. For example significant investment will be required with resultant environmental improvements through the implementation of IPPC legislation – this could lead to significant improvements in trade effluent standards and indeed in some cases lead to a reduction in trade effluent volumes. Has the investment plan taken account of these changes and opportunities for ‘demand management’ which may be more cost effective and reduce the need for capital investment.

(c) What are your views on the identification and assessment of costs?

· we welcome the extensive assessment of costs. However there are a number of issues which we believe require more clarification

· confirmation that the implementation and delivery of cost savings will be achieved – clarification on who will pay should these savings not be achieved – as government is currently responsible for the inefficiencies they should be liable for any failure to secure efficiency improvements

· the asset write-down is critical – it is essential that the assets are written off to minimise the overall charges which appear to be the highest in the UK

· greater clarity on pension costs

· greater clarity on liabilities eg infraction proceedings and where these will fall once the GoCo has been established

· there will be a commitment to achieving efficiency savings by selected and targeted outsourcing

(d) What impact do you think these additional costs will have on businesses and other voluntary and community organisations

· Any new or additional charges impact on the competitiveness of businesses. Whilst taken in isolation the additional costs do not appear significant, once the broader context (price deflation due to global competition, other investment driven by environmental legislation, and other rising costs eg rates, low profit margins) is taken into account all additional costs are unwelcome. 

· We believe that a phasing period of 5 years would be more appropriate when the broader context is taken into consideration

· The IIA notes that the introduction of direct domestic water and sewerage charges will have an impact on those on low incomes. In fact these charges will have an impact on everyone who has to pay them. In conjunction with rises in the ordinary rates this will have a detrimental effect on the disposable income of everyone in Northern Ireland. This will have a direct impact on the market of businesses throughout the region

(e) What sectors or types of businesses/organisations do you think might be particularly vulnerable to the introduction of comprehensive charges?

· the agri-food sector and small businesses are most vulnerable to the introduction of the new charging regime aswell as specific water intensive sectors. Some of these companies operate in low profit margin sector and in intensely competitive markets – these will be the companies which are most vulnerable

· a significant programme of awareness raising combined with a five year phasing period will minimise the impact of the new charging regime

(f) What are your views on the identification and assessment of benefits?

· Many companies will be undertaking their own significant investment in environmental improvements – these will significantly outweigh any direct benefit from the introduction of the charging regime which to many will just create an additional cost

· There should be distinct benefit to the tourism sector through improvements to sewerage treatment works leading to a greater number of ‘blue flag’ beaches and to cleaner and higher quality water rivers which have potential amenity value

· Business clearly welcomes the investment in infrastructure over the next two decades. However in many cases the investment in infrastructure will not linked to the customer’s needs, much of the investment may have only limited if any direct impact on the customer, and the improvements are likely to be realised some years after the charging regime has commenced

· Businesses will strongly welcome investments to improve the transport infrastructure and investment in education and skills provision

· The consultation document states that the investment will create and safeguard employment in the construction sector. To achieve this we believe two criteria need to be met – firstly the investment profile should be as flat as possible rather than have a major peak and secondly aggregation of projects must take account of the capacity of the industry to effectively ramp up to meet the demand. Good interface and discussion with the industry is essential to maximise the wider economic benefit.

· The benefits of attracting inward investment will only be realised if the charging regime is globally competitive

(g) Do you agree that the benefits outlined justify the changes in the charging regime covered in our proposals?

· We are unable to answer this question

· We do believe there are significant risks which have been insufficiently addressed – this includes the failure to deliver the necessary efficiency savings

(h) Do you agree that the proposals represent a fair and equitable means of charging non-domestic properties for the costs that they impose on the water and sewerage system?

· it is unclear if the non-domestic sector is sharing an equitable burden overall -  charges to business customers should recognise the better asset utilisation that these customers provide

· we agree with the broad principles on how charging should be set 

CBI Northern Ireland
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The Reform of Water Services – CBI Northern Ireland Response

EXECUTIVE SUMMARY

· Radical reform is urgently required to address the major weaknesses in the current provision of water and sewerage services in order to deliver a customer orientated, efficient and effective service.

