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Karma ockenden, editor,
The Water Report 

PAC attack is short 
sighted and damaging
Trust takes years to build, seconds to break, and forever to repair – so 
the saying goes. This edition is jam-packed with articles on emerging 
policies that simply won’t work if water companies don’t have good 
relationships – trust and confidence in Ofwat’s terminology – with 
their customers. New wholesale markets and the 2019 price review 
which must be underpinned by even better customer engagement 
(see p8-9). Investment today to shore up services and assets in the 
future (p14-17) and in particular to adapt to a changing climate 
(p18-19). Oiling the wheels of economic growth by working better 
with developers (p20-21). Trading water with large consumers (p4-7). 
Convincing business customers that it is worth their while switching 
supplier (Competition Watch section, p25-31).

It is ironic then that Ofwat – architect of the trust and confidence 
strategy – was the target of sharp headlines this month for letting 
customers down. These followed a scathing report by the Public 
Accounts Committee (which itself followed hot on the heels of 
criticism from the National Audit Office) which was relayed in the 
national press as “Households have overpaid water bills by more than 
£1bn because the regulator set price limits too high” (Daily Mail). 
Your casual reader/customer would have walked away with the 
impression that they had been fleeced by exploitative companies 
controlled by greedy investors and allowed to get away with it by a 
sleeping watchdog (see p12).

What didn’t make the headlines of course was that the criticism was 
of decisions made six years ago, some of which are already being 
addressed.  Inevitably nor was there anything much in the way of 
explanation of the complexity of the regulatory system  or the risk to 
customers of cost pass-through of windfall gains (a recommendation) 
if those gains are in fact losses. Nor much mention of the many good 
things companies do for customers or the things Ofwat has achieved.

Of course, no one wants customers to lose out, and where there 
is merit in any of the PAC suggestions they should be looked at. But 
there is the bigger picture to consider. You can’t blame the papers 
for doing what they do, but MPs and civil servants should realise that 
putting easy headlines about an old situation on a plate will damage 
customers’ willingness to engage with water companies and pay for 
essential water services in the future. And this could jeopardise the 
effective delivery of all those 
policies designed to make 
things better. 
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Almost two years on from the close of its original 
consultation, DeFra this week published a gentler 
abstraction reform policy – which includes some 
separate provisions for water companies – but one 

which is framed flexibly enough to develop as abstractor confi-
dence and experience grows. 

The December 2013 consultation, Making the most of every 
drop, put forward two options for reform: Current System plus, 
which would use annual and daily volumetric constraints, as un-
der existing arrangements, and Water Shares, which would give 
abstractors a share of the available water in a catchment, rather 
than an absolute amount. a third, hybrid option emerged in the 
course of the consultation under which Water Shares arrange-
ments would be implemented in “enhanced” catchments where 
the need for reform is most pressing, while most catchments 

would use Current System plus arrangements. 
DeFra’s January 2016 response to the consultation (the 

Welsh Government will publish a separate response) puts for-
ward a toned down version of the hybrid model in which there 
are effectively three tiers of reform:
❙  changes that will apply in all catchments – reforms to mod-
ernise 50 year old abstraction arrangements and increase flex-
ibility in light of population growth and climate change; to in-
crease efficiency; support investment; protect natural capital; 
and enhance resilience. 
❙  Additional changes that will apply in enhanced catchments 
– The key feature here is that Water Shares accounting frame-
work will be introduced but will be accompanied by annual (as 
opposed to the previously proposed two weekly) volumetric lim-
its – only changeable through reviews.
❙  pilot catchments: a small number of catchments will be used 
to trial more radical and experimental approaches. 

Clearly the rationale for the new stance is to foster confidence 
by minimising regulatory change and cost, reducing implemen-
tation risk and facilitating learning in a reasonably safe environ-
ment, while getting a practical framework that emphasises the 
shared nature of water resources, encourages water efficiency 
and fosters collaborative catchment management up and run-
ning – all the while leaving the door open to possible further de-
velopment in future. This seems a sensible path, given the array 
of concerns the December 2013 consultation raised (see box p6) 

Bespoke provision for water companies 
and pre-approved trades in enhanced 
catchments feature in deFRA’s latest 
abstraction reform policy. down the line, 
the modernisation of the regime could 
also prove a step on the road to mulit-
sector asset investment. 

the ARt OF 
ABstRACtION
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and the slog it has been since then to develop policy to this point. 
The reforms now on the table aim to both improve flexibility 

to address short-term water availability issues and improve long-
term sustainable management to support growth and invest-
ment. This is summarised in the table, alongside which measures 
apply in the two main catchment types. Details of the changes 
and where they will be applied is discussed below. 

All catchments – permits
From the early 2020s, permits will replace licences. permitted 
volumes will “at least reflect current business use and have a 
similar reliability to current licences”. For non water company 
abstractors, past peak water usage over at least ten years will be 
considered and, as under current licences, annual and daily per-
mitted volumes will be issued. 

In catchments where there is pressure on water resources 
and a risk to the environment, DeFra plans to remove un-
used licence volumes (also known as “paper water”) where 
there would be a risk of environmental deterioration if the full 
licensed volumes were to be abstracted. This is unlikely to be 
popular with those who stand to lose paper water. according to 
an anglian Water report considering the australian experience 
of the introduction of water trading: “The australian experi-
ence demonstrates that dealing with over-allocation is difficult 
and contentious. In most cases, australian governments have 
chosen to grandfather unused volumes into reformed systems, 
and to deal with over abstraction by buying back water for the 
environment.”

However, DeFra says its consultation showed support for the 
need to protect the environment from deterioration and for a 
risk based approach rather than a universal rule. 

Different rules will apply for water companies. This will be 
welcomed by the sector; responding to the original consultation, 
they opposed all the options presented and argued for sector 
specific rules on security of supply grounds. DeFra’s head of 
abstraction reform Henry Leveson-Gower explains how it will 
work for water incumbents: “The environment agency will first 
assess all their licences to see, if fully utilised, they pose a risk to 
the environment. and then it would be up to the water compa-
nies to prove they need those licensed volumes or the extent to 
which they need those licensed volumes. They have to prove that 
on the basis that they are part of their deployable output, based 
on their history of usage…or part of their emergency plans… 
also, if companies have other good reasons [for volume reten-
tion] they are welcome to state them.” 

In terms of process, the ea would respond to company justi-
fication presentations as an integrated part of the forthcoming 
water resource management planning round. an appeals system 
will be put in place for all abstractors at transition. 

alongside the new permits, a set of management rules will be 
introduced for each catchment. The aim is to provide informa-
tion “clearly, transparently and in one place, on how a catchment 
will be managed”. The rules will include such things as the envi-
ronmental objectives for the catchment, the basis for abstraction 
flow controls and, where relevant, rules setting out the types of 
trades that are pre- approved.

Seasonal permits are to go, so abstractors can take water any 
time flows are high. This gained a lot of support during the con-
sultation and will make the system more flexible.

All catchments – risk based reviews
More contentious perhaps will be the end of time limited licenc-
es. Instead a risk based approach will be adopted. The environ-
ment agency will monitor pressures on the environment and, 
if necessary, instigate a review to consider the need for changes 
to abstraction permits. Monitoring  data will be published reg-
ularly so abstractors and others are aware of the state of their 
catchment and the likelihood that a review could be instigated. 
Leveson-Gower comments: “an ongoing theme is about data 
and enabling people to make decisions…people shouldn’t be 
surprised; that’s the idea, no surprises.” Should the ea need to 
alter permit conditions following a review, the abstractor would 
get three years’ notice unless serious damage was involved - but 
no compensation.

an added benefit is that the risk based approach will allow for 
more sophisticated catchment management. The agency will be 
able to consider the health of the catchment in the round, which 
is akin to the Water Framework Directive (WFD) approach. The 
focus to date has been on specific pressures or challenges. 

All catchments – low flows and discharges
elsewhere, the government will seek to spread the burden of 
hands-off flows (HoFs) equally among abstractors, introduc-
ing low flow control conditions (determined at local level, based 
on evidence of environmental impacts and taking into account 
costs and benefits and essential water users) for those who do 
not have them.

a brand new policy strand will see water discharges brought 
into the system, to increase reliability for downstream abstrac-
tors. Flows from discharges can be very significant, particularly 
when flows are low. all abstractors who discharge a proportion 
of what they take close to where they take it from, will have per-
mit conditions stipulating a proportion of water abstracted must 
be discharged. Water companies who discharge at a significant 

summARy oF REFoRm PRoPosAls
summary of reform All  

catchments
Enhanced 

catchments
Improving flexibility to address short-term water availability issues
Remove seasonality from licences ✓ ✓
Additional water at high flows ✓
hands-off flows that switch on and off more gradually ✓
New controls on abstraction at low flows ✓ ✓
enable quicker and easier trading  ✓
Improving long-term sustainable management supporting growth and investment
Management rules for each catchment ✓ ✓
Risk based reviews ✓ ✓
Reducing permitted volumes at transition where 
there is a risk of environmental deterioration ✓

Implementing the water shares accounting framework ✓
Integrating water discharge volumes into catch-
ment management ✓ ✓

Reviewing the abstraction charging system ✓ ✓
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prove they need those licensed volumes  
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distance from the point of abstraction will be required to as-
sess the impact of significantly changing a discharge on flows, 
and where necessary to agree a way of mitigating any impacts 
on downstream abstractors with the ea. For instance, if a new 
reuse scheme posed a threat to flows from discharges, an agree-
ment could be reached to limit or prevent its use when flows are 
in jeopardy. 

While on paper this does impose a new burden on water com-
panies, it looks unlikely to pose an immediate issue for many 
in practice. The move seems to be more about establishing the 
principle and getting a framework in place to safeguard future 
flows from discharges.

enhanced catchments - Water shares
In some areas where water is scarce and where more trading 
would be beneficial (for instance, where agricultural interests 
compete hard with other abstractors), a wider range of tools will 

be available to manage abstraction. The government will desig-
nate these areas as “enhanced catchments,” with the designations 
likely to change over time. It has initially identified around 30 
potentially enhanced catchments, mostly but not exclusively in 
the south and east. 

The most important feature of these catchments will be that as 
well as volumetric limits, a Water Shares accounting framework 
will be introduced so each abstractor is made aware of what 
share of water they have in a catchment and, specifically, from 
where in the catchment it originates. Crucially, this will lay the 
foundations for easier trading. The ea will pre-approve trading 
rules and, potentially via an online map, allow abstractors to see 
how much they are able to trade, with whom, at what level of 
reliability (levels will increasingly be standardised) and in which 
conditions. abstractors will also be able to indicate their interest 
in trading and DeFra will encourage private sector brokers to 
provide trading systems. 

abstractors will not be required to trade and permitted vol-
umes will still be issued on an annual basis with daily limits as 

appropriate, as opposed to the short term allocations originally 
proposed under the Water Shares option. The prospect of short 
term allocations caused nervousness, so these will be trialled in 
pilot catchments only (see next section).

to ease concerns further, the government is also introducing a 
number of mechanisms designed to protect water for those who 
really need it. These include, potentially: only allowing those 
with an interest in water to hold shares or allocations; a trading 
code of practice (addressing concerns from smaller abstractors 
around market dominance by larger abstractors); and reviewing 
potential unintended consequences such as impacts on food se-
curity.

In addition, abstractors in enhanced catchments will have the 
opportunity to benefit from “bonus” water. In a move that will 
encourage the development of water storage, the ea will alert 
abstractors when flows are above a set threshold; they will then 
be able to take water and store it without it counting towards 
their annual permitted volumes. Less popular will be the move 
to convert on/off based controls to gradual ones. Many raised 
concerns during the original consultation about the complex-
ity and uncertainty of having varying allocations. The new rules 
will only apply in enhanced catchments, where limitations on 
abstraction will increase gradually.

Pilot catchments – short term trades
DeFra will trial more experimental ideas, particularly around 
shorter term allocation periods, in a very small number of pi-
lot catchments. It comments: “potentially in the future, a shares 
framework could support more sophisticated management of 
water resources with short allocation periods allowing flexible 
‘put and take’ trading [where water is released from reservoirs, 
re-use schemes and groundwater abstraction, discharged into 
rivers to be traded with others] from shared water resources. In 
the face of climate change this could significantly enhance our 
resilience to underpin future growth. However we do recognise 
that this raises complex issues as highlighted in the consultation 
so we are only planning immediately to pilot these approaches in 
a very small number of catchments.”

Leveson-Gower explains DeFra’s thinking has developed 
too, so the pilots will be used to trial variable allocation peri-
ods rather than the fixed two week allocation period originally 
envisaged. For instance, in a single catchment, allocation peri-
ods could range from six months in winter to three months in 
spring to even daily in a drought situation. DeFra is working 

In July 2014, deFRA published a summary of the 
responses it had received to its december 2013 
consultation. this showed access to water is cru-
cial to a large number of industries; they will fight 
for their rights to it; and sorting out how compet-
ing priorities will be dealt with under a reformed 
system would be thorny and difficult.

some concerns were common to most 
respondents – for instance, how the proposed 
charging arrangements will affect business costs. 
there was also a widespread thirst for greater 
clarification, more precise definition and gener-
ally better information. 

Among the concerns specific to water com-
panies were how the proposals would impact 
deployable output – their expected yield from 
a water source under certain conditions, given 
licence and physical constraints. this drove most 
companies to prefer the Current system Plus op-
tion over Water shares and to oppose gradual 
abstraction reductions at times of low flow.

In regard to how new annual abstraction limits 
should be calculated, water companies op-
posed all options presented, stressing that modi-
fying licence volumes based on recent usage 
(by any of the proposed mechanisms) would en-

danger their ability to supply their customers and 
to trigger investment in the next planning cycle 
to meet this deficit in supply. Instead they called 
for sector-specific rules for assessing previous use 
and argued this should be based on historic or 
“designed” drought events.

Finally, in terms of how water firm discharges 
should be regulated to provide water for down-
stream abstraction without jeopardising quality 
objectives, the industry agreed the value of 
this should be recognised under the reformed 
system, but wanted more work done on the 
specifics.

summARy oF REsPonsEs to thE oRIgInAl consultAtIon 
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with Southern Water and anglian Water on initial modelling to 
explore how variable allocations might work. 

Leveson-Gower points out though that even if shorter term 
allocations prove successful in the “super enhanced catchments” 
this would not be a signal that widespread implementation 
would automatically follow; some catchments – for instance 
where Water resources east anglia is seeking to develop shared 
assets – would be natural contenders while in others, short term 
allocations could be far less desirable. 

The policy fits with a broader reform trend, which is to move 
away from a one-size fits all approach towards more sophisticated 
water management that can be tailored to suit local circumstances. 
This approach should also help to keep costs down: more sophis-
ticated systems will obviously cost more to run, but these will only 
be implemented where the benefit makes it worth it.

Multi-sector assets
However, we have to look a little further ahead to get a flavour 
of how, in some catchments, short allocation periods could 
underpin investment, increase resilience and facilitate growth. 
Leveson-Gower explains it’s to a large extent about the evolu-
tion of relationships between abstractors; “that initial short-term 
relationships could evolve into long-term relationships, which 
could then provide the basis for contracts to underpin new in-
vestment”. He continues: “We are facilitating short term trading 
but short term trading does not necessarily imply short term 
commercial relationships…There’s no reason why someone 
couldn’t enter into an agreement for some sort of subscription, 
where they pay a certain amount for a service that is delivered at 
a certain time. That would reveal what people are willing to pay 
for water at different times.” 

over time this could evolve into sophisticated contractual 
agreements which would provide a clear idea of the revenue 
that would be available from non pWS abstractors. In turn, that 
could underpin investment in a new asset. 

a trading opportunity might arise if a company needs to in-
vest in a new asset on public water supply grounds. It would de-
sign the asset to cater for demand decades down the line, which 
in the short term might mean there were spare resources that 
could be traded. another example of an opportunity might be 
a company which invests in a reuse scheme, freeing up some 
of its reservoir capacity to trade with other abstractors where 
there is demand. The resulting greater availability of water 
could even underpin commercial growth in the region – from 
agriculture or industry.

