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Scottish Water welcomes the opportunity to respond to the Capital Investment Inquiry into methods 
of funding for public sector capital investment projects currently being undertaken by the Finance 
Committee. 
 
Scottish Water has a record of delivering significant capital investment since its creation in 2002. 
We have delivered £2.73billion of investment from 2002 to date and will have delivered over 
£4billion by the end of this regulatory period at March 2010. 
 
We are funded through a regulatory price setting process which is determined by the Water 
Industry Commission carrying out a Strategic Review of Charges1 on a 4 year basis.  This is 
analogous to the price setting process for Water and Sewerage PLCs in England & Wales which is 
determined by Ofwat. 
 
Through the regulatory process, the Regulator examines the totality of Scottish Water’s funding 
needs, that is its operating costs and capital investment requirements, such that the service and 
investment to maintain or enhance that service, is funded at lowest overall reasonable cost to 
Scottish customers.  Within this process, Scottish Water develops its investment requirements to 
deliver objectives set by Ministers under the Quality and Standards process2.   
 
We are investing, on average, circa £600million per year during this regulatory period. This 
investment is funded through a combination of revenue and borrowing, i.e. between charges that 
would be paid by current and future customers.  Scottish Water cannot borrow directly from the 
capital markets, but borrows from the Scottish Consolidated Fund at public sector borrowing rates.  
 
One important aspect of Scottish Water’s regulatory settlement is the budget constraint that it 
faces. This strengthens the incentive to continue to deliver the service and associated investment 
at an efficient level and we use various methods of procurement to deliver this investment including 
partnering. 
 
Delivering a capital investment programme of £2.4bn efficiently over a four year period is 
challenging and we have recently contributed to research carried out by the Water Industry 
Commission which examined the level of investment programme that could be delivered efficiently 
in the period 2010-14. The Committee might wish to look at the Commission’s report which also 
looked at wider economic factors which would also affect construction generally in Scotland.3

 
Prior to the creation of Scottish Water in 2002, the predecessor organisations were funded by 
Government through an annual budgeting process. We believe that the financial controls set on 
these organisations limited their ability to maintain and enhance the asset base in a cost effective 
manner.  
 
There is no doubt that customers are now benefiting from the introduction of a regulatory regime 
into the water sector in Scotland through stable prices and better service than was delivered pre 
2002. 
 
We hope you find the information provided helpful. Scottish Water would be pleased to assist the 
Committee further if required.  
 
Belinda Oldfield 
General Manager Regulation  
30 January 2008 
                                                      
1 Strategic Review of Charges 2000-02, 2002-2006, 2006-2010 
2 Quality & Standards III 2002-2010 
3 LECG Report: Factors to be considered when determining the appropriate size of the next capital 
programme for Scottish Water 3 December 2007. 
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