· A Chief Executive and senior management team must be appointed immediately to commence work on the necessary restructuring. Appropriate salary and incentives must be offered to attract the right individuals.

· Projects designed to address EU legislative requirements and which risk incurring EU fines should be extracted from the capital plan and progressed urgently, if necessary in conjunction with private partners. This is essential to minimise the risk of EU fines for failing to meet environmental standards.

· The asset base transferred to the new organisation should reflect the poor state of the assets and be valued at close to zero. There is no case for charging more than is needed – and asking consumers to pay for past policy failures. Charges should reflect future investment costs and operational costs.

· The CBI recommends that a Government Owned Company (GoCo) should initially be established to take ownership of the Water and Sewerage assets. The delivery of key operational activities of the service should be competitively tendered to a service provider(s) to deliver the necessary significant improvements in operational efficiencies.

· A number of other essential steps are required including the establishment of an independent Northern Ireland Regulatory Body.

· The charging regime must be transparent, fair and affordable. Demand management should be a key objective with (domestic) metering a key requirement in terms of promoting sustainability and reflecting the polluter pays principle.

· The reform required must be pursued with vigour and determination.

INTRODUCTION

1 CBI Northern Ireland welcomes the opportunity to respond to the consultation document.  We have consulted widely with our members on the issue and this response has been approved by the CBI Northern Ireland Council.

2
We are keen to contribute to an informed and open debate on this important issue. We hope that the consultation process can be developed to ensure there is a well considered view emerging, involving some innovative thinking, with an awareness and appreciation of developments elsewhere. However, at the outset we are disappointed that it is clear that little, if any, progress has been achieved in reforming Water Services since the previous consultation in 1999 – this is a major concern. 

3
Early decisions and urgent progress are required to put in place an incentivised management team, to improve operational efficiencies and to address the serious under-investment in these strategically important services. There is a serious risk that inadequate services will undermine economic development as well as risk exposure to EU fines for failure to comply with the required environmental standards. 

4 This response is structured as follows:-

· The need for reform

· General Comments 

· Specific Comments on the Issues raised in the consultation document

THE NEED FOR REFORM

Vital Services to Industry

5 The provision of high quality, cost competitive water and sewerage services are a vital part of the infrastructure required to support a modern and growing economy. Particular sectors, including the agri-food, textiles, engineering, chemicals and drinks sectors, have significant water and trade effluent requirements. Many of these sectors are also exposed to uncompetitive electricity prices. Lack of services can also inhibit or delay economic and social development eg new housing. It is critical that these services are provided competitively in an efficient and effective manner. In addition, effective sewerage treatment facilities are essential if Northern Ireland’s tourism and recreational potential are to be realised.

6 The current (metered) water costs to industry are above the average of the England and Wales (E&W) Plcs and higher than the Scottish Water. We have welcomed the introduction of discounted rates to large industrial users, in line with practice in GB. Trade effluent costs in Northern Ireland are more competitive compared to E&W but historically have been higher than the average Scotland rates.

7    However, we believe that unless significant operational efficiencies are achieved and a carefully managed capital investment programme is put in place, Northern Ireland’s industrial, commercial and agricultural users will face both charges at the top end of the UK rates and an increasingly inadequate service – this is unacceptable.

8  
CBI Northern Ireland recommends that a key objective must be to ensure that in order for  Northern Ireland to be globally competitive, costs to industry must remain below the GB average, and aim to be in the lowest quartile by 2005/6. It is totally unacceptable that the competitiveness of NI plc should be damaged by high future charges as a result of a failure in past policies, particularly as industry has been paying for the services they receive.