There could be added benefit for the environment too as com-
mercial interests which depend on the ability to take water out 
of a catchment without damaging the ecology should have a 
vested interest in managing the catchment to ensure resilience. 
Leveson-Gower cites an affinity Water project to improve the 
morphology of chalk streams in its area. affinity has to make 
sustainability reductions to replenish water in the streams, but 
the streams are heavily degraded and de-naturalised, which fun-
damentally undermines their ability to support life. So alongside 
the reductions, affinity is looking at how to work with landown-
ers and others to re-naturalise some of the streams.

“There is a sort of trade-off between how much water you have 
to put in and how much life you get back,” Leveson-Gower ex-
plains. “So you can imagine maybe in the future, abstractors may 

have an interest in helping re-naturalise the catchment they exist 
in so their water supply is more resilient.”

Change of this nature will require a cultural shift from water 
companies, which will inevitably be challenging. They would 
need to pin down the relationship between their water sources 
and their level of service requirements explicitly, to ensure par-
ticipation in the market did not increase risk to customers or 
undermine service performance. Moreover they would need to 
shift away from the mentality of banking water that is surplus to 
their requirements as “extra resilience” and instead seize hold of 
the new commercial opportunity to trade it with someone who 
needs it. a few companies are thinking in these terms already. 

Next steps
The government is committed to the reform of the current ab-
straction licensing system by the early 2020s. at some point of 
course a Bill will be needed. In the meantime, it will make prog-
ress where it can on related work. Importantly, there will be a 
review of the abstraction charging system. The change is aimed 
at linking charges more closely with water abstracted and in-
creasing efficiency, but will also cover other aspects of charging 
including differential charging for enhanced catchments.

all the while policymakers and stakeholders will have to keep 
tabs on how abstraction reform policy links with a number of 
other current policy strands including upstream reform, resil-
ience, water resources planning and with Welsh Government 
policy.

Whether the reworked proposals published this week will in-
spire more enthusiasm from water companies that the Decem-
ber 2013 consultation remains to be seen. Most water companies 
came at the original consultation from a point of overriding con-
cern, with only really Southern and anglian picking up on some 
of the positives. DeFra will obviously hope to have put a lot of 
these concerns to bed and will be hoping some other companies 
start to see opportunities too – for instance, the new opportuni-
ties for multi-sector collaboration and  better catchment man-
agement. Companies should take considerable comfort from the 
fact that now they will be able to state their case on how much 
water needs to be transitioned over to the new system. This par-
ticular ball seems to be firmly in their court.   tWr

In addition to the future reform arrangements, the government and eA said they 
are also tackling abstraction that is causing damage to rivers and groundwater 
now:
❙  unsustainable abstractions: the eA has intensified its work to tackle historical 
unsustainable abstraction licences, including completing the Restoring sustain-
able Abstraction programme by 2020 as well as further action beyond the 
implementation of a reformed abstraction system. since 2008, 200 licences in 
england have been changed and around 250 licences are still being investi-
gated. this action has returned just over 27 billion litres of water per year to the 
environment.
❙  Exempt abstractions (eg trickle irrigators): exempt abstractors will be brought 
under licensing control. deFRA said: “ending these exemptions (known as New 
Authorisations) is a key stage on the path to abstraction reform as it creates a 
level playing field for the reformed system, while taking account of the needs of 
the environment. We will be consulting on this shortly.”
❙  RBmP measures: a number of other measures are also being taken under the 
River Basin Management Planning process linked to the WFd. 

tAcKlIng PREsEnt DAmAgE
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It was hard to find a question at of-
wat’s Water 2020 City briefing in De-
cember that wasn’t about the regula-
tor’s planned move away from using 

the retail price Index (rpI) in price set-
ting. The tone of the questioning wasn’t 
very friendly but ofwat has the moral 
high ground. The Consumer price In-
dex (CpI) – the inflation measure ofwat 
intends to move towards – is more cus-
tomer friendly and is the basis for infla-
tion targeting the government has used 
since 2003. David Black, acting senior 
director, said simply: “It’s about giving 
customers something they can trust.” 

Chairman Jonson Cox told analysts at 
the City briefing: “If we fail to plot out a 
reasonable and proportionate way of ad-
justing to an issue...you can foresee us be-
ing held to account by parliament or by the 
audit office...It isn’t as if we have lots of 
optionality. We have to address this issue.”

Investor disgruntlement stems from the 
fact that around half of the sector’s debt 
has been raised on an rpI-linked basis 
(see chart); the smaller water-only com-
panies have a larger proportion of rpI-
linked debt within their financing struc-
tures so are particularly exposed. 

Phasing in
ofwat’s solution to the conundrum is to 
phase in the transition from rpI to CpI. 

Indexation is applied to both prices and 
regulatory Capital Value (rCV) in set-
ting price controls, with indexation of 
the rCV impacting prices over time. 
The regulator intends to move to index-
ing both elements to CpI at pr19. It has 
put forward a transition mechanism un-
der which it will continue to apply rpI to 
half the rCV in the period 2020-25, with 
the other half moving over to CpI. “Cor-
respondingly, we will set returns by apply-
ing an rpI based rate of return to the rpI 
proportion of the rCV and a CpI based 
rate of return to the remaining (CpI) pro-
portion of the rCV. our application of 
CpI to the rCV and allowed returns will 
be symmetrical, ensuring that nominal 
returns to companies are revenue neutral 
over time.”

The intention of the 50:50 arrangement 
is to keep the costs of hedging down for 
companies (for the difference between 
rpI and CpI, given their substantial 
amount of rpI-linked debt) and to help 
manage the impact on bills (which could 
show a one-off increase in the short term, 
though bills would fall in the future). of-
wat chief executive Cathryn ross com-
mented: “It’s not going hell for leather, you 
know, moving toward CpI overnight and 
disregarding the consequences. We think 
it’s a balanced package.”

Black explained the proportion of the 

CPI: BALANCING CUstOMeR 
ANd INvestOR INteRests
how did Ofwat’s plan to phase in CPI go down in 
the City? And will licence changes be consensual?

rCV that will continue to be linked to 
rpI takes into account the notional gear-
ing assumption from pr14 and existing 
levels of industry debt. “on our notional 
basis, 62.5% of rCV is funded from debt. 
75% of that is embedded, so that comes 
to around 50%. So we are saying all the 
embedded debt will benefit from this rpI 
protection.”

Some companies will have rpI linked 
debt exposure of less than 50%, while oth-
ers (particularly the higher geared) will 
be exposed to more than 50%. ofwat sees 
this as a matter of company choice and re-
sponsibility. Black: “We are saying – that’s 
their risk.” 

Though its future direction of travel is 
clear, the regulator has deliberately not 
spelled out whether these or other or no 
transition arrangements will be in place 
beyond 2025. Black explained: “There’s a 
good reason for not taking the decision 
now. We want to observe what the costs 
of financing are – say the costs of hedg-
ing – if that becomes low cost we might 
transition faster.”

The regulator has told companies in no 
uncertain terms that bill rises on the back 
of the changeover would be undesirable. 
It expects mitigation of short term im-
pacts over and above the phasing policy, 
so bills are smoothed over time. 

Investor reaction
So how is the investment community re-
sponding to the announcement? With the 
caveat that not all investors have the same 
appetites, Black observed: “They don’t see 
a lot of upside from this.”

The initial reaction at the City briefing 
was essentially to pick holes in the policy.  
among the specific issues raised in debate 
were: 
❙  There is no cpI market. Cox admit-
ted: “There isn’t a deep and liquid CpI 
market at the moment. Hardly surprising 
when regulators are not using CpI.” He 
expressed faith that the market would in-
novate and said. “We’ve had long discus-
sions about the extent to which markets 
may evolve; whether to wait for markets – 
but how long would you wait, and to what 
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extent, given you allow a transition?”  
responding to a question on whether 
the treasury intended to create a liquid 
market for gilts (which could be the un-
derlying basis for more private sector CpI 
debt), Cox said he was not privileged with 
that information. 
❙  RpI is not defunct: eGr’s Nigel 
Hawkins asserted the government’s triple 
lock up rating for the £80bn pension mar-
ket is updated using rpI and that suggest-
ing the index is now little used “was being 
a bit disingenuous”. 
❙  Is the 50:50 basis appropriate? agency 
partners’ Lakis athanasiou questioned 
whether ofwat had adequately quantified 
the risk of the transition from rpI to CpI 
– had it looked at the notional structure 
only or at companies’ actual debt expo-
sure? Had it done sufficient analysis to 
quantify the risk accurately?
❙  Do the benefits outweigh the costs? 
exane’s Iain turner asked how the regula-
tor would defend itself at a Competition 
and Markets authority (CMa) referral: 
“Next summer when you’re at the CMa 
because one of these highly levered com-
panies has declined to accept your licence 
change on CpI indexation, and the CMa 
asks you about the cost and benefits of 
this change and you have said that it’s 
pretty much revenue neutral, so I guess 
that means the benefits are pretty limited, 
but there is clearly a cost. How do you an-
swer that question when you’re asked it?” 

Moody’s released two papers in mid 
January offering a considered investor 
view – one on the Water 2020 proposals in 
the round (see report p10-11) and one spe-
cifically on the challenges moving to CpI 
poses for water and energy networks. The 
key points Moody’s makes in the latter are: 
❙  Higher current returns could be credit 
positive. By increasing the proportion of 
returns which are recovered through rev-
enues today, rather than through rCV 
growth, the use of CpI will boost funds 
from operations and interest coverage ra-
tios unless offset by other changes.
❙  But total returns could fall if regulators 
underestimate the CpI-rpI differential or 
balk at the resulting increase in customer 
bills – a credit negative.
❙  Use of regulatory levers to offset bill 
increases could erode confidence in the 
regulatory framework. “By permanently 
capitalising a larger share of total expen-
diture, it is possible to protect customers 
from bill increases. However, if revenue 

deferrals are imposed on companies such 
that the ‘allowed’ return can never be re-
alised, our current view of the regulatory 
framework could be weakened.”
❙  Cost allowances could fall if real price 
effects are not fully modelled, resulting in 
weaker cash flows, over time.
❙  The effect on the balance between rev-
enues and interest will depend on capital 
structure. “Many companies have sig-
nificant rpI-linked debt outstanding. a 
move to CpI-linked revenues will create 
a mismatch between revenues and inter-
est on this debt. However, a CpI-linked 
allowed return will provide a closer match 
with interest on nominal debt than an 
rpI-linked return, and the net effect may 
not be negative.”
❙  ofwat’s phase-in period will delay, not 
resolve, the mismatch. Moody’s calculates 
that by 2025, only 9% of rpI-linked bonds 
issued by water companies will have ma-
tured, and a material portion of debt will 
be outstanding into the 2050s. Unless the 
transition is incredibly slow and gradual, 
existing rpI linked debt will not have 
time to unwind. 

Licence changes
Water company licences will need to be 
amended to cater for various strands of 
ofwat’s Water 2020 policy, including the 
shift to CpI. Companies won’t be able to 
accept some licence amendments and re-
ject others.

as turner’s earlier comment points 
out, a CMa referral following a company 
refusing to agree to licence amendments 
is one potential scenario that might play 
out. It was not pretty last time ofwat 
attempted to impose licence changes 
against the industry’s will. But we are now 
far from that place. “We’ve got quite a dif-
ferent approach this time,” Black pointed 

out. “There is much more one mind in the 
sector. That’s not to say it will be an easy 
process, [but] if we can agree the policy, 
the licence changes are much more an is-
sue about how you reflect the policy ap-
proach.”

ofwat cleverly emphasised this new 
spirit of collaboration by inviting anglian 
Water chief executive peter Simpson along 
to speak at its Water 2020 City briefing. 
Simpson detailed the level of the sector’s 
participation in the reform programme 
to date, and said this sort of engagement 
would continue. on licence changes spe-
cifically, Simpson commented: “They 
clearly need to be targeted and propor-
tionate to deliver against these Water 2020 
aims, but we have demonstrated that we 
can work effectively together where those 
changes are clear and targeted.” on CpI, 
Simpson said: “…what we, I think, can 
welcome is ofwat making it very clear 
that this move from rpI to CpI will be 
value neutral for investors. anglian, as a 
company, proposed the idea of phasing in 
the CpI indexation, linking it to that new 
rCV post 2020, and leaving the existing 
rCV linked to rpI. I think we’ve heard 
some of that in what’s been played back 
to us. I think that’s all very, very positive.”

Black gave companies something to 
think about as they consider their re-
sponses: “I think it’s a great litmus test for 
how customer focused companies are. If 
you are customer focused, you are going 
to get that it [moving to CpI]  matters to 
customers.” 

Discussions will continue before and 
after ofwat publishes a decision docu-
ment in May.   tWr

❙  the transition to CPI will be under 
the microscope at Water Uk’s City 
conference on 2 March. 

In line with PAC/NAO recommendations, Ofwat 
has confirmed it plans to review how it sets the 
cost of debt. specifically it will look at: 
❙  Debt indexation to market rates. Ross said this 
“ultimately is about who bears the risk of the differ-
ence between the outturn in actual debt prices 
and what we assume at the time of the review”.
❙  company performance against the notional cost 
of debt. Ross: “We’re really conscious… If you look 
at our assumption on cost of debt, at every single 
price review over the past 20 years, as compared 
to outturn, we’ve overestimated. I think that’s tell-
ing us we need to look again at how we do that.”

❙  sharing financial outperformance, in line with the 
sharing of cost outperformance (eg OdIs).

Moody’s observed: “In a persistently low 
interest-rate environment, a move towards cost of 
debt indexation would increase the risk of lower 
returns. Rigid debt cost indexation may also permit 
less regulatory flexibility to reflect the sector’s 
approach to raising finance. smaller companies 
would be most exposed, as they do not access 
markets frequently, and may have a relatively high 
embedded cost of debt compared with average 
market rates.”

Ofwat expects to reach a view by mid 2016.

thE cost oF DEBt
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MARkets 
ANd  
MORe
Ofwat sets out its opening 
vision for PR19.

From april 2020, there will be 
competition in three new areas 
of the wholesale water market. 
ofwat has confirmed its plans to 

open up sludge and water resources to 
third party participation, and to allow 
water companies to competitively tender 
the procurement of large investments. 
The move had been well trailed, so when 
ofwat published its Water 2020 thinking 
last month, all eyes were on how, rather 
than if, this would happen. 

Competitive procurement is compara-

tively straightforward to introduce. Fol-
lowing the success of the tendering of the 
financing and construction of the Thames 
tideway tunnel, ofwat believes the 
principle can be applied elsewhere, even 
though some of the tideway’s special fac-
tors will be missing. It has set a minimum 
threshold of £100m, but other than that 
has left lots of options open to companies: 
they can procure operation as well as fi-
nance and build; can invest in many types 
of asset (resource, interconnection, treat-
ment); and can procure alongside other 

tABlE 1: mARKEt REFoRm PRoPosAls summARy
Proposal area sludge treatment, transport & disposal Water resources
Price control separate binding price control. Will reveal information to help 

set more targeted incentives. Will better facilitate choices 
between different suppliers, which will also help reveal efficient 
costs, and incentivise improved service and innovation, offer-
ing firms the potential to generate additional value.

separate binding price control. Will reveal information to help 
set more targeted incentives.

Will better facilitate competition, which will also help reveal 
efficient costs.

data availability and 
dissemination

Make data available on transport costs, capacity, and sludge 
quality, at an individual site level. Will help WasCs and third 
party providers identify opportunities for trades, which will lower 
costs, but also help unlock new value opportunities. Given the 
absence of market price information, Ofwat proposes to col-
lect cost information as a substitute for price.

Centralised information platform to disseminate data. this 
should reduce the burden on market participants having to 
seek out data and is likely to improve comparability and so 
better reveal efficient costs

Market information database containing data on: water sourc-
es and quality; environmental and security of supply impacts; 
and costs/benefits of potential sources.

