Sir lan Byatt, Chairman. s

Water Industry Commission for Scotland

Sir lan Byatt

Hertford Seminar o Vé%%mmu itsl' sion
4 April 2008

FOR SCOTLAND




Monopoly & Contestability

« The “natural monopoly”: (local) distribution
* The “social monopoly ": desired cross subsidy

* The “environmental monopoly”: national standards
for public health & the environmental
(abstractions & discharges)

* The contestability of retail services
* The contestability of resources, & bulk supplies
* The intermediate area of networks & treatment
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Steps to Contestability

 ldentify contestable/competitive region

* Imagine business model; how trading might work —
remembering that “Competition must be seen as a
process in which people acquire and communicate
knowledge.”

« Establish arrangements/mechanisms to facilitate
trading
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Arrangements in Scotland

 Retall access for 130,000 non-household customers under
2005 Act

e Separation of Business Stream from Scottish Water. NB
debt in retail; cost/capital & economies of scale

« Identification & costing of relevant activities
« Construction of operational & market codes
« Establishment of Central Market Agency

« Designing of Licences

« Criteria & process for granting them

« “Default” tariff / standard of services
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Where we are

« Market opened 01-04-08
« With 4 Licencees (and one, or more, in the wings)

* Price regulation to be at the wholesale level — with
cost related volumetric measures

e A clear business model — water services rather
than supply & collection of water

« A “problem” to be solved, and criteria for success
established

* Innovation to be monitored in annual report
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What will be success?

o Better bills — related to customers not connections

« Better, and more tailored, tariffs — to encourage
better business & public service use of water, and
more green behaviour

« Effective relations with monopoly wholesaler
* Esp./e.qg. Section 29e
e Lower prices

* Better, and more cost effective service, not just
“switching”
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Where is Scotland going next?

e Further development of “buy/sell” model
e Cf common carriage

e Opportunity of switch from CT to LIT; entry for
households

 Consideration of the market for abstractions

e The E&W inset model for extensions to the
network?

* Further separation of distribution and treatment?
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Is the Scottish Model exportable?

¢ “Made-to-measure”, not “off-the-peg”, but probably
not “bespoke”

o Split: Licences: CMA: Codes
* Needs constructive interpretation of legislation
* Needs regulatory leadership and hard work

 To be seen as a journey — of exploration, creativity
and discovery

« Harnessing choice & incentives to both public &
private purposes
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