Urgent Need for Change

9 It is concerning to CBI members that little progress appears to have been achieved since the previous major consultation on Water and Sewerage services in 1999. Many of the key issues and challenges remain the same. There is an urgent need for decisions and progress to deliver the following key objectives:

· to create leadership and a strong competent management team

· to drive out inefficiencies in the existing operational activities

· to increase investment to meet the needs of consumers and to meet the necessary EU legislative requirements

· to develop a stronger customer focus and public service ethos

· to introduce more transparency to the costs of running and paying for these services

· to introduce transparency and ring-fencing to the revenue streams – this should be combined with the establishment of balance sheet and accounting practices and procedures appropriate to such a utility, and replicate those used in the rest of the UK 

· to introduce customer choice in metering and to address water conservation and demand management

For a modern economy seeking to offer a high quality of life and promoting a ‘green and cleaner’ image, this is a totally unsatisfactory position. Without early progress Northern Ireland risks a deteriorating service and EU infringements and related fines – with which customers may be burdened. 

10 As we stated in 1999 the CBI does not believe that current arrangements are sustainable or in the best interests of customers.  Current funding and structural arrangements have not, and are unlikely to, deliver the necessary investment, efficiency incentives or customer focus. The reform required must introduce terms and conditions suitably incentivised to ensure senior management drive the necessary change across the organisation. There is also a requirement to create a challenging model of regulation which will set stretching targets both qualitative and quantitative for management.

11 A substantive capital investment programme of up to around £3.0 billion over the next 20 years is identified – though we find it disappointing that a second Asset Management Plan has not been completed and published since 1992. An independently audited Asset Management Plan is essential for sustaining efficient maintenance schedules and justifying and prioritising capital investment.

Transparency and Visibility

12 There is an urgent requirement for both enhanced transparency and visibility in the costs of providing Water and Sewerage Services in Northern Ireland – a message we stressed in 1999 yet this has not been progressed.  The public at large take these services for granted - many assume they are free while others believe the costs are covered under the rating system – and there is little recognition or acknowledgement of the cost/investment associated with these services or the environmental impact of providing them.  
13 We understand benchmarking exercises have been completed against other similar utilities in Great Britain, including Scottish Water. We would welcome greater transparency on the outcome of these assessments to reveal the potential efficiency savings which could be obtained. Benchmarking in this context should provide an idea as to how a ‘double whammy’ can achieve top quartile service at lowest quartile costs – we must avoid the idea that it is satisfactory to gravitate to average costs of running a water system. 

GENERAL ISSUES

14 The consultation document gives rise to a number of general issues which we wish to comment on in advance of responding to the specific issues raised. The following paragraphs address these issues.

Domestic charging 

15 The consultation document raises a number of concerns regarding the lack of an equitable contribution from domestic rate payers and the possible levels of new charges. While this is of less direct interest to business, CBI members have raised a number of concerns regarding aspects of the consultation document. We challenge some of these assumptions and the lack of transparency which has been associated with changes in the regional rate.

· Many house owners still believe that they contribute to the costs of providing these services through their rates bills – the suggestion that they no longer contribute has been badly managed by government. A low cost publicity campaign needs to be undertaken to clarify the position

· We believe it is incorrect to assume that Northern Ireland householders will have to pay similar water charges to other parts of GB – we would welcome clarification on how the estimates shown in Para 1.33 have been calculated, the value of the asset base used, and how the achievement of efficiency gains will impact on charges

· It should not be assumed that increasing investment necessarily leads to higher charges – for example increasing investment in the electricity transmission and distribution system is proceeding yet prices are reducing!