Will help water companies and third parties more transparently 
identify opportunities for alternative resource options.

Bid evaluation develop guidelines that set out the basis on which incumbents 
should evaluate bids from rival firms. Ofwat wants to mitigate 
potential discriminatory behaviour, but in a proportionate way.

Platform to allow the ongoing assessment of bids from third 
party providers (linked to above information database). the 
ongoing assessment of bids should complement existing water 
resource management plans.

RCv Protect the RCv to 31 March 2020 (see main article).

Allocate a proportion of the RCv to sludge to support the 
separate price control. this will be done on a ‘focused’ basis, 
so that the value allocated to sludge is equal to the modern 
replacement value of assets to provide sludge services. Ratio-
nale for using a ‘focused’ approach is that Ofwat wants to en-
sure a level playing field between WasCs and other providers. 

Protect the RCv to 31 March 2020 (see main article)

Allocate a proportion of the RCv to water resources to support 
the separate price control. this will be done on an ‘unfocused’ 
basis, so that the proportion of RCv allocated is equal to the 
proportion of companies’ assets associated with water resources 
as proportion of total assets. the rationale for using an ‘unfo-
cused’ approach is that the market is focused on new resources 
and this reflects the impact of the discount at privatisation and 
alternative methods would result in very little or no capital values 
in the remaining monopoly parts of companies.

Access pricing Access prices set to allow the recovery of average network costs 
(based on the network plus price control) and a compensation 
payment or rebate to offset the difference between the incum-
bent’s average incremental cost of new resource and the aver-
age cost. the compensation payment will ensure a level playing 
field between incumbent appointees and third party providers 
to provide new resources. the access price allows for the higher 
cost of new resources and ensures that customers’ interests are 
best served by selection of the most efficient option.

trading Consider extending water trading incentives, and ensure they 
are appropriate to deliver some of the gains back to customers.

Source: Ofwat
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sectors. The latter will be particularly wel-
come to those such as anglian Water and 
Wessex Water who are keen to explore 
multi sector solutions and investments.  

opening markets for sludge and re-
sources though is distinctly more difficult. 
ofwat will introduce a separate binding 
price control for each area, taking the 
number of wholesale controls to four: 
❙  sludge treatment, transport and dis-
posal
❙  wastewater network plus 
❙  water resources 
❙  water network plus.

Key proposals relating to each market 
are summarised in table 1. 

RCv
The most important issue for investors 
in all of this is how regulatory Capital 
Value (rCV) is handled. In recognition 
of the fundamental role rCV plays in the 
sector, ofwat has extended its protection 
of rCV by five years to 31 March 2020. 
This means greater use of markets will 
only affect new investment after 2020, 
which the regulator expects will “miti-
gate materially any potentially adverse 
impacts on financing costs in the sector”. 
returns for the protected historic rCV 
will be embedded into the network price 
controls. 

as for investments made after 2020:
❙  Sludge will be subject to market risk. a 
price cap rather than the current revenue 
cap will be applied, which means incum-
bents will be exposed to changes in volumes. 
ofwat said it considered the risk of asset 
stranding to be “modest”. Moody’s however 
said: “even if the 2020 rCV is ‘protected’, 
this may not be the case for all subsequent 
maintenance investments in those assets. In 
the long run, companies will be exposed to 
the risk of asset stranding.” 
❙  on water resources, ofwat said: “our 
approach would mean that a market will 
apply for the incremental investment it-
self, at the point of procurement with no 
volume risk for additions to the water re-
source control.”

ofwat plans to allocate a proportion of 
the rCV to each of the new markets; to-
gether, sludge and resources will take ap-
proximately 10% of the industry total rCV, 
though the method of allocation is dif-
ferent in each case (see table). Inevitably, 
companies with a higher proportion of as-
sets or costs allocated to sludge or resource 
activities will be more exposed to the new 

markets. Moody’s has calculated relative 
exposure, and this is shown in table 2.

Wider Water 2020
other key features of the Water 2020 
package for 2020-25 are: 
❙  transition to use of consumer price 
Index (see report, p8-9)
❙  more challenging efficiencies: Whole-
sale efficiency targets at pr14 were based 
on the past performance of the industry’s 
best (upper quartile). retail allowances 
were based on the average cost to serve. 
pr19 targets will be more challenging; 
ofwat has referred to dynamic efficien-
cies, which are forward looking. 
❙  Better customer engagement: ofwat 
advocates the use of research techniques 
beyond the willingness to pay survey-
ing that dominated pr14, and ongoing 
not ad hoc attention to customer views.  
It wants to see more engagement on long 
term issues including resilience, and more 
partnership working to deliver solutions.
❙  customer challenge Groups: The 
regulator also set out some details of the 
role it envisages for CCGs. Learning from 
the last review, ofwat said it will share its 
thinking on key issues with CCGs earlier; 
will be clearer on its expectations and 
timetable; and will facilitate regular meet-
ings of CCG chairs. 
❙  outcomes: Three companies elected 
to take their outcome Delivery Incentive 
(oDIs) rewards and penalties in period 
at pr14. For pr19, ofwat intends to in-
troduce a licence modification to insist 
they all do. Following the heated debate 
about ofwat’s last minute oDI compara-
tive analysis last time around, the regula-
tor will consult in November 2016 on how 
it should balance common and bespoke 
outcomes and the role that comparative 
information could play at pr19.
❙  Five yearly controls are to stay, but the 
idea is to encourage companies to manage 
their businesses in the long term interests 
of customers – hence the focus on in pe-
riod adjustments not occasional true-ups, 
and ongoing customer engagement.
❙  The successful features of pR14 will 
stay – including totex, outcome incen-
tives that balance risk and reward, and a 
risk based review of business plans.
❙  System operation: ofwat acknowledges 
there will be new coordination challenges 
given the potential presence of more players 
in the market, but at the moment does not 
see a need for changing the existing system. 

Looking at the package in the round, 
Moody’s concludes it is credit negative, 
with highly leveraged companies most 
at risk, given their lower financial flex-
ibility. as stakeholders consider how to 
respond, they may find it useful to refer 
to an UKWIr report by FtI Consulting 
published last year, which evaluated dif-
ferent approaches to three key aspects 
of wholesale market reform: separating 
price controls, determining access prices 
and identifying price signals in competi-
tive markets – one of the Marketplace 
for Ideas papers. They may also want to 
consider the parting shots of ofwat 
chairman Jonson Cox at the Water2020 
City launch event in December. He said 
the following would characterise ofwat’s 
approach going forward: affordabil-
ity matters; doing more for less will be 
core; the allowed return could be lower; 
frontier assessment is likely to be more 
dynamic; markets will become more im-
portant as the scope for productive effi-
ciencies has dropped; and board assur-
ance will remain in the spotlight.   tWr

tABlE 2: PRoPoRtIons oF ActIvItIEs 
AFFEctED By thE nEW mARKEts, By 
comPAny
company sludge mEAv as 

% of Rcv
Resources mEAv 
as % of total mEAv

thames 7% 1%
United Utilities 8% 7%
severn trent 5% 2%
Anglian 5% 1%
Yorkshire 5% 9%
dwr Cymru 2% 2%
southern 11% 1%
Northumbrian 5% 6%
south West 2% 4%
Wessex 7% 1%
south east - 6%
Affinity - 11%
Bristol - 27%
south staffs - 2%
sutton and east 
surrey

- 6%

Bournemouth - 2%
Portsmouth - 1%
dee valley - 10%
total industry 6% 4%

Source: Moody’s
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Supply interruptions during a 
strike at Northern Ireland Water 
last winter meant the company 
failed to achieve a regulatory per-
formance target, according to a 
report from the province’s Utility 
regulator.

In its Cost and Performance 
Report for NI Water for pC13 – 
2013-2015 – the regulator said 

NI Water “did not meet our 2014-
2015 overall performance assess-
ment (opa) target, primarily due 
to the effects of the industrial ac-
tion”. It added: “Had this been ex-
cluded, the company would have 
met its target for interruptions to 
supply greater than 12 hours.”

However the company ended 
2014-2015 with a higher opa 

score than at the start of pC13. and 
it has met most of the Key perfor-
mance Indicators for pC13 includ-
ing half of the 14 consumer service 
measures and all of the water and 
sewerage quality indicators. 

operational expenditure in 
2014-15 was down £3.2m from 
the previous year to £187.5m – a 
3.5% decrease including inflation.

Water companies have cautioned 
against potentially damaging 
knee-jerk reactions to recent criti-
cism of the regulation of the in-
dustry from Mps.

In a statement following the 
publication of the public accounts 
Committee (paC) report, Econom-
ic regulation of the water industry 
this month, Water UK’s new chief 
executive Michael roberts said: “In 
considering the report’s findings, 
Government and ofwat need to 
avoid acting in ways which might 
undermine the confidence of in-
vestors who have underpinned 
the improved level of service de-
livered by water companies in the 
last 25 years.”

The five key findings/recom-
mendations of the report were: 
❙  Water companies made wind-
fall gains of at least £1.2 billion 

between 2010 and 2015 from bills 
being higher than necessary”. It 
told ofwat to review its approach 
to setting allowances for the cost 
of debt and corporation tax.
❙  ofwat should monitor water 
companies’ windfall gains, report 
publicly on their scale and set out 
what actions it intends to take to 
ensure all companies provide a 
proper share to their customers. 
❙  ofwat should use comparisons 
with other sectors and interna-
tional suppliers to develop a clear-
er picture of what services should 
cost if provided efficiently.
❙  DeFra and ofwat should en-
sure that all companies provide 
a minimum threshold of support 
for customers who are struggling 
to pay.
❙  Customers in areas of water 
scarcity are paying to develop ex-

pensive new capacity when water 
trading with other companies 
might be a more cost-effective op-
tion. ofwat should set out what 
it intends to do to promote more 
water trading between companies 
and greater transparency of costs. 

However, the decisions and 
framework under fire are historic, 
and both industry and regula-
tor have pointed out that work is 
underway already in a number of 
areas the paC criticised. 

The concern is that heightened 
political scrutiny – within the last 
few months there has been a trea-
sury announcement on domestic 
competition and an National au-
dit office report as well as the paC 
comments – could colour the way 
key decisions affecting the future 
of the industry play out. 
❙  see leader, p3. 

Political scrutiny of water  
continues as PAC blasts Ofwat 

Walkout hits NI Water performance says NIAUR

Pennon promotions: south 
West Water chief operat-
ing officer dr stephen Bird 
has been appointed as the 
new managing director for 
the water company. the 
move follows sWW CeO 
Chris Loughlin’s promotion 
to be CeO of parent  
Pennon.

mason to stay: Ofwat’s 
keith Mason has taken on 
the role of senior director, 
thames tideway. this is one 
of four new senior director-
ships arising from a man-
agement shakeup. Ofwat 
expects to make offers for 
the three remaining senior 
director posts in February. 
Former chief regulation 
officer sonia Brown has 
joined Cornwall energy as 
a non-executive director.

still at the helm: dieter 
helm has been reap-
pointed as chair of the 
government advisory body, 
the Natural Capital Com-
mittee.

Food and drink: scottish 
Water has recycled more 
than 100,000 tonnes of food 
waste, generating 15.5GWh 
of electricity, since open-
ing its recycling facility in 
2010 near Cumbernauld. 
separately, the company 
last month announced a 
£120m investment in new 
water mains in Ayrshire. 

through the mill: Ofwat has 
ruled that United Utilities 
must reduce the price 
it charges the Iggesund 
Paperboard mill near Work-
ington for untreated water 
from 14.9p/m3 to 7.7p/m3. 

Flood fallout: extensive 
flooding over the fes-
tive period has stoked up 
debate on flood defence 
spending, delivery, opera-
tions and capabilities. We 
will look at implications in a 
future edition.

neWs
in BrieF

Severn trent and Welsh Water 
have named their newly appoint-
ed Customer Challenge Group 
(CCG) chairs.

Gill Barr is the new chair of 
Severn trent’s CCG, the Severn 
trent Water Forum. She succeeds 
Bernard Crump and her appoint-
ment will run until March 2020. 
Barr has extensive experience in 
retail and marketing from senior 

roles at John Lewis, MasterCard 
and the Co-operative Group. 

Welsh Water has appointed 
peter Davies as chair of the com-
pany’s CCG from 1 February 2016 
for a five-year term. He succeeds 
Diane McCrea who received an 
MBe in the New Year’s Honours 
list. Davies is a former Commis-
sioner for Sustainable Futures in 
Wales.

Welsh Water is consulting with 
its members and lenders to re-
structure the group in a bid to 
widen the range of its commercial 

services.  It asserts that the pro-
posed restructure will not affect 
its not-for-profit model. 

Challenging 
appointments

Barr: ex John Lewis
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engineers in the UK have warned of “a 
number of unintended consequences” 
emerging from the Water Framework Di-
rective (WFD) – in particular, an increase in 
energy and chemical use required to deliver 
what it calls “unreasonable wastewater qual-
ity demands”. The Institute of Mechanical 
engineers (IMeche) argued the Directive 
“needs to be urgently reviewed to enable a 
more holistic approach to water manage-
ment across the whole water network”. 

The call came in a report, Catchment 
management in the water industry, pub-
lished in December. This accepted that 
european legislation had driven signifi-
cant improvements in UK water quality 
but said this had come at a high price. en-
ergy intensive treatment processes have 
been installed at sewage treatment works 
to ensure flows meet tight effluent con-
sent levels. The IMeche noted: 

“Industry estimates suggest that 1% 
of all of the UK’s electricity is consumed 
by compressors used for the aeration of 
wastewater at the nation’s sewage treat-
ment works.” It added that ofwat data 
from 2010 stated that Greenhouse Gas 
(GHG) emissions from the operational 
side of the water industry accounted for 
approximately 0.7% of UK emissions.

Moreover, natural processes have been 
unable to keep up with the level of nitrogen 
and phosphorus reduction needed. Water 
companies have consequently turned to 
chemical water treatments, typically using 
ferric chloride, ferrous sulphate or alumin-
ium salts. The report stated: “The GHG 
emissions associated with the use of these 
chemicals is significant and continuity of 
supply is becoming a major concern.”

The engineers argued that instead of 
blanket rules, there should be holistic so-

lutions tailored to each catchment. They 
said: “In an era of climate change and in-
creasingly extreme weather events, this is 
no time for a ‘one size fits all’ single euro-
pean vision that may not be appropriate 
in many cases.”

The IMeche noted the UK was com-
mitted to a catchment based approach 
and that a lot of effort had already gone 
in to improving water management. But 
they said effective catchment manage-
ment would not be possible without 
structural reform. 

Not only is the industry very complex, 
which adds difficulty, but catchment man-
agement teams need to be “given powers 
to make binding decisions, including the 
management of finance to implement 
those decisions”. according to the report: 
“This should be recognised and treated as 
a key aspect of ofwat’s strategy.”

eNGINeeRs CALL FOR RevIeW OF  
eNeRGY/CheMICAL INteNsIve WFd 

While international agreement to keep 
the increase in global temperature to be-
low 2°C stole the headlines at the paris 
Conference of parties (Cop21) climate 
change summit in December, a significant 
deal was also done to increase the resil-
ience of global water systems to climate 
change. 

on 2 December, a broad coalition of na-
tions, river basin organisations, business 
and civil society announced the creation 
of the international paris pact on Water 
and Climate Change adaptation. The pact 
encompasses individual commitments to 
implement adaptation plans, strengthen 
water monitoring and measurement sys-
tems in river basins and promote financial 
sustainability and new investment in wa-
ter systems management.

These major collaborative projects 
combined represent over US$20m in 
technical assistance and potentially over 
US$1bn in financing. Much of the work 
on the ground will be in developing coun-
tries, including:  
❙  a financial commitment by India to 
build climate resilience through improved 
groundwater management.
❙  In the Niger Basin (nine african coun-
tries involved), the launch of a 10-year in-
vestment plan to strengthen resilience to 
climate change.
❙  In Jordan, Lebanon, Monaco, Morocco, 
Spain and tunisia, a 7-year commitment 
under the Mediterranean Water platform 
to assess the state and trends of water re-
sources.
❙  In Mexico, a four-year collaboration to 

improve management of water resources 
and water services in the Mexico Valley.

