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Regina Finn

Chief Executive

Ofwat

City Centre Tower

Hill Street

Birmingham B5 4UA

2 October 2009

Dear Regina

The Society of British Water & Wastewater Industries (SBWWI) is a not-for-profit trade association representing UK manufacturers, contractors, consultants, distributors, and training providers, working with and supplying into the water and wastewater companies across the UK.   Collectively, our c100 members have a turnover of over £3bn and employ in the region of 30,000 people. 

We are pleased to have the opportunity to respond to Ofwat’s Draft Determinations but have restricted our responses to those areas of direct interest to our membership. Our comments are as follows:

· We welcome the capital expenditure assumptions for the period totalling £21 billion for the five-year period but have concerns about the repeated cyclical pattern of spend over the period. 

· We understand from your statement in 4.2.3 that you have chosen not to adjust the shape of the capital expenditure profiling submitted by the companies in their final business plans. We would question this and the expectation that companies will smooth the demand for resources within the period. Our members are reporting the most severe downturn in activity ever experienced in the final year of an AMP cycle with associated reductions in skilled manpower typically at 20% as a direct result of this. 

· We believe that the actual capital investment for 2009/10 will be significantly lower than that shown in your Figure 5 and that consequently the level anticipated for 2010/11 will require a step change in activity larger than that indicated in Figure 5. The supply chain will be severely constrained in supporting future efficiency improvements whilst these major changes in year on year activity continue.  

· The Capital Expenditure Incentive Scheme, whilst laudable for challenging the delivery efficiency of the companies, will undoubtedly result in greater pressure on the supply chain to deliver lower project costs. If these are to be achieved the current delivery models will need to be overhauled and improved significantly. 

We are concerned about how future efficiencies can be delivered unless these changes take place and would urge Ofwat to do all it can to encourage improved supply chain integration that is beneficial to the companies, their customers and the supply chain. 

· We have already expressed our concern that there is no provision for the costs associated with the transfer of private sewers, envisaged during this AMP period. We are further concerned about the co-ordination of sewer maintenance activities under the new regime, which will result in a reduced service to the customers concerned unless an organisational structure is agreed with the companies before the transfer takes place. We urge Ofwat to raise this issue with the companies during their discussions leading up to the final determinations. 

· The proposals for metering activity are welcome particularly the increase from 37% to 49% of properties metered by the end of this period. We do note, however, a huge variation across the companies in the percentage of properties metered, given Ofwat’s view that this provides the preferred method of charging.  This view is supported both by the Environmental Agency in their 2009 Water Resources Strategy and Anna Walker in the recently issued Interim Report arising from the Independent Review of Charging for Household Water and Sewerage Services.

· We also support the proposed 2% reduction in leakage compared with current levels and the aspirations on water efficiency although the latter will depend to a large extent on other regulatory changes and emphasis. 

Overall we are encouraged by the levels of capital expenditure; concerned about the continuing cyclical pattern of activity; and very concerned that the current relationships between companies and their suppliers will not deliver the programme whilst meeting the efficiency challenges set by Ofwat. 

We need to establish real and effective supply chain integration. In this respect we are making some progress with Water UK on this subject and would urge Ofwat to support us in this endeavour.


Yours sincerely
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Ray Doughty

Chairman - SBWWI

38 Holly Walk  Leamington Spa Warwickshire CV32 6NY

Telephone:  01926 831530  Fax : 01926 831931

e-mail:  hq@sbwwi.co.uk    www: sbwwi.co.uk 
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