· The document concludes in Para 3.16 that proceeds for the sale of the Water Service’s undertakings are ‘not realistically in prospect’ – one of the key issues in determining at what level charges will be set will be the transfer value of the assets to the new organisation and the remaining useful life over which they will be written off (the other key determinant of the level of charges will be operating costs which are currently too high). With the inherent uncertainties and risks we believe careful consideration must be given to the certainty of value of assets and liabilities transferred, and provisions put in place to ensure:

· Liabilities in excess of assets remain with government (thus ensuring consumers are not charged for past as well as current costs)

· Uncrystalised liabilities at the date of transfer remain the liability of government

· Ongoing liabilities or contingent liabilities arising from past failures (EU penalties/costs arising from removal of Crown immunity) remain with government until completion of a reasonable transition period when such liabilities will arise from the failure to deliver service improvements to a pre-agreed timetable

The objective should be to transfer the assets to reflect their poor condition and at value close to zero – consistent with Para 3.16. Unless this ringfencing takes place, both business and domestic consumers will ultimately be charged for past failure of policy and business competitive advantage will be eroded through the loading of costs. Northern Ireland consumers already have experience of the transfer of utility assets at too high a cost, resulting in uncompetitive prices ie in electricity. In addition CBI members are also concerned about the need to avoid cross-subsidies.
Phasing of necessary changes 

16 In addition to setting out the timetable for the introduction of water charges in Annex 3 we believe the consultation paper would have benefited from an outline of the phasing of the key steps considered necessary, including an outline timetable, to reform the services, though we recognise there may be some variation depending on the model chosen. 

17 We suggest that the key steps are as follows: 

Immediate Priorities

· Appoint a new Chief Executive, and senior management team, complete with incentivised terms and conditions to plan and drive the change programme and necessary rationalisation of staff – this would commence immediately

· Identify ‘Infraction projects’ ie those at risk of EU fines, and extract these from the capital investment plan. Fast-track these projects, if necessary in conjunction with private partners. This is essential to minimise the risk of EU fines.

Other Key Steps

· Agree and implement a new Corporate Structure 

· Establish new regulatory body

· Establish key benchmarks and continue restructuring programme to secure the necessary efficiency gains in the operational activities including the design and tender of a ‘facilities management’ contract(s) 

· Commence an accelerated investment programme

· Remove Crown immunity

· Ensure EU deadlines are achieved

Against the backdrop of EU compliance deadlines the timing of these steps needs to be sooner rather than later. It is with regret we note no attempt to provide an indicative timetable for transition of the business structure and commencement of actions – this must be addressed in the final consultation planned for the autumn.

Lack of Information

18 Further weaknesses in the consultation document relates to the lack of information on the following key issues:

· the costs of establishing the various options/models (asset valuations/due diligence etc)

· the method of valuation of assets and liabilities to be transferred 

· depreciation policy

· the timing of withdrawal of Crown immunity in light of the investment deficit to date

· current efficiency targets – regarding Opex costs, administration and overhead costs, labour force productivity, etc

· the ring fencing of uncrystalised liabilities 

· the costs of economic and consumer regulation

SPECIFIC ISSUES RAISED IN THE CONSULTATION

The following section addresses the specific questions raised in the consultation paper for comments. 

Structural Options

19 The case for reform is clearly set out in the consultation paper – this is reinforced by the views of CBI members which interface with the Water Service.  CBI has sought reform since the original consultation in 1999. We have considered the various options highlighted in the paper and comment below on aspects of these options.

20 We agree that there is an urgent need to move away from central government control. We also believe that it is essential to involve the private sector in the delivery of more efficient services. Achieving a public service ethos is important but it is not the same as a public sector ethos. A public service ethos revolves around the provision of high quality and responsive services with a strong customer focus, a sense of duty, fairness, openness and accountability. We have concluded that at the present time the assets, and liabilities, should remain within public sector ownership. However we also would like to stress that the short/medium term structures put in place should not rule out longer term options of either privatisation or a Not for Dividend Company.


21 We have assessed the various options against the potential to deliver the objectives set out in Para 9  above and in particular to provide the following:

· Attract appropriate leadership and management

· The introduction of appropriate internal structures, systems and incentives to deliver  effective and efficient services

· To attract and retain experienced and motivated staff

· Access to low cost capital funding

· To provide clear management accountability and focus

Option 1
 Privatisation

22 We concluded in 1999 that the creation of a privately owned Water and Sewerage Company would be the best mechanism to deliver the world-class organisation required to deliver these essential services. Having reviewed the current status of the organisation, the poor quality of its assets and potential liabilities, we have concluded that it is not realistic to privatise the organisation at this stage. We agree with the issues set out in Para 3.15 in the consultation paper, particularly regarding the risks and uncertainties involved.