The paris pact joined a number of cli-
mate change resilience agreements made 
under the Lima-paris action agenda – a 
joint undertaking of the peruvian and 
French Cop presidencies, the office of the 
secretary-general of the United Nations 
and the secretariat of the UN Framework 
Convention on Climate Change.

The pact signatories issued a statement 
summing up the case for stronger water 
management:  “Without improved wa-
ter resources management, the progress 
towards poverty reduction targets, the 
achievement of the Sustainable Develop-
ment Goals, and sustainable development 
in all its economic, social and environ-
mental dimensions, will be jeopardised.”

PARIs PACt seCURes Us$1BN FOR GLOBAL 
CLIMAte ChANGe AdAPtAtION ACtION

watch
EuRopE
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In delivering its new resilience duty, introduced by the 2014 
Water act, ofwat has set out that it will “enable, incentiv-
ise and encourage” water companies to make their systems 
and services resilient – but it will not centrally direct the 

activity. The regulator published its response to its summer 
consultation on the subject, and a response to the independent 
task and Finish Group report published on 1 December (see 
below), on 10 December alongside its Water 2020 consultation 
(see report, p8-12). 

Commenting on Towards resilience: how we will embed resil-
ience in our work, Nicci russell who is leading the work for ofwat, 
says its approach is “not a resilience steamroller” and was in line 
with what most companies wanted. “I have been in the field for 
a long time working on water policy, including the environment, 
and I am very, very encouraged by the work going on in compa-
nies and their acceptance of the fact that it is up to them to step 
up to the challenge. our conversations with companies have been 
very positive. They don’t want a resilience policy mandated from 
ofwat. They are very keen on the local context and see it as an 
opportunity.” 

Integrated not passive
russell rejects the suggestion, raised by some respondents to the 
summer consultation, that the approach means ofwat isn’t going 
far enough. essentially, it proposed ofwat’s role was to:
❙  create a framework that enables, incentivises and encourages 
the sector to deliver the resilience its customers want and need – 
in innovative, efficient and sustainable ways 
❙  make sure this framework creates the right regulatory climate 
for service providers to plan and invest for resilient services now 
and in the future
❙  act as the safety net for customers. 
It said the sector’s role was to:
❙  step up 

❙  take ownership and understand the customer, environmental 
and societal priorities in their areas 
❙  understand the risks to resilience in their areas 
❙  act appropriately to deliver for their communities. 

December’s document said: “This approach received broad 
support from most respondents. However, some clearly consid-
ered that it fell short of fulfilling ofwat’s statutory role in relation 
to furthering the resilience objective, with concerns raised about 
us adopting a passive role and relying on others to fulfil this. That 
was not our intention.”

By way of response, the paper sets out in no uncertain terms 
that the regulator isn’t treating resilience as a narrowly defined 
set of activities. rather, it will integrate and embed resilience 
across all its work and says that its new duty must be considered 
as part of a wider picture:  “The resilience duty must be under-
stood in the context of our other duties and functions,” it ex-
plains. Specifically, ofwat says it will evaluate all policy proposals 
in light of all its statutory duties, including the resilience duty, 
and that it will build resilience considerations into its Water 2020 
work in particular. 

russell believes this clarification will allay fears that ofwat is 
shying away from its duty. “We’ve had positive feedback so far,” 
she says. “It’s a positive package and we are not shirking our duty, 
but nor are we going to return to the days of prescription.”  She 
adds that some water companies are taking a similar approach to 
ofwat, in trying to embed resilience activity across their organi-
sations and signposting things that are already happening but 
that also fall under the resilience banner. 

The regulator has also made it clear that while it appreciates 
its resilience duty has a specific legal meaning, it will draw on 
a broader concept of resilience in delivering its strategy. More-
over it undertakes to promote and share best practice, and where 
necessary to step in to protect customers with either informal or 
formal regulatory action. 

ROOtING 
FOR  
ResILIeNCe 

Ofwat will encourage and – crucially – fund 
companies to become more resilient, but it 
won’t be prescriptive and won’t mandate a 
standard. has it gone far enough? 
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Approach and principles
aside from the matters already discussed – that it is for compa-
nies, not ofwat, to take responsibility and hence there will be no 
mandated single approach and no setting of universal targets – 
the December paper also confirms other lynchpins of the policy 
ofwat consulted on in July. These include: 
❙  Defining resilience in its broader sense – not just about the in-
frastructure and networks that service providers own, maintain 
and operate, but also ecosystems and financial systems. 
❙  taking a long term view. This means looking 25-100 years 
ahead, and prompting service providers to undertake appropri-
ate long-term planning and investment. 
❙  Supporting innovation. The document promises: “as our ap-
proach evolves we commit to making sure our regulatory frame-
work can take account of (and incentivise) further innovation, 
including greater use of partnership approaches.” 
❙  resilience through markets. ofwat believes there are “consid-
erable opportunities to increase resilience through markets” – 
markets may do a faster, more flexible job than regulation; can 
reveal valuable information; enable better planning; encourage 
diversity; and encourage efficiency. 
It recognises all the while that markets carry risk too. Not least 
of which is the risk of a lack of coordination of resilience activ-
ity if more and more parties become involved. ofwat indicates 
risks will be kept front of mind as it makes decisions on new 
markets. 

task & Finish Group 
There is considerable alignment between ofwat’s policy and 
the recommendations set out by the independent task & Fin-
ish Group the regulator established in early 2015, following re-
ceipt of its new resilience duty. This is unsurprising given outputs 
from the group fed into ofwat’s policy development work and 
russell sat on the group in a personal capacity. But the regulator 

was under no obligation to adopt the group’s suggestions. 
The group identifies a need for urgent action given the scale of 

the challenge posed by climate change and demographic trends, 
arguing: “Continuing with the patch-and-mend approach will 
lead to an increased frequency of service failures.” Specifically it 
argues there is a need for:
❙  modern infrastructure which can be delivered through econo-
mies of scale and with enough capacity to solve issues for genera-
tions to come
❙  use of information and communication technologies to make 
our current infrastructure smart enough to adapt to change and 
to allow for a significant expansion of small-scale distributed in-
frastructure and soft infrastructure
❙  use of social infrastructure where water companies can use a 
new set of social norms (eg lower consumption) as the key to 
solving long-term problems. 

The group made ten recommendations, all of which are fair 
and sensible (see box). The fundamental issue of defining resil-
ience was no walk in the park. Many and various definitions are 
in use in the industry. The group settled on the following (and 
ofwat has adopted it for discussing resilience in the round rather 
than solely in its duty): “resilience is the ability to cope with, and 
recover from, disruption and anticipate trends and variability in 
order to maintain services for people and protect the natural en-
vironment now and in the future.” 

Waterwise managing director Jacob tompkins, who chaired 
the task & Finish Group, says he would like to see the defi-
nition evolve over time and in particular for the gap between 
academic definitions and practitioners’ definitions to close up. 
“We spent a lot of time on the definition,” he explains. “What 
we settled on is customer centric, which fits with the way water 
companies and ofwat operate; water company staff and stake-
holders can understand it; and it is not purely infrastructure 
based.” 
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Measuring resilience
of all the issues raised by the task & Finish Group’s work, the thorn-
iest was how the sector’s performance on resilience should be mea-
sured, and how resilience standards should be set. ofwat reports 
that while there was a strong desire for measures of resilience to be 
introduced, exactly what form these should take was heavily disput-
ed. Its December paper relates: “We received a wide range of views 
on how resilience might be measured – and by whom. This reflects 
the complexity of the problem and also suggests that the measures 
chosen may vary depending on their intended use.

a range of specific measures were suggested, including:
❙  National adaptation programme indicators developed by the 
adaptation Sub-Committee (see report, page 18-19) 
❙  companies’ performance commitments and outcome delivery 
incentives
❙  company risk registers
❙  stress testing
❙  an independent review of the sector’s resilience that could be 
updated periodically.” 

For its part, the task & Finish Group argues there should be 
a resilience standard – a qualitative measure of resilience as op-
posed to a quantitative metric – which a sector-wide resilience 
action Group could play a role in setting (see recommendation 
10). It adds that companies should report against a set of resil-
ience criteria, which should be qualitative. tompkins explains: 
“We would like to see companies report annually against a se-
ries of things – maybe 30-odd metrics – perhaps in the raG 
[red amber green] style. It wouldn’t have to be too detailed, just 
enough to make boards think. If we had a quantitative metric, 
people would play to it. We don’t want that; we want to make 
people think.” The metrics could include, for instance, measures 
to build capacity (such as the removal of a proportion of water 
from sewer) and measures to provide more flexibility (such as 
connections of second sources of supply). 

russell says ofwat won’t set a national standard or mandate a 
single approach, and that it is for companies to come up with ways 
of measuring their performance. But it agrees there is a need for 
the industry to develop better measures of resilience for pr19, and 
that it needs to consider how it takes these into account when it 
assesses business plans. In particular, it will consider the use of 
measures as part of its work on outcomes and engagement. It said: 
“In November 2016, we will consult on proposals on the balance 
between bespoke and common outcomes. This consultation will 
consider the role that comparative information could play to sup-
port challenge by customers and on behalf of customers. In con-
sidering what the appropriate balance should be and how our ap-

proach might evolve from pr14, we will need to have regard to 
our statutory duties, including our duty on resilience – and our 
November consultation will consider how resilience should be 
captured in the incentives and performance commitments against 
which companies are held to account.” 

The regulator added it will expect companies to report on re-
silience as part of their annual performance reports.

Funding and engagement
ofwat was more explicit in its response to the task force’s third 
recommendation: that funding routes should be clear. This is 
crucial if company proposals to increase resilience investment 
are to be cleared – after being challenged on efficiency and cus-
tomer support grounds – at future price reviews. tompkins ob-
serves the issue is essentially one of timescale: “Is it long term 
investment or short term bills?” His group states a need for:
❙  clear guidance from ofwat on its treatment of resilience when 
it considers business plans 
❙  flexibility to fund innovation against a wide assessment of 
costs and benefits, with future generational aspects factored into 
the assessment of business plans
❙  a clearer framework for developing, regulating, funding and eval-
uating soft infrastructure (such as community-led projects or sus-
tainable urban drainage systems) and community-based resilience. 
❙  a look at how and whether the framework could enable water 
companies or others to fund distributed assets and/or to manage 
assets at a community level. 

ofwat steps up here and offers explicit reassurance that “we 
see service providers’ work to deliver resilience extending be-
yond what would traditionally have been considered ‘invest-
ment’ – that is, capital expenditure – and into all areas of their 
activity”. It offers the following clear commitment: 

“We will make sure, to the extent we are able to within our statu-
tory framework, that our approach enables service providers to:
❙  share costs as well as benefits with partners
❙  try out new approaches that allow them to tailor their services 
against a spectrum of customer preferences
❙  provide a platform for other sectors such as farming and en-
ergy to play their part in solutions.” 

russell relates: “We had some interesting discussions around 
funding. on paper we have removed most barriers, but there re-
mains a confidence barrier. We took that to heart and with resil-
ience and Water 2020 we have made the routes clear.” 

tompkins welcomes the clarity but notes the challenge for 
companies now is one of coordination. “Water companies are 
very good at delivering. What they are not so good at is customer 
and NGo engagement.” 

and this will be vital going forward – hence the task force’s 
second recommendation. ofwat states that building resilience 
will require significant customer engagement “not only for them 
to gain legitimacy but also to help shape and prioritise how re-
silience is built. The public must have trust and confidence if we 
expect them to pay more in the short term to receive a long-term 
benefit, or understand failure, or if we expect them to actively 
change their behaviour. There is already a lot of understanding 
of these issues in the water and wastewater sector and progress 
has been made to improve engagement, particularly at pr14…
but there is still much more to do.” 

In its response, ofwat refers stakeholders to its Water 2020 

1. Agree a shared definition of resilience for the sector.
2. Increase public engagement and education.
3. ensure clear routes for funding legitimate resilience measures. 
4. ensure coherent planning for resilience at both a national and regional level. 
5. establish wastewater, sewerage and drainage plans. 
6. Improve understanding of risk and failure. 
7. ensure services are resilient under different water sector structures.
8. develop benchmarking, standards and metrics.
9. ensure existing plans are stress-tested.
10. establish a water and wastewater resilience action group.

tAsK & FInIsh gRouP REcommEnDAtIons
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proposals on the future role of Customer Challenge Groups, 
which includes challenging and assuring company customer en-
gagement, including on resilience. 

But judging by tompkins’ comments, this alone won’t be 
enough. He says companies and other stakeholders really have to 
up their game, fostering informed dialogue, potentially in innova-
tive ways. He offers in example adding reservoir level reports to 
tV weather forecasts as UV and pollen levels have been added, 
and putting the water cycle back on the National Curriculum. 
although deeper engagement is fraught with difficulty, tomp-
kins sees opportunity too: “Water is easy. people are interested in 
water…and the public has realised what climate change means. 
The floods in Cumbria have been clearly linked to climate change. 
paris [Cop21] was all over the news! Companies have an open 
door to explain to the public the need to invest more now to safe-
guard the future. We need the dialogue to start now, so it will be 
more difficult for the government to push back too much at the 
next price round as they normally do to keep prices down.” 

Risk, planning and reform
ofwat gives the nod to the task force’s recommendation on the 
need to improve understanding of risk and failure, saying it will 
look for risk management and understanding in pr19 business 
plans as part of the risk-based review. perhaps no more could 
be expected, given the can of worms that the question of fail-
ure opens. tompkins’ view is that failure will happen so provi-
sion needs to be made for when it does, but he explains that not 
everyone feels failure should be considered a part of resilience. 
“Can you fail and be resilient? That’s a big debate. We worked on 
this for a year and only scratched the surface.” 

It is a similar story with the points the task force raises on 
planning. What tompkins would really like to see is a better 
framework to coordinate activity: “We need a national water 
strategy,” he states simply. ofwat cites its work in progress on 
integrating the development of Water resources Management 
plans into business planning; also its support of the work led by 
Water UK on the long-term resource planning needs for eng-
land and Wales and the practical steps required to meet them. 

Number seven is an interesting recommendation from the 
task force: we must ensure services are resilient under different 
water sector structures. tompkins says this is essentially “a big 
flag” that resilience must be front of mind as different structures 
are considered. “The treasury announcement [on household 
competition] really illustrates my point. I don’t think resilience 
was considered there. Immediately you would think the sector 
would need longer than 2020 to ensure resilience. It’s not an anti 
competitive thing; we’re just saying build this [resilience] in.” 

The task & Finish Group report goes into more detail, arguing 
UK and Welsh governments should undertake work to analyse 
the impact of differing water sector structures on the delivery of 
resilience. It explains: “The key questions are who within each 
structure is responsible for resilience planning; is there structur-
al capacity to deliver this; and will the regulatory regime enable 
resilience? ofwat’s approach and assessment of impacts needs to 
enable and incentivise resilience in a fragmented and/or evolving 
sector where not all the stakeholders are within the regulatory, 
licensed, regime…This means that where statutory, policy and 
regulatory changes are proposed that may impact on company 
structures, there should be a requirement for impact assessments 

to explicitly consider the effect on resilience of services.”
ofwat’s December paper accepts the wisdom: “We recognise 

these are important questions and commit to building this into 
our thinking.” russell adds that ofwat is already doing this – in 
designing non household retail market policy, she says “we have 
absolutely built resilience into that”. 

