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Good afternoon and thank you for asking Water UKdanvolved today.
Your event is an excellent opportunity to assessre/we’ve got to — and an
opportunity to share ideas about the future.

At Water UK it's a key principle of ours to leanoi a wide range of
sources and | hope | can make a useful contributhamd I'm always
willing to learn.

| would like to explore 4 overarching themes tHtem@oon.

First, good policy depends on collaboration.

The water industry will always benefit from workitmgether to help policy-
makers make practical policy.

Secondexperience isn’t everything, but it is useful.

NI Water can learn from the industry in GB — susessand mistakes. It can
leapfrog into a leading position.

Third, economic regulation works.

Price reviews deliver real benefits to customerbsiarprovements to the
environment.

Fourth, Northern Ireland Water has a great future.

You are facing challenges, but | firmly believe yaan look forward to
making a great contribution in the years ahead.

So, first...the need to work together to develop good policy.



The water industry will always benefit from working together to help
policy-makers make practical policy.

Water UK exists to share ideas across the UK, thalso has strong working
links throughout the European Union. As part of &vaiK, NI Water shares
these connections, and benefit from them. Weall d

There are many benefits.

Most of our water legislation begins life in Brukssé@ne of our most
important jobs is to make sure the European Conmomissnd Members of
the European Parliament fully understand what tieegbing — especially
the impacts of their proposed decisions on ordigéizens who have to pay
for them.

Water UK has a Brussels office, and we play a legagart in the European
Association of water industries, the Eureau orgaios. This has been very
successful — for our members and for the law-makersvork with — they
appreciate the industry experience and ideas wegivarthem.

We work together well.
- with the Commission
- with MEPs
- and with water operators in other Member States

In England and Wales we have an important rolegmasenting companies
in dealing with regulators who don’t have one-or-oegulation, as you do
in NI and Scotland.

We treat our regulators, including here in NI, agpMmportant stakeholders
and we have developed constructive relationshifts them. If you like, we
provide a strategic focus for our members. We s@ eonduit for ideas
between stakeholders and members which really malkierence in
producing practical legislation and regulation.

One of the great advantages for Water UK is thatcttmpanies have
different business and ownership models, inclugiualglicly-owned,
privately-owned and customer-owned. Among the peiyaowned some are
listed on the stock-exchange, others owned by ctasuf investors. We



support each other and exchange information to p&lipy development
and delivery.

The important thing is that NI Water is a valuedmber of the group and
I’m looking forward to the new Chief Executive, lrance Mackenzie,
joining Water UK Council and making a contributitinour activities and
policy direction.

My second overarching theme is that experience igréverything, but it
Is useful.

Let me give you a potted modern history of the waéetor in Great Britain!

Prior to 1974 a large number of organisations eedid water services
including private water companies.

The first major step was in 1974 — the formatiomeof Regional Water
Authorities in England and Wales. They were selfutating management
organisations based on the ten main river basins.

In effect the Authorities were both gamekeeper@macher in their areas,
but they made important efficiencies.

The next landmark was 1989 and the privatisatioima$e Authorities
which became the ten water and sewerage compaaissilinave today.
The government wrote off the debts of the new congsaand provided a
green dowry in exchange for receipts from the eblhares.

Three new regulators were formed: Ofwat, the ecoaoegulator, the
Drinking Water Inspectorate, and the National Rsv&uthority (now the
Environment Agency).

There was a customer ‘watch dog’ attached to Ofwiaid the Consumer
Council for Water was set up by statute in 2006is-independent and has
more teeth.

These consumer changes were mirrored in ScotlamdesVaterWatch
Scotland was set up in 2005 with increased powess the previous bodies.



Scottish Water originated from three water autfesiformed from the
water and drainage departments of the regionalalzunThis merger was
encouraged by the economic regulator in Scotldred\Water Industry
Commissioner, affectionately known as the WICS.

Since its formation in 2002 Scottish Water has n@denatic improvements
in efficiency showing what can be achieved in tbblg sector.

The WICS is now working on the fourth price revi€®ustomers in
Scotland have good reason to be pleased with vesah&ppened. Originally
Scottish Water bills were among the highest inUKe— now it is set to
become one of the lowest cost suppliers and ismgaigal progress on
service quality. It had some distance to catchutptlshows what can be
done.

So far economic regulation has broadly followedittigal route set by
Ofwat, based on comparison with other companieis fids driven
efficiencies but there are great opportunitiessfonore innovative approach
in NI.