23 However in the longer term we believe this option should be retained, particular if the value of the sale of the assets at some future date could be retained in Northern Ireland – this might make this option more acceptable to local politicians. The comment in Para 3.16 that in some previous privatisations the outcome has been flawed has been a result of the way Government structured the privatisation and not because of any flaws in how the private sector has managed the business. Indeed every business that has been privatised has seen significant productivity and efficiency gains, and better service delivery.

Option 2 
Not for Dividend Company

24 The CBI sees merit in this option, though not in the short-term. There are clear merits of this option which are set out in the consultation paper, and there is much current interest in the Welsh model (which is largely an asset owner with access to low cost borrowing with a series of outsourced contracts delivering cost reductions). The Welsh model also utilises an effective Capital Expenditure Strategic Alliance Board of ten partner organisations incentivised to secure cost reductions in the capital expenditure programme. However we question whether this option is viable in the short-term because of the following issues:

· We agree with the concerns set out in Para 3.20 regarding the need to improve the efficiencies in the organisation first, before proceeding down this route

· Accessing low cost borrowing is a complex, time and resource consuming exercise – we do not believe it would be in customers’ interests to have management focusing on this aspect of the business, perhaps over a period of years, at this stage in the reform process (but see below).

· the quality of the assets, combined with the potential liabilities (and risks) may rule out this option in the near term – despite debt borrowings relying on the revenue stream 

25 However there may be scope to outsource the function of raising the low cost finance. There may be merit in initiating this process in some form of exploratory mode in parallel with the ongoing consultation process. However CBI does not see this as a priority issue at this stage.

Option 3
Public Private Parterships (PPPs)

26 PPPs are not a structural option. We believe PPPs have a key part to play in all the models as a tool or mechanism to deliver improved services. The use of PPPs can help to ensure better value for money, guaranteed high quality service provision and better planning. PPPs work best under the following circumstances:

· There is political will and senior management commitment

· There is widespread understanding of the benefits and opportunities offered

· The right projects are selected – a pragmatic approach is needed

· There are appropriate skills, especially project management skills, in place

· Good  preparation of projects

· Allocation of risks where they can best be managed and

· An open and objective attitude to those assessing tenders

27 We believe there is strong merit in considering the sub-contracting out of the management and operations of the organisation and retaining the assets/liabilities within public ownership. We believe the potential leadership and management skills and experience that this approach will bring will enable a rapid improvement in efficiency gains – indeed this approach offers the best of both worlds - by bringing in new leadership and world-class operational expertise combined with the opportunity of using the best of the knowledge and experience of the existing management team. Indeed as Para 3.24 identifies the current management would have the opportunity of developing its own bid, perhaps in conjunction with some external organisation(s).

Option 4 or Option 5
Statutory Corporation or Government Owned Company

28 We see merit in both these options combined with the use of PPPs as outlined above. CBI members prefer to see the development of a Government Owned Company (GoCo) due to its greater independence from government and the greater scope to give the management clarity of mandate, incentives, and operational incentives to securing operational improvements. There is a risk that the Statutory Corporation may retain the current public sector ethos and culture. We recommend that a series of strategic outsourced contracts be constructed by the GoCo, including a potential form of PPP as a major operating contract. This will help to ensure that the right management skills are brought to bear on the decisions regarding the investment programme etc. A minimum level of outsourcing should be established.