Resilient enough? 
Clearly the task & Finish Group recommendations and ofwat’s 
policy statement are just the start of work to build a more resil-
ient industry. at the time of writing, the group was due to hold 
a workshop on 13 January to communicate its recommenda-
tions to a wide range of stakeholders, after which it will disband. 
tompkins says Water UK has indicated it is willing to host a re-
silience action Group of some kind (as per the task force’s final 
recommendation) to get delivery underway. 

and it will be how resilience is delivered on the ground that 
is the real test. For all the valuable hard work that has gone on 
around improving the industry’s understanding of resilience and 
developing the policy framework, there remains an obvious un-
answered question: how resilient is the UK water industry today 
and how resilient will it be tomorrow? at present, no one can 
definitively answer that. 

ofwat’s approach should achieve what it sets out to do: en-
able, incentivise and encourage water companies to improve re-
silience. Its explicit reassurance on funding is especially valuable, 
and its facilitation rather than micromanagement of activity is 
something most companies will welcome. Moreover, the regu-
lator’s decision not to set a resilience standard of some kind is 
also understandable, given the obvious spread of sentiment in 
the sector on how this should be done.

But until someone is able to definitely say how resilient we are 
today, and to track change over time, questions about whether 

ofwat is doing enough are likely to linger. and even if it is left 
to companies to measure and report on their performance, it 
would seem sensible for someone to take a strategic overview 
with a view, in particular, to identifying and acting on gaps. 

Standard setting need not necessarily fall to ofwat. The 2014 
Water act contains a provision for the secretary of state to set 
minimum resilience standards for the industry. We have previ-
ously reported that DeFra considers the issue of whether and 
how it should do this very difficult, given the complexity of the 
issues. ofwat would be keen to ensure the views of customers are 
taken into account.

Water companies taking part in a CIWeM workshop on Cli-
mate Change adaptation last month (see page 18-19) had vary-
ing views on whether ministerial standards would be welcome. 
How they would be set and what form they would take were the 
chief concerns, but there was general agreement that water com-
panies are good at delivering when standards are set, and that 
ministerial direction would certainly galvanise action.    tWr

How resilient is the uK water industry 
today and how resilient will it be 

tomorrow? At present, no one can 
definitively answer that.” 
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AdAPtING tO CLIMAte 
ChANGe: FRAMeWORk MUst 
WORk BetteR IN PRACtICe

CIWeM calls for stronger leadership from government, while water 
companies prepare to step up even more on delivery.

While the world met in par-
is at the end of last year 
to make a global climate 
agreement and to initi-

ate the paris pact on Water and Climate 
Change adaptation (see europe Watch, 
p13), the UK water industry met in Lon-
don to discuss its adaptation to climate 
change. The aim of adaptation strategies 
is to reduce vulnerability to the impacts 
of climate change now and in the future, 
and to build resilience into infrastruc-
ture and systems to prevent damage and 
aid recovery. The subject will be particu-
larly pertinent to all those in northern 
england, Scotland and Northern Ireland 
who have spent the festive season under 
siege from flood waters. 

The London meeting was convened by 
CIWeM and followed DeFra’s publica-
tion of water company adaptation progress 
reports in November – part of the second 
round of the adaptation reporting power 
(arp) under the Climate Change act 2008 
(see box for details of the policy frame-
work). The key message from the day was 
that the adaptation framework we have 
here in the UK is world leading – but we 
need to make it work better in practice. 

CIWeM policy
In a policy position statement published 

in November, CIWeM calls on the gov-
ernment to take a more active lead on 
adaptation work. It views the 2013 Na-
tional adaptation programme (Nap) as 
a “missed opportunity” and argues re-
porting should have been mandatory in 
the second arp cycle. It would like to 
see a strategic overview being taken of 
adaptation work so gaps can be identi-
fied. It would also like to see actions rec-
ommended (be they policy, regulatory 
or operational) to address priority gaps. 
It implies that the government needs to 
show greater commitment to adaptation 
work, observing the relevant DeFra staff 
fell from 38 to six during production of 
the first Nap and that the environment 
agency’s Climate ready Service, which 
supports delivery of the arp and the 
Nap, is only funded up to March 2016. 

Further, CIWeM would like clarity on 
how central policy supports the delivery 
of identified priorities and on how they 
will be delivered locally. It argues “low 
cost and low risk adaptation measures 
should be sought first”; that “all future 
planning policy decisions should be as-
sessed to ensure that they have consid-
ered future climate resilience” and that 
government should work with insurers to 
incentivise climate resilience, for instance 
though lower premiums.  

The Institute argues research councils 
and governments should have an eye to 
practitioners’ needs when embarking on 
work, and that research funding should 
cover adaptation as well as improving cli-
mate change data. 

Water company action
While calling on the government to take a 
firmer lead and set a strategic adaptation 
framework, CIWeM acknowledges that 
it will largely be businesses that perform 
the delivery function. Water companies 
are already active here and report under 
the arp. Having submitted their progress 
reports to DeFra, ten firms presented 
snapshots of their adaption activities, 
which included hard and soft measures, 
at the December meeting: United Utili-
ties, South West Water, Severn trent, 
portsmouth, Yorkshire, affinity, anglian, 
Wessex, Southern and Thames. 

richard Lamb, adaptation reporting 
power (arp) lead in the environment 
agency’s Climate ready Support Service, 
told delegates that the water sector’s adap-
tation plans had been the best of all sec-
tors, though the bar was low. 

Mike Keil, Severn trent’s asset strategy 
manager and chair of Water UK’s adap-
tation Network, compared the sector’s 
journey on adaptation to that of a tod-
dler becoming a teenager: maturing, far 
better at articulating its experience than 
previously, having achieved a lot – but 
with plenty more to do and even better 
communication skills to learn. He told 
his fellow companies that while “there is 
a case for greater government interven-
tion [on adaptation] – to stop things fall-
ing between the gaps”, in practice it was 
water companies that would have to do 
the groundwork. “We need to develop 
further; we need to stand on our own two 
feet,” he said. 

1 Flood risk poses the greatest threat. In 2014 the 
environment Agency calculated investment of 
c£800m a year was needed to reduce flood risk 
by 5%. the severity of the recent floods across 
Northern england, Northern Ireland and scotland 
has prompted a number of reactions from govern-
ments including a national flood resilience review, 
together with more localised initiatives including 
very recently a new £40m package of funding 
to rebuild and improve flood defences in the after-
math of storm eva.

2. Water supply restrictions. In some areas, eco-
nomic consequences of supply shortfalls have 
been calculated. According to thames Water, 
severe supply interruptions would cost London 
£330m a day. 
3. temperature extremes (heat related deaths) – 
changes to urban planning and the built environ-
ment.
4. habitats and species – adapting habitats and 
biodiversity for climate change.
5. Agriculture – reversal of loss of lowland peat soils. 

cIWEm’s PRIoRItIEs FoR clImAtE chAngE ADAPtAtIon
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Keil told the industry to consider its 
interdependency with other sectors and 
to learn lessons – for instance, from the 
lead taken by the Bank of england and 
from other infrastructure industries. But 
he added it should also realise that water 
has some unique qualities so “a one size 
fits all approach to adaptation is not al-
ways the best”. 

In discussion, a number of other themes 
on how water companies could develop 
their adaptation approaches emerged. First, 
there is a need to work in a more joined up 
way, both between different departments 
within companies (for example, water and 
wastewater) and with external partners 
such as local authorities, wildlife trusts, 
green NGos, landowners and others.  
ofwat principal rob Cunningham said 
such partnership working would bring 
multiple benefits but that effective delivery 
would present “a big coordination problem” 
given the multiplicity of players involved. 

Second, if more adaptation work is to be 
undertaken, bill payers will need to back it. 
For companies, this will mean deeper en-
gagement on climate change – some com-
panies did not even touch on the subject 
during pr14 consultation. This will inevi-
tably be challenging. There is the associ-
ated need to engage with influential stake-
holders such as politicians and the media. 

The overarching political thread at 
pr14 was to keep bills down, which in-
herently challenges adaptation invest-
ment (though it should be noted that 
with innovation and new ways of work-
ing, greater resilience need not automati-
cally cost more). The horrors of the recent 
floods may focus political minds. In some 
quarters, water issues are reported to be 
on the agenda already. a representative of 
the Greater London authority said Lon-
don’s mayor was now as focused on water 
as on keeping the lights on. 

Policy maker action
political attention is now focused on the 
2017 CCra. according to David Style, 
lead economist, adaptation, for the Com-
mittee on Climate Change (CCC), “the 
exam question is what should be priori-
tised in the next Nap?” He detailed one 
of four research projects commissioned 
by the CCC adaptation Sub Committee 
to inform CCra2. Led by consultancy 
Hr Wallingford, the work sought to im-
prove existing projections of water avail-
ability; to evaluate contributing factors to 
the current level of risk in water resource 
planning; and to project these according 
to a selection of climate, population, ad-
aptation and environmental projection 
approaches up to 2100. Under some sce-

narios, there are widespread patterns of 
deficit outside of Scotland. 

DeFra’s head of adaptation Dornford 
rugg says there is a clear need to act, but 
that the country’s financial circumstances 
are challenging. He explains the draft of 
CCra2 is expected in March and will be 
published in July 2016, before being laid 
before parliament in January 2017. The fo-
cus of CCra2 will be to update the CCra 
with new evidence and more sophisticated 
risk analysis. But CCra3 (work will begin 
on this next year, before CCra2 is signed 
off) will be “potentially a major exercise” 
– the size and scope of which will be in-
formed by updates to the 2009 UK Climate 
projections. The government is also under-
stood to be considering a statutory require-
ment for a broad group of stakeholders to 
report under arp. 

For its part, ofwat in December pub-
lished details of its intended approach to 
resilience (see report, page 14). This will 
inform its future approach to adaptation. 
Crucially, the regulator will hold the purse 
strings at pr19 for climate change adapta-
tion work. a number of company repre-
sentatives at the CIWeM meeting noted 
some of the adaptation activities in their 
pr14 business plans – for instance on 
flooding, metering and water resources – 
were ruled out by ofwat.    tWr

Adaptation is part of the response package 
to climate change under the United Nations 
Framework Convention on Climate Change (UN-
FCCC). CIWeM’s policy statement summarises: 
“All parties are to implement and regularly up-
date national and, where appropriate, regional 
programmes to facilitate adequate adaptation 
to climate change.” 

In england (regional governments in 
scotland, Wales and Northern Ireland have 
similar arrangements in place), adaptation 
requirements are set down in the 2008 Climate 
Change Act. this specifies a deFRA-led Climate 
Change Risk Assessment (CCRA) is undertaken 
every five years. the first took place in 2012 and 
involved scrutiny of over 700 potential impacts 
of climate change – for instance, flooding and 
transport network issues. the Act also requires 
a National Adaptation Programme (NAP) is put 
in place to address the risks identified in the 
CCRA. the government published the first NAP 
in July 2013.  

Finally, the 2008 legislation established the 
Adaptation Reporting Power (ARP), under which 
the environment secretary has a duty to require 
that statutory undertakers and any authority with 

a public role report on the impact of climate 
change on their organisation and their resulting 
adaptation proposals. this too operates on a five 
yearly cycle, but reporting is voluntary. 

to provide advice to government, the Act 
established two committees: the independent 
Committee on Climate Change and the Adap-
tation sub Committee. 
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Water companies are on a journey to improve their 
relationships with developers – specifically, to 
provide better service to developers as customers, 
and to ensure they can benefit from competition. 

In this, they are being nudged and prodded along by ofwat. 
a quick trawl through the regulator’s casework history shows 

an established trend of disputes in this area. These relate to both 
the non-contestable services incumbents provide and the con-
testable services for which they compete with self-lay organisa-
tions (SLos). Disputes arise for many reasons including dissat-
isfaction with levels of service or speed of connection, but most 
commonly are related to charging and, specifically within that 
area, to how much developers need to pay for network reinforce-
ment. In the contestable part of the market, there have been 
competition challenges too in which SLos have argued they are 
not receiving fair treatment from monopoly water companies. a 
significant recent case involved Bristol Water (see box).  

Better do Better
But developer discontent has become more pressing in recent 
times because of construction activity picking up with the 
economy. Sally Irgin, principal in ofwat’s casework programme, 
says: “Developer services had been on the back burner for five 
years because of the recession. Now it has shot up the radar, with 
mothballed sites being revived and new ones identified.” This 
has dovetailed with growth and infrastructure development be-
coming a key plank of government policy. according to rich-
ard Khaldi, senior director of customers and casework, ofwat: 
“This agenda has really kicked in. There’s a particular focus on 
housebuilding and developers have been asking more questions 
of utilities.” The agenda gathered steam in December 2014 when 
the government published Better Connected – a practical guide to 
utilities for homebuilders. This included a draft set of acceptable 
levels of service. 

ofwat got the message, and Khaldi says it is working to bring 
the issue of improving developer services to company attention. 
“We’ve said ‘This is a real issue and you need to be ahead of it. 
What are you going to do to sort this out?’ otherwise it will get 

CONstRUCtIve  
CRItICIsM
there are early signs that the sector’s 
efforts to overhaul its developer services 
offerings are going in the right direction 
– but still plenty more to build on. 

worse. There would be further determinations. The industry 
would be seen as a barrier to economic growth and no one wants 
that. So we have raised the issue at board level and emphasised 
that it’s not just an operational issue, it’s a cultural issue for you 
as a water company.”

In keeping with its wider policy that companies must own 
their customer relationships and take responsibility for their ac-
tions, ofwat’s response package is focused on encouraging and 
facilitating better practice and only stepping in if necessary.  

among ofwat’s initiatives to date are: 
❙  publishing best practice guidelines and general expectations 
on how water companies should provide new connections. This 
includes guidance on customer service, competition law compli-
ance and enabling growth. 
❙  Setting out its expectations concerning new connections dis-
putes. It is also flagging the wider implications for the industry 
of key dispute outcomes, such as the Bristol case. 
❙  Consulting on potential barriers to competition in the self-lay 
market. This took place between September and November last 
year, and included details of ofwat’s initial thoughts on what are 
“reasonable” terms and requirements water companies can make 
of SLos regarding work quality assurance. It said water compa-
nies must provide their non-contestable services to SLos on 
the same terms as to the water company itself and that “beyond 
demonstrating being suitably qualified and having contractual 
requirements to construct to a particular specification and rem-
edy any defects within a defined period, water companies should 
only require additional assurances [of SLos] where they are truly 
necessary”. ofwat intends to publish a summary of responses 
and next steps at the end of this month.

In more general terms, ofwat wants to help cultivate in com-
panies a clearer understanding of developers and SLos as cus-
tomers and as competitors. Khaldi observes: “If you look at the 
Bristol case, the water company plays two roles: the monopoly 
provider of upstream services and the downstream competi-
tor.” an ofwat note on the case points to wider lessons for the 
industry: “Water companies should understand which of their 
services are contestable and non-contestable. They should also 
understand who the potential customers and competitors for 
each of these services are.” 

The point is particularly pertinent given more parts of the wa-
ter value chain are set to be opened to competition in the near fu-
ture. The same battles seen in developer services could well sur-
face in the incoming retail, sludge and water resources markets. 
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service level league
The industry is stepping up and acting on the prompts. after 
the publication of Better connected, companies – coordinated by 
Water UK – published a set of service levels for water compa-
nies’ developer services which all firms have voluntarily agreed 
to and agreed to be monitored against. Companies’ performance 
against the levels of service is reported quarterly. The third re-
port is due on 28th January. Water supply service level data from 
Q1 and Q2 is shown in the chart. 

Irgin explains: “The league table provides a reputational in-
centive. Heads of developer services now regularly report to 
their chief executives and boards on this. and it enables us to 
target our interventions. So far we have sought assurances from a 
number of companies and asked them to produce improvement 
plans. plans are in place with six companies.”

Water UK heralded the early improvements, reporting rising 
standards: “The second quarterly figures for water supply have 
risen from 89% to 93% in response to 125,000 developer re-
quests. For sewerage they are up from 94% to 97% – in response 
to 9,000 developer requests.” Khaldi endorses the point: “We are 
seeing real improvements. Developers are saying they are seeing 
changes on the ground; a better dialogue with companies.” 

plans are now being drawn up for company reporting to be 
audited. a related strand of work is underway to create a new 
system for measuring customer satisfaction with water com-
panies’ performance in developer services – some kind of Net 
promoter Score style system is understood to have been piloted 
by a few companies and will provide a greater depth of informa-
tion.   Water UK said: “This qualitative report will complement 
the quantitative analysis and is planned for launch in 2016.”

keep developing
richard Warneford, chair of the Water UK’s Developer Services 
Standards Group, adds: “These standards are just one part of 
our work to improve services for our developer customers and 
we know there is much more to be done.  We have been work-
ing hard on providing input to the current work by DeFra on 
improving the charging regime for the 
provision of infrastructure for new devel-
opment. at the same time, we are looking 
at ways that water companies can reduce 
delays in the planning process arising 
from applications for new infrastructure 
for housing development. 

