SCOTTISH COUNCIL FOR DEVELOPMENT AND INDUSTRY

PAYING FOR WATER SERVICES 2010-14
Introduction

1. The Scottish Council for Development and Industry (SCDI) is an independent membership network, which strengthens Scotland’s competitiveness by influencing Government policies to encourage sustainable economic prosperity.  Its membership includes businesses, trades unions, local authorities, educational institutions, and the voluntary sector.
2. SCDI welcomes the opportunity to submit its views on this consultation.  SCDI submitted views on the 2004 consultation Paying for Water Services 2006-2010.
Essential Principles of Charging

3.
SCDI agrees that the Essential Principles of Charging, set out by the consultation paper as:

· Stable charges (i.e. a regime in which charges do not rise faster than general inflation);

· Customers in the same category pay the same rate for the same service wherever they are in the country;
· Charges in general should be broadly cost-reflective - i.e. charges for given services to particular customer groups should be set to recover the cost to Scottish Water nationally of providing that service to that group as a whole;
· There should be full cost-recovery - that is, charges should cover costs – but where this principle gives rise to significant charge increases for individual customers, the Commission and Scottish Water must have regard to Ministers' requirement that such increases be phased gradually to minimise the impact of any increases in any one year unless a more effective means can be found;
· Inefficiencies by Scottish Water which led to any financial under-performance would have to be met by direct financial support from the Government;
· Where enhancements to local infrastructure are required to enable new developments to be connected to the public networks developers should meet the net cost to Scottish Water of such enhancements.  This should be reviewed prior to the next strategic review of charges


should be maintained.
4.
Provision of clean water and sanitation should be affordable for all in society and the current stable charging regime coupled with geographic harmonisation is an excellent basis on which certainty for the business and domestic consumer can be ensured.
5.
In its previous submission, Paying for Water Services 2006-2010, SCDI supported the principle of cost reflectivity and continues to view this as the most sensible approach to charging for water services alongside full cost-recovery.  SCDI strongly supports the principle that any significant increases in charge levels should be phased in.  Guidance as to the definition of a significant increase and the reasons for any increase should also be provided.
6.
Constraints on development caused by a lack of capacity within Scottish Water have previously been a major cause of frustration among local authorities, developers and local communities.  SCDI is pleased that these constraints have reduced dramatically since the introduction of Q&S III.
7.
SCDI believes that it should not be simply left to developers to meet the cost of the additional capacity.  Both developers and Scottish Water, in the form of new customers, will benefit from new developments.  Therefore, both developers and Scottish Water should bear a proportion of the costs.  Proposing that developers should meet the net cost to Scottish Water of such enhancements is accepted by SCDI.  However, this should be reviewed prior to the next strategic review of charges.
Key Issues for Further Consideration
Investment programme
8.
It is clearly sensible to ensure that any investment programme is deliverable.  That previous programmes have stretched Scottish Water resulting in delay and deferment of projects has caused problems for Scotland’s civil engineering and development sectors, not to mention cost increases.  However, it is also true that such a level of investment has provided a very steady stream of work for the civil construction sector and there is no reason why it could not be effectively delivered and managed were it to be properly planned and evenly spread over the regulatory period.  SCDI understands that this situation has improved significantly and that overhang and early start transition periods between regulatory periods are also crucial to this smoothing of the investment profile.
9.
Further improvement could be provided by altering the length of the regulatory programme.  Lengthening this to say six years would improve stability and certainty in investment and also move Scotland out of step with England.  The current parallel regulatory periods north and south of the border require both areas of the UK to be competing for resources at the same time.
10.
Nonetheless, SCDI welcomes the recognition that the previous level of investment has been unsustainable and the forthcoming investment programme for 2010-2014 will be set at a level that is efficiently manageable by Scottish Water based on advice from the WIC and Scottish Water.  It may also be useful to proactively seek input from representatives of the civil engineering and construction sectors to ensure that they are comfortable with any new investment level.

Unwinding of cross-subsidies between customers
11.
SCDI has welcomed the research into cross-subsidisation and is pleased to see that action is being taken to address the identified £44 million a year of subsidy from non-domestic to domestic water customers.  However, it is still of significant concern that further research has identified that Scottish water still “over-recovers” £25 million a year from non-household customers.  Furthermore the cost recovery imbalances between SMEs and large companies on the water side and within non-household sewerage charges require to be addressed.  In regard to trade effluent, it is a particular concern that there could be increases of around 75% in bills for customers.  Significant increases in bills for treating trade effluent could encourage customers to go off-network and establish their own treatment operation.  It must be ensured that increases in charges are in proportion to the service provided and do not encourage customers to move to alternative trade effluent treatment provision.  In response to previous water charging consultations, SCDI has supported a gradualist approach to eliminating these cross-subsidies.  SCDI continues to recommend such an approach and would agree with the statement in paragraph 63 of the consultation document that these cross-subsidies should be unwound “in the least disruptive manner to customers”.
Small organisation water services charges exemption scheme
12.
As above regarding unwinding cross-subsidies in the least disruptive manner, the decision as to whether the small organisation water services charges exemption scheme is extended after April 2010 should be informed by the likely impact on the current recipients and the burden on other customers.  Those with “modest financial resources”, such as some charities, should be particularly considered given the public benefits they supply.  If the impact on recipients is regarded as too substantial, then either the exemption should be continued or a phased approach should be taken.  The ultimate goal should be cost-reflectivity and full cost recovery but within a stable pricing environment.
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