29 The CBI’s preferred option is shown as Exhibit 1. This consists of a GoCo, which will retain ownership of the assets, and a series of Service Provider(s), – contracted following a bidding process. The contract(s) should be incentivised with profit sharing, and also contain penalties for non-performance against agreed targets. The contract(s) is likely to need to run for a period of at least 5 years. The likely scenario is for one large Service Provider with a series of other, strategically selected, outsourced contracts to cover areas such as: new capital investment; customer relations; etc. However we recommend that there is early dialogue with potential service providers to more fully understand the opportunities and benefits which are achieveable. 

Exhibit 1 
Suggested Model

GoCo
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30 There are clearly variations on this option. A number of key issues will need to be clarified:

· The nature of the assets to be transferred to the GoCo

· The liabilities to be transferred and those that will be retained by Government
· How the costs of setting up the new structures and immediate restructuring costs eg redundancy and early retirement costs, are to be addressed by government
· Transfer arrangements, under TUPE, for relevant public sector staff
· How pension liabilities will be addressed
In terms of key roles and responsibilities these our outlined in Exhibit 2 set out on the next page. 

31 CBI Northern Ireland members have concluded that a combination (involving Option 5 and Option 3 of the consultation paper) is the most likely operational structure which will deliver the key requirements set out in Para 9 above. In the longer term, and depending on the speed of reform, this model can be retained or it could evolve into either a Not for Dividend Company or a Privatised Entity. 

	Exhibit 2    Key Roles and Responsibilities

GoCo 

· Owns the assets 

· Defines the service requirements

· Defines the investment requirements (in conjunction with the PPP)

· Accesses low cost borrowing from the National Loan Fund

· Designs and manages ‘facilities management’ contract (a senior management team reporting to the CEO will be employed by the GoCo – they will be responsible for delivery of the service but will employ the service providers or sub contractors to actually do the work)

· All management operate under incentivised pay (relating to EU and Regulator imposed Key Performance Indicators)

· Manages the Regulatory interface

Service Provider(s)

· Contract with GoCo to provide management and operational services

· Service provider incentivised through management fee to improve operational efficiencies 

· Service provider takes on management and operational risk

· Manages the customer relationship




Regulation

32 CBI strongly welcomes the proposals to introduce independent economic regulation. Again we are disappointed that this has not been progressed over the last four years. In 1999 we stressed the importance of a strict regulatory model in achieving efficiencies and highlighted that a weakness of the Scottish system was lack of an independent regulator – since addressed. We have assessed the three options set out in the consultation paper although our deliberations were limited by the lack of information on the costs of the various options. However, having considered the three options we have concluded that Option 2 – the establishment of a Water Regulator for Northern Ireland – is the preferred option in order to give this issue the focus and attention it deserves, and because of the distinctiveness of many of the issues facing the industry in Northern Ireland. 

33 The new Regulatory Body would operate in a manner consistent with good regulatory principles and practices. In addition the Regulatory Body would have:

· Appropriate links to Regulators based in GB, and taking account of best regulatory practice elsewhere in Europe. This may extend to buying-in expertise and achieving synergies which may exist with other utility regulators ie the Northern Ireland Authority for Energy Regulation

· Independence from both political interference and from the service provider - with the Regulator reporting directly to the NI Assembly

· To create incentives using price control mechanisms to encourage efficiency gains, in preference to return on capital controls  

· To ensure that the Water Service’s assets were effectively managed and fully utilised

· A requirement to develop and enforce standards of service to consumers

34 It is critical that Economic Regulation operates in a ‘joined-up way’ with government environmental regulation – this is essential as environmental objectives have a very direct impact on investment levels. The regulatory regime must also be sympathetic to the long life-time of the water/sewerage assets (often several decades). Price control reviews which are too regular ie every 5 years can lead to a stop-go investment which may act against encouraging more, efficient investment.

35 The full costs of regulation should be transparent and benchmarked against arrangements in GB. For further views on good regulatory practice see the CBI’s Regulators Brief, November 2002.

Customer Representation

36 We welcome the recognition that independent customer representation will be required as the industry moves to become self-financing. We believe there is a need to create opportunities to consult with customers regarding the choices (cost/benefits) they face with regard to future investments which may exceed legislative needs (as carried out by Ofwat).