DeFra’s overhaul of the charging regime 
is a particularly important strand of work, 
enabled by the Water act 2014. Khaldi de-
scribes existing charging practices as “fiend-
ishly complex” and “not easy for developers 
to use”. The Department published its draft 
guidance in summer and a summary of re-
sponses document in November. The latter 
said sentiment was positive overall. Improv-
ing transparency emerged as vital, given 
“many stated that the existing system is 
poorly understood” and many also wanted 
more detailed guidance. 

In the round, Khaldi says the industry 
has made a good start, but there is plenty 

more to do. He cites as areas for particular focus: how companies 
respond to planning applications (“there are too many standard 
responses; too many knock-backs”); the need for companies to 
actively engage with the developer community and get a better 
understanding of work in the pipeline (“not just wait for applica-
tions to come in”); and potentially even look at pre-providing 
infrastructure. 

Understandably companies will not want to build infrastruc-
ture that won’t get used and have to keep an eye on value for 
the rest of their customer base. But equally, speeding up the 
connections process, which can sometimes take many months, 
would be incredibly desirable. Irgin highlights that ofgem last 
year consulted on potential investment models for providing 
infrastructure ahead of demand and that the GLa has been in-
volved in a pilot with ofgem and Infrastructure UK on one of 
the models for electricity. She adds: “Thought is being given to 
how transferable such a model is to other sectors.” 

Khaldi concludes: “This is an area where water is constantly 
being compared to gas, electricity, telecoms, broadband. our 
sector is a long way away from the best at the moment. Some of 
the [online] self service options for developers in gas for instance 
are way ahead. Can we get there? We want boards to be asking 
what 21st century customer service looks like.”    tWr

❙  Ofgem consultation: http://bit.ly/1k1Msd2
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A significant connections competition case Ofwat closed last March concerned 
complaints from two sLOs that alleged Bristol Water was abusing its dominant 
position as a monopoly water company by offering non-contestable services to 
sLOs on different terms to its own developer services business. Ofwat started a 
Competition Act 1998 investigation in March 2013 and in January 2014, the com-
pany offered a comprehensive set of commitments to address Ofwat’s concerns, 
including changes to the structure and processes through which it delivered 
developer services. Ofwat accepted these commitments (they became legally 
binding), deeming them satisfactory, quick to implement and a sufficient deter-
rent to other water companies from potentially abusing their dominant positions.

BRIstol WAtER cAsE
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Beyond its provision of a sound 
guide to water company per-
formance, the latest Consumer 
Council for Water (CC Water) 

report on the audited information it re-
ceives from the industry highlights the 
fact that quantifying trends in the sector’s 
progress is becoming a moving target. 

Data comparability has always been an 
issue because water companies vary enor-
mously in size. CC Water deals with this in 
its latest performance review Delving into 
water, published in December, by present-
ing data as per 10,000 connections, or as a 
percentage increase or decrease since the 

WeAtheRING WeLL?
the Consumer Council for Water has published 
its latest report on water company performance. 
Climate change emerges as an additional 
challenge for data comparability. By trevor Loveday. 

previous year. But increasingly, making 
accurate comparisons on some aspects of 
performance is becoming ever more dif-
ficult as the impacts of climate change on 
weather patterns become manifest.

Clearly water demand and service re-
silience are hostage to the weather.  Dry 
summers and winters can place pressure 
on supplies. and heavy rainfall places 
a strain on sewers and storms drains. 
In turn customers complain about the 
shortfall in services – whether real or 
perceived. 

So data relating to most of the section 
titles in the CC Water review including:

❙  dealing with customer complaints and 
contacts
❙  sewer flooding
❙  leaks
❙  interruptions to the water supply
❙  daily water consumption

are all possibly influenced significantly 
by changes in the weather. Leakage and 
interruptions are largely the product of 
the ageing of the networks. But low win-
ter temperatures can increase leakage 
and water stress can influence the soil 
mechanics and cause pipes to shift and 
damage – a major issue for example in the 
clays under the Thames’ region.  

The cause of changes in year-on-year 
company performance is becoming more 
and more difficult to partition between 
company endeavours and the impacts of 
the weather. 

This suggests that indexation of some 
performance criteria to regional weather 
metrics might be needed to give a fair 
measure of a company’s attainment. 
examples might include sewer flooding 
linked to local rainfall while consump-
tion and leaks might be indexed to local 
temperatures. Climate change is mov-
ing the goal posts so perhaps the field  
needs to be tilted to keep measurements 
on the level.

sewer flooding 
The increase recorded in Delving into 
Water from 68% customer satisfaction in 
2014 to 86% in 2015 straddles two quite 
different years in terms of weather. CC 
Water points out that the 2014 survey was 
conducted in winter 2013-14 which was 
one of the wettest winters on record while 
the latest one was carried out during a pe-
riod of average rainfall. Clearly flooding 
was less prevalent in 2015 so a fall in com-
plaints could be attributed to that. 

The long-term lead performers in rein-
ing in internal sewer flooding are Wessex 
Water (1.03 properties per 10,000 con-
nections in 2015) and Dŵr Cymru (1.06 
properties per 10,000 connections in 
2015) compared to the average of 1.7.

Northumbrian Water made the great-
est reduction in the number of properties 
flooded internally with a cut of 53%.  But 
its levels continued to top the industry 
average. Southern Water made the next 
largest improvement at 33%.

Despite being among the best improv-
ers with a 24% reduction and “significant 
investment in improving the sewerage 

ActuAl lEAKAgE lEvEls (ml/D)
Water and sewerage companies 2010-11 2014-15 trend 2020 target
Anglian  229.00 192.00 192.00
dwr Cymru 202.82 179.52 169.00
Northumbrian 158.00 136.77 137.00
severn trent 497.00 444.00 424.00
south West 84.00 84.00 84.00
southern 96.00 82.00 87.00
thames 665.00 654.00 606.00
United Utilities 464.00 454.00 462.70
Wessex 71.00 69.00 66.50
Yorkshire 325.00 288.00 287.10
Water only companies
Affinity 194.00 183.00 162.20
Bournemouth 22.00 20.88 20.00
Bristol 50.00 45.10 43.00
Cambridge 13.68 13.53 13.50
dee valley 9.92 9.76 9.18  
essex and suffolk 65.10 60.84 66.00
hartlepool 5.12 4.06 N/A   
Portsmouth 36.00 28.90 29.80
south east 96.00 93.00 88.10
south staffs 72.80 69.20 70.50
sutton and east surrey 24.50 24.20 24.00
total 3,380.94 3,135.76 3,042.00
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system”, United Utilities posted a sewer-
flooding rate of 2.33 properties per 10,000 
connections. Its network is one of the old-
est and largest in the UK and is in a region 
that typically has high rainfall. 

The greatest deteriorations in inter-
nal sewer flooding levels were at an-
glian (19%) and Yorkshire (18%) where 
both were struck by exceptional weather 
events. Severn trent – typically a good 
performer on this issue – reported a 14% 
increase in internal incidents which it at-
tributed to a shortfall in capacity during 
the summer storms in 2014.

In the less traumatic for consumers 
external sewer flooding stakes, seven 
companies reported improvements. The 
greatest hike in external flooding inci-
dence was 22% at Severn trent where 
it recorded 18.43 incidents per 10,000 
connections compared to the average of 
17.86. again the summer storms were 
cited as the cause for the deterioration.

CC Water singled out sewer flooding 
for particular concern. But the council 
acknowledges that the impact of weather 
patterns distorts the picture. 

Leaks
on the grounds that all the water compa-
nies have achieved their leakage targets 
for 2014-15, CC Water criticises the tar-
gets as “not challenging enough.”  It says: 
“It is disappointing that there has been 
an overall increase [in volume leaked] of 
0.7%, with less than half of the companies 
reducing leakage levels in the year.” only 
seven companies reported a decrease in 
volume leaked in 2014-15: Dee Valley 
(3.84%); portsmouth (3.67%); Southern 
(3.53%); Dŵr Cymru (2.3%); anglian 
(0.52%); and Bournemouth (0.19%).

Leakage has risen in most networks 
since a low in the dry year of 2011-12, 
and the trend continued into 2014-15. CC 
Water has reported that during that peri-
od only Severn trent, Bournemouth, and 
portsmouth have held their leakage below 
their 2011-12 levels.

on leakage as a percentage of water 
put into the system each day, Hartle-
pool, essex & Suffolk and Bournemouth 
are the best performers, losing less than 
15% compared to the industry average of 
19.16%. But ten companies are above the 
industry average with the highest losses at 
United Utilities (26%), Thames (25%) and 
Severn trent (25%).

Thames attributes its 1.45 percentage 
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points increase in leakage in 2015 to the 
effects on cast iron pipes of a colder win-
ter compared to 2013-14.

Small companies are vulnerable to 
poor leakage figures because any burst 
has a disproportionate effect on its per-
centage losses. This is manifest at Cam-
bridge with a 6.45% loss.  

Interruptions to supply
performances in curbing burst mains and 
other interruptions were marred in sev-
eral instances by single large incidents. 
two major bursts in Bristol Water’s re-
gion actually brought the entire indus-
try’s average performance down in 2014-
15. a single major bust in London during 
the year added 18% to Thames Water’s 
already quite poor average interruption 
taking it to 27 minutes.

Discounting those events the industry 
average had improved to an average pe-
riod that customers spent without supply 
of 12 minutes and 42 seconds. Neverthe-
less, nine firms increased their average 
time for interruptions and two – Bristol 
and portsmouth – failed to reach their 
targets. portsmouth’s 67% increase was 
due to planned maintenance.

The best showings on interruptions 
were at Bournemouth, where the average 
disconnection time was 2 minutes and 16 
seconds, and essex and Suffolk at 2 min-
utes and 35 seconds.  

and the leaders in reductions in av-
erage interruption times were Southern 
who took 47% off  and South east with 
a 44% decrease.  Cambridge reported 
the greatest deterioration in its interrup-

tions performance with an 80% increase 
followed by portsmouth. But both firms 
remained below the industry average.

Other performance
❙  metering: metering installation had in-
creased at all companies during 2014-15. 
But CC Water made a case for better com-
pany communications with customers on 
metering on the grounds that there has 
been a fall in customers’ awareness that 
metering can be fitted free of charge.  
❙  Daily water consumption: CC Wa-
ter flagged up another communications 
shortfall with the report that only 31% of 
customers said they had heard why there 
was a need to conserve water and only 
40% had made a deliberate effort to do so. 
However, in 2014-15 there was a slight de-
crease in average daily consumption per 
person to 138.5 litres per person a day.
❙  complaints: CC Water reported an 
overall increase in customer satisfaction 
with value for money, affordability and 
trust in water companies. Complaints 
were down 13.4% compared with the pre-
vious year. 
❙  customer assistance and payment 
schemes: the number of customers who 
viewed their water and sewerage bills as 
not affordable decreased during 2014-15. 
and numbers of customers across the sec-
tor getting help with bills through com-
pany assistance and payment schemes re-
mains on a rising trend.  again CC Water 
called on the industry to step up its com-
munications efforts to address the finding 
that “many customers tell us that they do 
not know what help is available”.    tWr
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ofwat has confirmed its intention to in-
troduce a market readiness condition 
into water company licences and to re-
move the in-area trading ban, as part of 
its licence overhaul ahead of non house-
hold retail market opening. In a decision 
document published late last year follow-
ing a consultation in June, the regulator 
identified three changes to undertakers’ 
Instrument of appointment (Ioa) and 
Water Supply Licences (WSL) that will be 
introduced as priorities. 

Priority changes
First, a condition will be added requiring 
companies to undertake the necessary 
preparations for retail market opening. 
This will be generally worded – requir-
ing companies to undertake “reasonable 
activities” – rather than specific, on the 
grounds that should modification prove 
necessary, in the case of the latter “the 
process needed to obtain agreement to li-
cence or appointment changes is likely to 
require more time than is safely available 
to the programme”. 

Sentiment from respondents was 
mixed on whether such a condition was 
needed. ofwat concluded: “With the 
importance of the new market and the 
benefits that it is capable of unlocking 
for customers, we think that it is neces-
sary to have a general condition to create 
additional incentives on companies and 
reduce programme risks.”

Second, ofwat will remove the in-area 
trading ban ahead of market opening. 
This prevents licensed water suppli-
ers associated with an undertaker from 
trading with that undertaker in area. 
Most respondents supported the move, 
though Business Stream for one opposed 
its removal ahead of april 2017. ofwat 
summarised Scottish retailer concerns 
as: incumbents would get an unfair ad-
vantage in the current market, allow-
ing them to sign up the most profitable 

customers to long term contracts, sti-
fling competition before the new market 
starts; and removal would be inconsis-
tent with ofwat’s 2013 Level playing 
Field discussion paper which suggested 
removal may need to be linked to ad-
ditional measures to prevent discrimi-
nation against new entrants. However 
the regulator confirmed the ban would 
go in april 2016, on the grounds that 
this would prevent companies having to  
duplicate their retail market prepara-
tions in and out of area; would remove 
a barrier to retail exit; and may stimulate 
additional activity in the 5Ml market 
immediately. “presently, only Business 
Stream is active in providing a national 
offering for multi-site customers. Nine 
holders of WSLs would be able to make a 
national offering after the removal of the 
ban and there might be additional com-
petition to the benefit of regional large 
customers as well.”

The final priority is to introduce a 
“stapling” condition. This is to ensure 
the retail part of a non-exited under-
taker would be bound by the provisions 
of the Wholesale-retail Code (WrC) in 
the same way as other retailers. “In es-
sence a non-exited undertaker would be 
required to apply the terms of the WrC 
between its internal wholesale and non-
household retail functions,” explains the 
document.

responses were generally supportive 
of the principle of a stapling condition. 
Some undertakers did however express 
concern around the legal implications of 
the proposed drafting, so ofwat is going 
to look again at this. 

Further consultation and detail is to fol-
low in each case. a number of other lower 
priority changes to Ioa and WSLs are also 
discussed in the December document, 
alongside details of how existing WSLs 
will be revoked and transition over at the 
start of the new market. ofwat added it 

was discussing with DeFra how to man-
age the transition of combined licences 
and confirmed:  “We plan to give clarity 
on the process and timing for replacing 
WSL combined supply licences no later 
than april 2016.”

New retail licences
The licensing consultation and decision 
document also deal with the new type 
of licence that will be introduced for re-
tailers, the Water Supply and Sewerage 
Licence (WSSL). ofwat has set out the 
drafting of the standard conditions. It up-
dated its June proposals in light of some 
of the summer responses and has includ-
ed two additional conditions on customer 
protection. These cover the introduction 
of a customer protection code and chang-
es to licence revocation in the event that 
a retailer ceases trading and the interim 
supply code has to be invoked.

The regulator has now handed the pro-
posed set of WSSL standard conditions 
over to DeFra for statutory consultation 
to be undertaken. DeFra issued this on 
17 December, saying 

it was “providing stakeholders with a 
final opportunity to provide comments 
before ofwat opens the WSSL licence ap-
plication process in april 2016”. The con-
sultation runs on until 28 January. 

ofwat added that it was working with 
the environment agency and Drink-
ing Water Inspectorate on guidance on 
the WSSL application process, due to be 
finalised by april. This will assess appli-
cants’  managerial, technical and financial 
competencies and will require them to 
pass MoSL’s market accession tests (see 
report p25-27).