Here, we have the advantage of starting from scrac should be able to
leapfrog by learning from others’ success and fagu And, crucially, you
will ask your own Northern Ireland questions andviie your own

Northern Ireland answers. There is no need onfgltow what has
happened elsewhere in the UK because the EnglshMabish have not been
without their problems.

They have been criticised for diversifying intofdrent businesses and
different geographies instead of concentratingame functions such as
preventing hosepipe bans, fixing leaks and allovgiegers to flood their
customers’ houses.

They have been pilloried for making allegedly extes profits; for being
owned by, quote, “foreigners”; for paying high seda; and for misleading
the regulator.

In many, but not every single one, of these acausathere is definitely
another side, but my point is that it has not degany means plain sailing
for the English and Welsh companies.



But let’s not forget that they have delivered veignificant improvements
in drinking water quality, environmental qualitydaoustomer service.

All this can be helpful and | would like to suggesime ways NI Water can
go further and faster if we work together by builgion the experiences of

other water operators, their customers, consurttes,regulators and close
stakeholders.

What can we learn?
Bureaucracy!

Let’'s aim to cut down on the regulatory burdenmdless form-filling.
Tailor everything to providing a better customepexence.

It's never easy to get the right balance betwesplgication and the need
for detail. But it's vital not to get sucked intspiral of ever more
information, instead of focusing on the really imgant outcomes and
finding the right incentives for delivering them.

Customer satisfaction

In England and Wales we have had the Overall Pedoce Assessment,
the OPA, for some time and people on most sidek tkis really had its day
because most companies are meeting most standardiseae is something
very mechanical about them — they’re more about gowekly you answer
the phone than how helpful you are when you do.

But it is worth studying the OPA because NI wiledeto develop some
service performance measures. Perhaps you canstravght to a mix of
mechanical and more meaningful standards. We wouklto help.

Innovation

There are an infinite number of ways we could altlings differently and
better.

You have heard about the report the Westminsteemorent commissioned
from Professor Martin Cave about competition ambuation. Can some of
Cave'’s suggestions for changes to the frameworkgflation work here —



I’m thinking about the scope for negotiated set#dats, or incentives for
capital and operating expenditure, or ideas abowttio encourage
Innovation.

Long-term planning

Most people think that a 5-year management penogdédtting price caps
and reviewing investment makes reasonable sensgafthe same time, it
Is also absurdly short for an industry like oursewhwe’re creating assets
that might last for 100 years or more. In England ®ales the 5-year cycle
has often been seen as a straitjacket and a chfrsstoation and wasted
resources.

There is a strong message here — whatever happgos,possibly can,
make sure that the system allows decisions to lkenmaa long-term
framework such as 25 years. This is really impdrtan

Managing EU legislation

We're all in this together but remember that 80%vafer legislation comes
from Brussels. | don’t say this to be euro-sceptit| do say that we need to
know what’'s going on and what’s coming our way.

At Water UK we can help with this, and you canvadirk with us to avoid
some of the problems of the early days when tha®always a risk of
hopelessly impractical legislation — there stilaisisk but we can keep it too
a minimum!

Above all, | do urge us all to you to ask NI quest and come up with NI
answers. Learn from the other side of the Irish @&helsewhere in the EU
but don't just follow suit.

And of course we can all agree a long-term stragegl/understand the roles
that all stakeholders have in playing their padétver it — that’s ideal.

Which leads me neatly to my third overall themechkhs that economic
regulation works.

Economic regulation works



If they’re carried out well, price reviews benediteryone including the
environment we all depend on.

| know there is still uncertainty about the intretlan of domestic charges,
but | do want to emphasise the value of a priceeregystem that people
trust.

A moment ago | mentioned the major improvementgs¢lgelated water
businesses have delivered in the past 20 yearshaW&eto go on investing
however because the industry is facing big cha#teng the shape of climate
change and population growth, and we are still mgkip for that lack of
investment in the basic infrastructure over mamades.

| can best show you where we've got to by touclingbout the main areas
of Water UK’s work towards a successful 2009 premgew in England and
Wales. | know you will recognise and identify witiem.

» For example Customer priorities are at the heantaiér company plans

We have to be honest about this. We're providicgra public service, so
we have many responsibilities to society beyondé¢hse owe to customers.
But here’s the point, we can't fulfil those respibilgies properly if we have
unhappy customers.