37 We believe the most effective arrangement will be the development of a specific role under the auspices of the General Consumer Council for Northern Ireland (GCCNI) – this body has well-developed consumer expertise. A new sub-committee or group would need to be established within the GCCNI – it is essential that this new group has representation covering all consumer groups, including business. Appropriate linkages with consumer bodies in the GB, and if appropriate, elsewhere in Europe, should be developed. The additional costs incurred as a result of the new consumer arrangements must be minimised – there should be transparency on the burden imposed on customers in Northern Ireland compared with similar arrangements in GB. 

38 In the longer term once the natural gas industry and the water industry consumer groups have become well established/mature there may be merit in considering a ‘Utilities Group’ (including electricity). 

Impact on Wider Government Policies

39 We welcome the commitment to assess the impact of the reform of Water and Sewerage Services on other government policies. As we have set out in Para 5 above the provision of competitively priced water and trade effluent services is important, particularly to those companies operating in global markets. Many large water users are also large energy users and thus are already exposed and vulnerable to the high costs of energy. We believe that unless significant efficiencies are achieved and a carefully managed capital investment is put in place, Northern Ireland’s industrial, commercial and agricultural users will face charges at the top end of the UK rates, despite our natural assets and favourable climate.  CBI Northern Ireland recommends that a key objective must be to ensure that costs to industry remain below the GB average, and aim to be in the lowest quartile by 2005/6. 

Domestic Charging

40 CBI Northern Ireland believes the charging regime must be transparent, fair and affordable and that cross-subsidisation across consumer groups should be avoided. All consumer groups should contribute to the investment requirements and ongoing costs of providing these services. The business community is concerned that they will be faced with picking up a disproportionate level of costs, as they currently do with regional rates. The current regime for some customers of paying via regional rates and metering is unsatisfactory. 
41 The initial step must be to develop a system of domestic charging (which would be phased in over a period of several years) - once this is agreed the issue of affordability and means to assist those groups who are vulnerable or on low incomes can be addressed. Ideally such a support mechanism should be developed as part of an overall co-ordinated strategy of addressing these individuals/groups – and not addressed in a separate piecemeal manner. Unfortunately the consultation document ‘muddies the water’ by including the ability to pay as part of the criteria for assessing the most effective charging mechanism.

42 We believe demand management should be a key objective. In terms of sustainability, metering would provide important incentives to reduce water usage and improve water efficiency. It is also environmentally more beneficial and consistent with the ‘Polluter Pays’ principle. We therefore believe a charging strategy must involve water metering – though we accept there should not be compulsory metering in the short-term paid for by consumers. Water metering is commonplace in GB and other countries – within England and Wales over 20% of households are now metered. The Regulator, Ofwat, states that metering is the fairest method of charging for water. Water metering need not be expensive, especially when implemented on new properties or where maintenance work is being undertaken (in Northern Ireland it is estimated that the equivalent to about a third of the current housing stock will be constructed over the next 25 years) – and around 100,000 homes are already fitted with pipes ready to take meters. There is also potential for using new technology to reduce the costs of setting up metering systems and monitoring them. 

43 For non-metered domestic users we believe the charging system should be cost-reflective. Option 1 – a uniform charge – is not acceptable (on fairness grounds). We do not believe Option 2 – variable charge based on property value/rental – is the most effective option either. We have concluded that Option 3 – combining a fixed charge with a variable, property-related charge, may be the most acceptable. 

44 Clearly there is merit in keeping billing costs as low as possible. For those customers who opt for metering we would expect this would be combined with high-technology and low cost billing procedures. For those customers who do not wish to be metered it may make sense to utilise the existing Rates Collection Agency, with the ‘water and sewerage bill’ shown separately, if this proved to be administratively less costly. Billing should be state of the art including paperless billing (environmentally friendly) using the internet where customers have an email account.

CBI Northern Ireland
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