Finally, the December document cov-
ers licensing arrangements for those in 
“special situations” including companies 
with areas of appointment wholly or 
mainly in Wales, small companies and 
those who want to self-supply.    tWr
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MoSL has published its 
emerging thinking on the 
key actions water com-
panies and other partici-

pants will need to take with respect to 
systems, data and processes to be eligi-
ble to trade in the non household retail 
market from april 2017. Its Market and 
Company Readiness Plan, published 
on 17 December, complements other 
strands of readiness assurance being un-
dertaken (including DeFra’s assurance 
Framework) by offering a practical guide 
to how readiness will be assessed and 
by charting the progression of technical 
readiness as go-live nears.

The plan is not a definitive document; 
MoSL has opted to publish what it can 
when it can and will run a workshop in 
January to discuss the plan and its imple-
mentation at length. But it provides a clear 
steer on the market maker’s approach to 
four fundamental aspects of readiness: 
progress monitoring; market entry; data; 
and shadow operation. 

Progress monitoring
MoSL has designed and deployed a self-
assessment scoring matrix on readiness 
that companies will complete monthly. 
That began last month and will be iterated 
monthly through to april with the feed-
back being used to update the framework 
to ensure consistency and comparison. The 
matrix needs to be completed either from 
a wholesale or a retail perspective, with in-
tegrated companies required to complete 
two separate assessments. This will help 
companies get a sense of – and if neces-
sary act on – their own progress towards 
market participation. It will also help to 
standardise the measurement of company 
readiness which in turn will enable MoSL 
to provide information to companies and 
about how they are progressing in com-
parison to the rest of the industry (on an 

dAtA ANd MARket eNtRY  
ReqUIReMeNts set dOWN
Water companies will get three attempts to load their data 
into the shadow market and will need to pass rigorous systems 
inspections to gain entry. MOsL sets out the details of how it will 
assess readiness to compete.

anonymised “heat-map” style basis) and to 
policy makers (un-anonymised). 

MoSL chief executive Ben Jeffs ex-
plained: “Companies, at Ceo level, have 
been asking to know how they are do-
ing against everybody else. So we have 
launched a self assessment framework. 
essentially there is a box 1-4 ranking 
against various elements of readiness: tick 
box 1 if you are only starting, box 2 if you 
have made limited progress and so on. It 
is fairly rudimentary but it will be useful 
for companies and will be a valuable tool 
for [MoSL] portfolio managers to get a 
conversation going with companies. It 
will also enable us to create a ‘heat map’ of 
readiness, but we won’t publish that until 
there is a common and consistent deploy-
ment of the framework.”  

MoSL added that this month it will de-
velop a tool to measure its own readiness. 
The findings of this, combined with the 
company readiness assessments, should 
providing an overarching view of the state 
of play at any given time. according to the 
readiness plan: “This combined view of 
market readiness at a point in time, com-
bined with the emerging view of progres-
sion over time, should provide greater 
confidence to market participants, their 
people and their customers as well as to 
MoSL, ofwat and DeFra.”

Market entry assurance  
certification
each wholesaler and retailer seeking to 
trade must gain market entry assurance 
certification (MeaC) to access central 
market systems. The certification provides 
assurance that the party has the required 
systems, processes and capabilities in place 
to fulfil market obligations. Certification 
will also be a prerequisite of gaining a 
Water Supply Licence, of market exit and 
shadow market participation – hence par-
ticipants must achieve wholesaler and re-

tailer certification by 30 September 2016. 
two types of certification will be avail-

able: 
❙  Enhanced certification will enable 
market participants to access both the low 
volume interface (LVI) and the high vol-
ume interface (HVI). This is suitable for 
those whose intended business solution 
includes a high level of It based systems 
and automated processes. 
❙  Self-certification will enable access to 
the LVI only and is suitable only for those 
who intend to operate a business solution 
which predominantly uses manual based 
systems and processes. 

In practice, incumbents will very likely 
need enhanced certification for both their 
wholesale and retail businesses regardless 
of their exit intentions, as the table on p26 
indicates. 

In all cases, MeaC applicants will need 
to complete a trading application, agree 
a Market entry assurance plan with 
MoSL, and undertake market and inter-
face training. For water companies, en-
hanced certification will also require:
❙  a third-party assured business solution 
assessment
❙  interface and data transaction testing, 
to ensure that communication interfaces 
are fit for purpose 
❙  market scenario testing, to assure that 

participants are warned that 
the consequences of failing 
to achieve mEAc after the 
remedial stage are serious, 

and could include breach of 
licence condition and denial 
of access to the shadow and 

live markets on time.
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it is able to carry out key scenarios that it 
will typically encounter. 

The readiness plan recognises there 
are various ways wholesalers or retailers 
could go about delivering systems and 
processes – self-build; contracting with an 
independent third party or a third party 
to whom it intends to  sell its retail busi-
ness; establishing a delivery joint venture; 
or one part of a company delivering on 
behalf of another part. It says it is “neu-
tral” on which model is chosen as long as 
the details are clear and well explained. 

There will be a short period in october 
2016 for remedial action to resolve out-
standing issues, should a company fail to 
achieve full certification by the Septem-
ber deadline. However participants are 
warned that the consequences of failing 
to achieve MeaC after the remedial stage 
are serious, and could include breach of 
licence condition and denial of access to 
the shadow and live markets on time.

data validation
The precise scale and scope of data qual-
ity issues that will materialise are hard to 
predict. But no one is expecting a smooth 
ride, let alone perfection. In the readiness 
plan, MoSL takes a pragmatic approach, 
acknowledging: “Given the scale and like-
lihood of the data issues that will arise and 
take time and effort pre and post market 
opening to address, the data readiness ap-
proach is as much about loading compli-
ant data into the system to enable the mar-
ket to open and ensuring that participants 
have suitable plans, processes, controls 
and resources in place to ensure that cus-
tomer issues are identified and resolved at 
the earliest practicable opportunity.” 

The market operator has a broad role 
under agreed codes to enhance the overall 
effectiveness of the market once it is live. 

With an eye to its potential future as the 
market operator, MoSL will assist com-
panies in getting clean data into central 
systems, even though accountability for 
data quality sits firmly with participants. 
In terms of the process, participants will 
have the opportunity to practice data up-
loads within “sandbox” systems and will 
be given three attempts to load into the 
shadow market environment between 
July and September 2016 . 

MoSL will apply the full set of data 
validation checks defined by the market 
codes to data uploads. Data validation 
reports will then be produced and made 
available to participants for each upload 
so that they can make any relevant chang-
es in their source extracts or carry out 
data cleansing within their respective sys-
tems (see box, Data details). MoSL noted 
that this validation activity will not guar-
antee accuracy, and won’t touch the issue 
of gap sites. But nonetheless the assistance 
is likely to be welcomed by companies. 

MoSL commented: “after each data load 
it is expected that the volume of successful 
records will increase and it is expected that 
by the end of august 2016 all data will be 
valid. only those records and related items 
that have passed validation will be permit-
ted to be migrated into CMoS [Central 
Market operating System].”  It will prepare 
plans for the live migration of market par-
ticipants’ data into the shadow market sys-
tem during July and august 2016. 

shadow operation
The final throes of readiness preparation 
will take place in the environment of a 
shadow market, which MoSL will operate 
from 3 october 2016 until market open-
ing. Wholesalers, retailers and MoSL will 
be able to trial new systems and processes 
to assess readiness and resolve issues with 

data in a safe environment. as many mar-
ket processes as possible – including reg-
istration and settlement – will take place 
in the shadow market, and as many par-
ticipants as possible will be involved. 

Companies will be expected to verify 
their processes and datasets thoroughly 
and to work with each other and MoSL to 
iron out any problems that emerge. They 
are also expected to take the opportunity 
to trial bilateral (wholesaler/retailer) oper-
ational processes (see CGI article, p30-31).

Following concerns raised by compa-
nies that the shadow market would not fa-
cilitate customer switch trials, MoSL said 
it will conduct market scenario testing in 
august and September this year including 
simulated switching. Switching carries a 
number of risks, including for instance 
that a supply point is not registered, inac-
curate or not accurately paired in the cen-
tral system; or that CMoS can’t cope with 
the switching load. 

Throughout shadow operation, MoSL 
will operate the market in “production 
mode” with all teams and systems fully 
operational. Meanwhile it will continue 
its wider work with companies and the 
market and will explore the possibility of 
testing a market wide incident to allow 
everyone to verify that their business con-
tinuity plans are robust and effective.

only those who have gained MeaC 
and (for incumbents) successfully up-
loaded their initial data into central sys-
tems will be permitted to trade in the 
shadow market. Late entry will be per-
mitted; MoSL doesn’t want to delay the 
start of the shadow market on account 
of some parties not being ready as this 
may “substantially reduce the benefit 
from it because market processes will be 
rehearsed for less time and allow for less 
risk mitigation. It is fairer to participants 
who are ready to enable them to take ad-
vantage of the full period to validate and 
remediate their data.” However late en-
trants are cautioned they may be subject 
to a performance improvement plan. as 
a contingency, MoSL will explore how to 
cope with a situation where some compa-
nies are not ready for entry and how the 
shadow market might function with only 
partial participation. 

horse to water
In the round, MoSL’s approach to readi-
ness assurance seems practical and real-
istic. It implicitly accepts that companies 

mARKEt EntRy AssuRAncE suItABIlIty, By PARtIcIPAnt tyPE
Enhanced certification self-certification

Incumbent wholesalers Incumbent wholesalers/retailers with very small 
scale operations and mainly manual systems and 
processes

Incumbent retailers staying in the market NAvs (wholesale or retail)
Incumbent retailers exiting to an associate licensee 
or to a third party (re-assurance to confirm certifi-
cation after the transfer would be required) 

New entrant retailer with mainly manual systems 
and processes

New entrant retailer with high level of It systems 
and automation

Source: MOSL
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are all starting from different levels of pre-
paredness, face a variety of issues and are 
different in terms of the scale and scope 
of functions that they perform. It can’t 
do the heavy lifting on market prepara-
tion for companies: this is explicitly par-
ticipants’ responsibility, and at any rate 
MoSL doesn’t have the funding or remit 
to do so. But its actions will give compa-
nies visibility and the opportunity to make 
appropriate decisions. The plan states: “a 
core principle is to encourage transparen-
cy and openness and to allow companies 
the opportunity to plan and manage their 
response to the issues that arise during the 
market opening process in a systematic 

way.” Moreover, MoSL hasn’t planned for 
perfection – performance improvement 
plans and data refinement will feature 
throughout the implementation period 
and into the live market. 

The crucial issue now of course is how 
companies respond and perform. How 
ready will their monthly self assessments 
reveal they are? research conducted by 
The Water report last issue showed a far 
from promising picture. How quickly 
and how extensively will companies 
make progress in the months ahead? 
MoSL has set the framework, but suc-
cessful delivery by companies is essen-
tially out of its hands.    tWr

mandatory uploads: the Initial data 
Upload document was published in 
October 2015 and sets out which data 
items are mandated for upload for 
market opening. 

sPID issue: MOsL will provide each 
market participant with ranges of sup-
ply point Ids (sPIds) between January 
and March 2016, in advance of data 
uploads. Market participants will need 
to assign a sPId to its supply point data 
and use that sPId reference in each 
data upload. MOsL will validate the 
data item and the sPId. to handle the 
need to link water and sewerage supply 
points, MOsL will issue two ranges of 
sPIds to each market participant; one 
range of water sPIds and one range 
of sewerage sPIds. the set sPId cores 
for each range will be identical so that 
market participants can allocate a 
sPId with the same core to a pair of 
water and wastewater supply points. 
Wastewater suppliers will need to liaise 
with water suppliers to obtain the sPId 
for their upload.

shadow market entry: data quality will 
be a critical factor in MOsL’s decisions 
on whether wholesalers and retailers 
can enter the shadow market. however, 
one of the purposes of the shadow mar-
ket is to allow for the trialling of market 
processes so data issues can be identi-
fied and rectified. According to the 
Plan: “It would therefore be inappropri-
ate to expect data to be perfect at the 
point of entry to the shadow market.” 
some of the questions MOsL might use 
to set data quality standards for shadow 
market entry include:
❙  Are all eligible supply points included 
in the initial data upload?
❙  have supply points that have been 
provided been paired appropriately by 
wholesalers (water and sewerage)?
❙  Are key data relationships (supply 
point/discharge point/ service com-
ponent/meter/tariff) which need to be 
present for CMOs to calculate settle-
ment in place and completely defined 
for each supply point in the upload 
provided by the relevant wholesaler?
❙  Is there a retailer for every supply 
point?
❙  Are data items mandated for upload 
but not essential for settlement present 
and valid? 
❙  Where data items are valid and 
present for a particular sPId, are they 
accurate? 

DAtA DEtAIls

mosl’s tAKE on READInEss

decision makers
key decisions timing secretary of state 

for defra
Ofwat MOsL

Affecting individual market participants
entry to live 
market

March 2017 Market entry 
assurance

entry to the 
shadow market

september 2016 data, market 
entry assurance

Being granted a 
licence

Ongoing Grants WsLs, 
WssLs and Instru-
ment of Appoint-
ments

Retail exit december 2016 exit approval
Affecting the market
Policy issues 
resolved

March 2016 Issues rules and 
guidance

starting the 
shadow market

september 2016 data upload and 
market entry as-
surance

Opening the live 
market

March 2017 Approval for 
go-live

Approval of the 
market codes

MOsL has a responsibility to ensure that the mar-
ket will function in line with the codes set out in 
the Market Architecture Plan. specifically, readi-
ness from the MOsL perspective is concerned 
with whether: 
❙  market transactions work 
❙  MOsL and market participants can each oper-
ate to fulfil their obligations under the market 
codes 
❙  data that should have been loaded is up-
loaded in the CMOs
❙  risks are understood and mitigation plans are 
in place 
❙  each party has operating plans for the live 
market 
❙  data quality has been assessed and improve-
ment plans are in place and being followed 

❙  required trading conditions including market 
entry assurance certification are fulfilled 
❙  market governance is in place 
❙  there is a high degree of confidence and vis-
ibility of readiness for market opening 
❙  codes and systems are baselined and being 
managed actively.
A demonstration of readiness from both indi-
vidual participants and the central market will 
be critical for deFRA, Ofwat and MOsL to make 
a number of key positive – and often interdepen-
dent – decisions on the road to market opening. 
these are shown in table 2. In addition, Ofwat 
has introduced a readiness condition into water 
company licences and is considering how to de-
velop a principle-based risk assessment to help 
assess readiness (see p24) . 
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“With the exception of the market actually 
opening, 2016 is the year in which every stage of 

the programme takes place.” CeO Ben Jeffs on 
MOsL’s progress to date and the year ahead.

With publication of its Mar-
ket and Company Readi-
ness Plan last month, 
MoSL provided water 

companies with more clarity on how 
their preparations for the business re-
tail market will be assessed (see report, 
p26-27). Meanwhile, MoSL also has to 
ensure that as an organisation it is ready 
to deliver on its own obligations.

 at the end of November, chief execu-
tive Ben Jeffs wrote to ofwat’s Cathryn 
ross to provide assurance that MoSL 
has the capability and capacity to fulfil its 
functions. In fact, since The Water Report 
published an interview with Jeffs in octo-
ber, MoSL seems to have been a hive of 
activity. We caught up with Jeffs again just 
before Christmas for an update on prog-
ress and a forward look at the year ahead. 

q4 2015
For a start, since the october interview 
MoSL members have unanimously  
approved its business plan and 2015/16 

playing with the system after april, it is 
inevitable,” he observes. 

MoSL is due to publish its master data 
strategy this month, slightly later than 
planned and is poised to announce the 
appointment of a data partner. Jeffs said 
MoSL would work with DeFra and 
ofwat as part of the central programme 
and would do what it could to “facilitate 
and help” companies prepare their data. 
Moreover, a key part of the  CMoS design  
involves “validating the data that compa-
nies send MoSL against the specification 
set out in the Codes” (see details p26-27). 

