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Business Stream response to Efra Select Committee report on Draft Water Bill

A report into the Draft Water Bill, issued today (Friday) by the Efra Select Committee, provides fresh momentum for a competitive non-domestic water retail market which will benefit customers in England, according to Mark Powles, chief executive of Business Stream.

Business Stream, Scotland’s largest provider of non-domestic water and waste water services, said the report’s support for full competition in 2017 would encourage further progress towards retail market reform.

Functional separation of incumbents’ retail and wholesale operations, as recommended by the Committee, will ensure a level playing field and provide genuine competition between suppliers. The Committee’s recommendation that incumbents should be able to voluntarily exit the market will also benefit customers, according to Mark.

Mark Powles said: “The report acknowledges significant customer appetite for competition, which was highlighted in Defra’s previous water white paper, and which should remain the driving force behind any new legislation. Non-household customers will benefit from a fair market which removes unnecessary barriers for new entrants, allows those who do not wish to participate to exit smoothly, and which is well-funded, fair and operates efficiently.


“It is extremely encouraging to note the Select Committee’s support for the Government’s target of market opening in 2017, which will enable all stakeholders to work towards a robust, stable market for the benefit of customers.


“A level playing field for all market participants is the only way to give customers the choice they want and we are encouraged by the Committee’s recommendations as to how that can be achieved in the English retail market.

“We note the Committee’s comments over upstream competition, and while we support anything which will make the market more competitive and provide better value for customers, the reform agenda needs to be managed in such a way to allow an orderly opening of the market in England.” 

Earlier this week, the industry regulator for England and Wales, Ofwat, released a consultation on pricing, which proposes greater clarity over the roles of water companies’ wholesale and retail businesses. 

Mark added: “Ofwat’s recommendations add further impetus to the reform agenda, which helps takes us closer to the kind of water market in England which has delivered such tangible customer benefits in Scotland.”

ENDS



Provided below is a summary note of the key recommendations and conclusions made in the Committee’s Report:

On Enabling Legislation (chapter 2):

· We recommend that the Draft Bill be amended to make clear that guidance produced by the Secretary of State and Welsh Ministers on charging rules will be laidbefore Parliament for scrutiny and subject to the affirmative resolution procedure.We further recommend that this guidance should be published in draft alongside theWater Bill itself to maximise transparency and to inform debate on the Bill.

On Market Reform (chapter 3):

· We believe that protecting householders from subsidising competition in the non-householdsector is a fundamental principle that should be enshrined in primarylegislation. We recommend that the Draft Bill be amended to reflect this.
· We recommend that the Draft Bill be amended to include a requirement for thefunctional separation of incumbent companies’ wholesale and retail arms. Wefurther recommend that the principle of non-discrimination be included on the faceof the Bill. 
· We recommend that the Bill include provisions to enable incumbent companies tovoluntarily exit the retail market. 
· We are pleased that the Minister remains committed to opening the retail market in2017. Business customers have been pressing for greater competition for some yearsand are understandably keen that the reforms retain momentum. We were thereforeconcerned by the suggestion that the progress of the High Level Group set up todrive the reforms may be hindered by the lack of a clear vision. We recommend thatthe Government set out what steps it is taking to provide the necessary direction andoversight of the High Level Group in its response to this report. 

· We recommended earlier in this report that the Government publish statutoryguidance to the regulator in draft alongside the Water Bill. We note that by doing soit would provide a greater level of certainty for market regulators and participantswhich would greatly assist them in the operational development of the competitiveretail market. 

· In order to improve certainty for all parties, including investors, we recommend thatDefra make clear on the face of the Bill the key principles that will underpin theintroduction of upstream reforms. This should include a clear commitment that thereforms will not lead to any further de-averaging of prices. 
· We are concerned by the levels of uncertainty in the proposals for reform of theupstream markets and we do not believe that the case for these reforms has yet beenfully made out. Given the potentially serious implications of the reforms both forcustomer bills and for national resilience in the face of climate change andpopulation growth, we believe that further work must be undertaken to establishhow upstream reforms can be introduced in a way that will preserve investorconfidence, ensure that customers do not face increased bills, and maintain resiliencein the sector. We recommend that Defra revisit this issue, inviting evidence fromwater companies, consumer representatives and other interested parties both on thelikely impact of the reforms and on the detail of their implementation. This workshould be commenced immediately. 
· We recommend that the Bill set target dates for the final decision on the form andscope of upstream reforms, and the opening of the upstream market. 
· Given the UK-wide implications of the Draft Water Bill, it is essential that Defratakes a collaborative and consultative approach to engagement with the devolvedadministrations. In its response to this report we expect Defra to be able to confirmthat there are no outstanding areas of dispute or concern with either the Welsh orScottish administrations. 
Please note, beyond enabling legislation and the market reform proposals, the Committee has also made a number of recommendations around the omissions from the Draft Bill (including on the new abstraction regime and on elevating Ofwat’s duty to contribute to the achievement of sustainable development to primary status) and also on the wider policy agenda (including on SUDS, the revised Guide to the Reservoirs Act 1975, bad debt and flood insurance). Further details are provided in chapters 4 and 5 of the Report.

Reference to Business Stream in the Report

On the issue of a level-playing field, the Report references Business Stream’s evidence (page 11):

Business Stream, a potential new entrant to the retail market, expressed concern that the Draft Bill was not sufficiently robust in its approach to ensuring a level playing field. In particular, they highlighted the absence of any significant mention of non-discrimination and a lack of clarity over what the separation requirements would be in the absence of legal separation.The company told us that: The principle should be that, as a new entrant, I should be able to access exactly the

same terms, pricing and service levels as their incumbent company. In terms of communication, the way people interact within that integrated water company needs to be considered. They cannot be able to access back doors and other channels that I, as a new entrant, do not have. Business Stream argued that, if the separation requirements were not clear from the start, “we will end up with multiple claims in the competition courts or to the regulator that are lengthy, costly and burdensome, and customers will not get benefits”.
In response to this issue, the Committee has recommended that the Draft Bill be amended to include a requirement for the functional separation of incumbent companies’ wholesale and retail arms and that the principle of non-discrimination be included on the face of the Bill.
The customers’ perspective

The Report references the evidence the Committee received from customers and consumer bodies calling on retail water competition to be introduced:

· It is clear that there is widespread support from customers for the introduction of retail competition. Network Rail told us that since the introduction of competition in Scotland they have seen a “significant improvement” in the service they receive and they looked forward to being able to choose their supplier in England as well.The Federation of Small Businesses said that it has been campaigning for greater competition “for some time” and Greene King and Asda were also supportive. (page 9)
· The introduction of a competitive retail market is long overdue. The Major Energy Users Council told us that “customers... have waited many years for full-scale retail water competition”, and that there was a “real appetite” amongst its members to be able to choose supplier, with poor levels of customer service giving rise to an “urgent demand for retail competition”. (page 12)
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