» Then there is the fact that water companies provadige for money in
essential services

If you think about the real economic and sociala@m@nce of what we do,
and then look at what it costs, no one can demywkaffer value for
money. What we have to do though is prove it. Ne wants to pay more
than necessary for an essential service, so i€essary for us to do what it
takes to show people how much they're paying andt\wiey get for their
money.

= Next, when it comes to a price review water isthetsame as sectors
Of course it depends what you compare with. Margpfeestill claim that

water is no different from other network servicaslsas energy, telecoms or
railways. | don’t accept this.



- There really are differences to do with the pbgkcharacteristics of water,
its weight and the cost of moving it around.

- Then there are all the regional and local diffiees to do with geography
and geology, hydrology and climate.

- Also | think it's clear that water means someghdifferent to people —
after all we drink it, bathe in it and wash ourdaa it — the personal and
physical nature of these uses are a world away flicking a switch or
picking up the phone.

* And what about affordability? Affordability must b&ckled by
companies, regulators and government

The country is in severe recession and this mea@nsveing number of
people finding it more difficult to pay for the esgials. This is ultimately a
responsibility for society. In the water industwhether we’re companies or
regulators, our responsibility is to make sure wa's efficient as possible to
keep costs down, and to have good systems so we \What the real cost is.
But we must, and do, also work closely with theegyowment to get the
solution that is right for our communities. Thignge in all parts of the UK.

» And then there is the price review consideratiat the industry is
extremely diverse: one size does not fit all

It's normal and right for regulators to learn fr@ach other but equally they
have to recognise the differences between regutatgghisations. We have
an opportunity here to set up the right systemithaght for Northern
Ireland.

» And what about essential investment. The industrgsts to maintain
and improve customer service, the quality of waad the environment

We talk about this because many people tend natdw about what the
industry actually does — and it helps in all kidsvays if customers know
what the cost of water services covers.

= This need for investment in water is set to corgifar the foreseeable
future



We have to be straight with people. Water mayffakt from the sky, but
running a high quality water and sewerage seniiderfthe 2£' Century has
a significant cost. It's impossible to achieve gtieing that's needed in
three or four short years. We need long-term imaest.

Investment programmes that balance the cost anddaffility for customers
with the expectations of everyone that we shouldaite to put up with sub-
standard service or waste, or a polluted environmen

What is needed above all is a long-term strategiméwork, agreed
between government, regulators and regulated indwstd understood by
consumers.

A framework of this kind means that all sides cameéhconfidence that
we’re making the right investments will be madethat right time, and at the
right pace.

My fourth and last overarching point this morning — NI Water has a
great future.

Northern Ireland Water and its key stakeholderdaaimg challenges, but |
believe we can look forward to making a great dabatron in the years
ahead.

NI Water is different from other parts of the UK,that its origins are as a
part of the civil service.

Moving to a new culture is a big challenge and #h@tbe underestimated.
Running a stand-alone water company that is acablento customers and
regulators is different from being a governmentatépent. This happened
to some degree in England and Wales, and Scotland i fact is still
happening.

The challenge is similar for everyone here todaydbeourse the solutions
will, and should, be different.

But by thinking and planning ahead and learningnfemch others — by
talking constructively with each other — you alllwreate the culture that is
right for this community.



Perhaps the main benefit we have found in the ¢&eolwf water companies
Is that they can focus solely on the job in hamaeviding water and
sewerage services.

The value of effective business management realyg @ome from the
capacity to focus — focus on efficiency and oniggtand giving good value;
focus on protecting and enhancing the environnfentis on continuously
Improving service to customers.

If the community sees the value and benefit of kimsl of development,

they will also see the point and the value of cugtis paying directly for
water services.

Conclusion

So, to conclude.

This is an exciting time to create a new waterisergrganisation.

All new organisations take time. Sometimes it caubcomfortable. The
most important thing is that you all agree on igatrstructure, the right
regulatory framework for Northern Ireland, and tigt long-term strategy.
This means that all of you — all of us - all thek&tholder groups here today
— have a part to play in making NI Water a succk'ssnot just down to the
management, or the regulator, or the Assembly. \Jwvex's view counts and
everyone’s goodwill is needed. And everyone’s Ivaodk is necessary.

I’'m very confident that it will work. At Water UK @/ are ready to help, or
advise, at any time. And crucially, we are readiearn from all of you.

Thank you.
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