But Jeffs explained: “There is a big ques-
tion how far MoSL goes beyond that. at 
the moment, we are not resourced to go 
further. However, if we become the en-
during market operator, we would have a 
responsibility to ensure the integrity of the 
central database and to ensure its quality 
improves over time.” He added that right 
now though: “Data quality is the responsi-
bility of companies. We are not a regulator 
and will therefore work with companies 
and ofwat to secure the best possible data-
set on which to open the market.” 

supporting companies
The backdrop to these Q4 priority activi-
ties has been ongoing work helping par-
ticipants to get ready. MoSL has set up 
Special Interest Groups on topics in de-
mand: testing, data, training and security. 
It chairs the monthly Workplan review 
Group and has convened a wide array of 
workshops including, most recently, on 
de-risking (for Ceos), shadow market 

budget. This secured £14.6 million of 
funding for the current financial year, 
including £2.1 million of programme 
contingency, and included a forecast of 
expenditure for 2016/17. Jeffs says next 
year’s budget has now gone to the MoSL 
board and will be firmed up this month. 
It is “broadly comparable” to the forecast 
and “because the contingency funds re-
main intact, that creates confidence”. 

publishing the Readiness Plan was a key 
Q4 2015 goal, but MoSL has also ticked 
the other boxes it had earmarked for the 
period. Design and build of the central 
It system is reported to be on track; con-
tractor CGI completed phase 1 system 
design work on 20 November and by 
the end of the month is expected to have 
completed phase 2. This includes sign off 
of the detailed system design; finalising 
the technical interface specification; and 
the build of test products and processes 
for acceptance, market and entry testing. 
MoSL has also appointed SQS as its test-
ing partner. 

to help participants get to grips with 
systems, MoSL has convened a Systems 
ready Forum, which last met on 15 De-
cember. The first set of tests on MoSL’s 
connectivity have been completed with 
CGI, and connectivity testing has started 
with trading parties. 

So far, Jeffs says the changes to the 
system have been “relatively minor” and 
largely technical. The phase 1 system 
build is scheduled to complete in april. 
Jeffs expects there to be more calls for 
changes then. “When companies start 

In November, the budget for the wider Open Water 
work was revised downwards by 8% or £3.6m from when 
figures were last published in June. the changes reflect:
❙  a reduction in MOsL’s cost estimates reflecting a vAt 
saving of £3.1m for the 2015- 17 period
❙  a small increase in OWML’s cost of transitioning its work 
to MOsL and Ofwat 
❙  a corresponding decrease in Ofwat’s budget to ab-
sorb those increased costs from the OWML closure.
the latest figures are shown in the table, with June’s 
numbers in brackets. 

oPEn WAtER BuDgEt REvIsED
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operations, and eligibility. “participants 
get the chance to talk to one another. We 
get feedback and see where there is align-
ment. They are very useful meetings.”

He expands on the theme of eligibility 
as an example. “This is for companies to 
determine, but it is useful to have a forum 
for them to discuss the issues. We think 
this will encourage consistency. I should 
be clear that we do this as a membership 
organisation on behalf of members, rath-
er than on behalf of the open Water pro-
gramme. We have two roles and we need 
to be clear about where the divisions lie.” 

Jeffs and his team have also been busy 
continuing to build MoSL as an organi-
sation. It now has a full complement of 
portfolio managers who perform the cru-
cial role of liaising with market partici-
pants. It is currently recruiting a number 
of roles including two senior positions: a 
water operations lead to assist the indus-
try in developing its approach to opera-
tional interactions between wholesalers 
and retailers (see CGI article, p30-31); 
and a regulatory affairs manager, to help 
MoSL’s engagement on regulatory and 
policy matters. 

These and other roles are open to both 
industry secondees and outside appli-
cants. The positions offer an enviable 
opportunity to work right at the heart of 
water reform; to contribute to the agen-
da  – not only on business retail but on 
future changes such as  household com-
petition and upstream reform.  The focus 
clearly remains on non household com-
petition, though. Jeffs relates DeFra has 

confirmed there are to be no changes to 
the timetable or work plan in light of the 
treasury announcement. 

In terms of communications and en-
gagement, MoSL has made a concerted 
effort to make information more quickly 
and easily available. It has taken steward-
ship and revamped the open Water site 
and relaunched its own site, which is now 
home to all of the plans, documents, min-
utes and presentations that MoSL issues. 
It is also implementing a cloud-based col-
laboration service called podio to enable 
market participants and MoSL to work 
together more closely. Jeff says the website 
project area especially has had really posi-
tive feedback. He confesses the organisa-
tion is a little behind on its wider digital 
strategy, but explains it has had to priori-
tise critical path work. 

MoSL’s ambition to become the endur-
ing market operator remains work in prog-
ress. Understandably, Jeffs had hoped the 
issue would be resolved by now but says 
he expects a decision by easter. He reports 
that the conversation with treasury and 
DeFra “remains positive”. He told ross 
in his November letter: “Now that MoSL 
has successfully mobilised, we are working 
in partnership with DeFra to clarify that 
HM treasury will consider an enduring 
market operator based on the MoSL mod-
el as a private corporation. MoSL is taking 
steps aimed at ensuring that we will meet 
fully the office for National Statistics’ Sec-
tor Classification Criteria. We are currently 
reviewing our articles of association to 
ensure that they are fully consistent with 
those of a private corporation in order to 
provide confidence to all parties, including 
ofwat and market participants, that there 
are no constitutional barriers preventing 
MoSL from becoming the enduring mar-
ket operator.” 

2016
Needless to say, MoSL’s progress at the 
back end of 2015 does little to detract 

from the fact that there remains a moun-
tain to climb in 2016. Jeffs: “Next year is 
all about delivery… With the exception 
of the market actually opening, 2016 is 
the year in which every stage of the pro-
gramme takes place: there is phase 2 de-
sign, phase 1 & 2 build; testing, opening 
the sandbox for people to play in, market 
entry assurance; data uploads, the shadow 
market…By the time we have to supply 
our second assurance letter to DeFra in 
october, we’ll know where we are with 
readiness with absolute certainty.” 

of course all other parties – ofwat, 
DeFra and market participants – will 
have to keep up their ends of the bargain 
too for the market to open on time and 
work. Jeffs concluded his letter to ross 
thus: “We would ask you to note the feed-
back that we have received from mem-
bers about the importance of resolving 

the outstanding policy issues at the earli-
est opportunity to inform their planning 
and systems preparations. We believe that 
this will help give greater confidence in 
the timetable of delivery and avoid any 
unnecessary delay in our delivery of the 
CMoS.

“Finally, we would also ask you [of-
wat] to consider any additional steps you 
can take to ensure that all companies 
are ready on time. We would highlight 
the importance of data quality, both in 
terms of completeness and accuracy, in 
ensuring the correct functioning of the  
market.”   tWr

REvIsED BuDgEt FoR thE oPEn WAtER PRogRAmmE (£m)
organisation 2014-15 2015-16 2017-18 totals for three years
ofwat 0.2 (0.2) 3.7 (4.1) 1.5 (1.5) 5.3 (5.6)
oWml 4.1 (4.1) 2.8 (2.3) - 6.9 (6.4)
mosl - 12.5 (12.6) 11.6 (13.6) 24 (26.2)
totals per year 4.3 (4.3) 18.9 (18.9) 13.1 (15.2) 36.2 (38.4)
totals plus 10% contingency - 19.6 (20.8) 14.4 (16.7) 38.2 (41.8)

Source: Open Water

By the time we have 
to supply our second 

assurance letter to DEFRA 
in october, we’ll know 

where we are with readiness 
with absolute certainty.”
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With the opening of the non-
household retail market now firmly 
on the horizon, the water industry 
has its hands full. MOSL has to 
transform over 1,300 pages of 
market rules and code subsidiary 
documents into a functioning mar-
ket.  Incumbent water companies 
must complete their restructuring, 
set wholesale charges, prepare 
and submit data sets and above 
all ensure they have the interfaces 
in place to deliver the level playing 
field on which the market depends.  
Would-be new entrants need 
to finalise their strategies, hone 
their offerings and start engaging 
customers.  And both wholesalers 
and retailers must put in place the 
necessary processes and systems 
to support the 29 Code Subsidiary 
Documents and 137 Transaction 
flows required for eligible customers 
to be able to switch retailer and for 
settlement to occur.

With the primary focus on the 
Market Terms that will enable 
customer switching, it’s easy to 
understand why the Operational 

Terms may be considered a sec-
ondary priority.  However, a market 
in which a customer can switch re-
tailer but can’t obtain a new con-
nection, repair or replace a faulty 
meter, be informed of planned 
maintenance on the network or 
apply for a trade effluent con-
sent is not a functioning market.  
Operational Terms processes, as 
defined in Part 3 of the Wholesale-
Retail Code (WRC) are essential to 
the smooth running of the newly 
deregulated retail market, as ex-
perience from the Scottish market 
confirms.  Implementation of the 
74 processes and 27 forms defined 
in Parts 3 and 6 of the WRC is as 
essential to market opening as 
the Market Terms and Transaction 
flows that will enable switching and 
settlement. 

Who’s responsible?
However, unlike Market Terms, 
there is no central body or system 
responsible for ensuring that 
Operational Terms processes are in 
place and fully tested prior to mar-

ket opening.  Operational Terms do 
not fall within MOSL’s responsibility 
and, in the absence of a centrally-
procured solution, wholesalers and 
retailers will be left to their own 
devices to come up with their own 
mechanisms for enabling these 
bilateral processes.  Given that the 
new market will comprise multiple 
retailers communicating with 
multiple wholesalers, chances are 
we will see a variety of approaches 
which, in turn, presents a number 
of challenges.

In the absence of a central 
body, responsibility for operational 
processes falls to everyone.  It 
could be argued that, since over 
half the processes are initiated 
by retailers, they should take the 
lead in defining their implementa-
tion.  However, wholesalers are 
the recipients of nearly 40% of the 
430-odd exchanges defined in the 
operational processes and will be 
under close scrutiny to ensure that 
they are offering a level playing 
field to all retailers.  As such, whole-
salers may feel obliged to publicise 
a standard set of interfaces to the 
market.  In providing these interfac-
es, wholesalers must strike the right 
balance between reducing their 
own operational costs by providing 
automation and integration with 
back office systems where transac-
tion volumes are high while at the 
same time providing a range of 
interfaces to support retailers of all 
sizes and capabilities.  

Processes and interfaces
The Operational Terms define 74 
processes split into 9 functional 
categories.  In total, these pro-
cesses comprise over 370 process 
steps, many of which have defined 
service levels for their completion.  
While some processes will be used 
relatively infrequently, others are 
likely to see significant volumes, es-
pecially for large wholesalers. 15% 
of Operational Terms processes 
can spawn other Operational 
Processes and 70% can spawn 
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PRePARING FOR COMPLIANCe 
WIth OPeRAtIONAL teRMs
efficient operational processes will be as critical to 
non household retail success as market processes. In 
the absence of a central body or system responsible 
for Operational terms, market participants must step 
up, advises CGI. 
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A market 
in which a 

customer can 
switch retailer 
but can’t obtain a 
new connection, 
repair or replace 
a faulty meter, 
be informed 
of planned 
maintenance 
on the network 
or apply for a 
trade effluent 
consent is not 
a functioning 
market.  



31tHe Water report January 2016 

WhOLesALe/RetAIL OPeRAtIONs|InDustRy commEnt

31

Market Terms processes.  Keeping 
track of in-flight processes and the 
actions required to progress them 
will be a complex task.  All parties 
must maintain a clear picture of 
the processes in which they are 
involved and must ensure that tasks 
for which they are responsible are 
allocated internally and com-
pleted in a timely manner.   Failure 
to do this will result in a degrada-
tion of service experienced by end 
customers, as was the case in the 
early days of the Scottish market.

Part 6 of the WRC defines a 
set of forms for use in some of the 
Operational Terms processes.  The 
forms define the nature and con-
tent of the data exchanged and 

should go some way towards stan-
dardising the operational interface 
between retailers and wholesalers.  
However, the forms only account 
for 15% of the 400-odd exchanges 
between parties defined in the 
operational terms processes.  For 
the remaining 85% of exchanges 
that are not prescribed, the onus 
will fall on the sender to determine 
the content, and, in the absence 
of a central solution, it is the sender 
that will dictate the exchange 
mechanism.  Parties who intend 
to put in place sophisticated web-
based systems and APIs for receiv-
ing submissions may be horrified 
when they receive sack loads of 
hand-completed PDF forms in the 
post.  Such parties would be well 
advised to publicise their preferred 
methods of receiving information 
early, bearing in mind that not all 
parties will be willing or able to use 
all of their preferred mechanisms.

data
Not surprisingly, a large proportion 
of data exchanged in support of 
the Operational Terms processes 
also underpins the Market Terms 
processes.  Core data items, such 
as eligible customers, premises, ad-
dresses, SPIDs, service components 

and meters, are essential to both 
sets of processes.  Incumbent wa-
ter companies are in the process 
of cleansing the initial data sets 
that will be used in market opening 
and, once loaded into the Central 
Market Operating System (CMOS), 
will form the master data set 
underpinning the market. However, 
in the absence of any formal link to 
this data set, operational processes 
present a major data quality risk.  
Errors in manually entered address-
es, SPIDs and meter serial numbers 
will lead to a divergence between 
operational and market data and 
will exacerbate the inevitable data 
quality issues that will remain when 
the shadow market opens.

 Commercial offerings
In the absence of a mandated 
central solution to support the Op-
erational Terms, commercial organ-
isations will try to fill this vacuum. 
CGI, for example, offers a Central 
Operational Portal (COP) that 
provides wholesalers and retailers 
with a central system for initiating 
and managing operational pro-
cesses via intelligent web-based 
forms and API interfaces.  COP uses 
data contained in the daily Market 
Dataset and New and Partial SPIDs 

Reports generated by the Market 
Operator to default data within ex-
changes and/or validate received 
data.  It maintains a comprehen-
sive audit trail of process-related 
activities and makes this available 
to both counterparties, either via 
the web-based interface or in the 
form of data extracts. COP also 
monitors in-flight processes and 
generates notifications to parties of 
outstanding actions against a set 
of configurable service levels.  

With the primary focus on custom-
er switching and the central systems 
and processes required to make this 
happen, it is understandable that 
operational processes could be 
considered the poorer cousin to their 
market counterparts and of lower 
priority.  However, the efficiency of 
the operational processes that ser-
vice end customers on a daily basis 
will be as important to the success of 
the new market as the market pro-
cesses that will allow them to switch 
supplier. Support for these processes 
should form an integral part of every 
market participant’s implementation 
plans.   tWr

❙  By Chris Beard, senior 
consultant, energy & utilities, 
CGI.

here are some things to bear in mind when considering how best to achieve compliance with the Opera-
tional terms.
❙  Provide a level playing field: wholesalers must ensure that all interfaces are available to all retailers.
❙  Cater for all sizes of participant: parties are likely to have different integration needs, ranging from manual 
entry to automated bulk electronic data flows. 
❙  Publicise your preferred mechanisms for receiving data: ensure your counterparties have early visibility 
of the interfaces you intend to offer, bearing in mind that not all parties will be willing or able to use your 
preferred mechanisms.
❙  Identify and prepare for high volume operational processes: focus on streamlining high transaction pro-
cesses and be prepared to respond to market demand.
❙  Flag problems as soon as possible: validate data on receipt and notify counterparties early of any prob-
lems to reduce overall process times for the end customer.
❙  validate data against market data: use the daily extracts of market data available from the Market 
Operator to validate data received from counterparties to maintain consistency between operational and 
market processes.
❙  keep track of your processes: ensure that you have the work management in place to monitor in-flight 
processes and progress these against the sLAs set out in the Operational terms.
❙  keep an audit trail: maintain and share a comprehensive audit trail for each process instance to help 
manage any disputes with counterparties.

toP oPERAtIonAl tERms tIPsoperational 
terms 

do not fall 
within moSL’s 
responsibility 
and, in the 
absence of 
a centrally-
procured 
solution, 
wholesalers 
and retailers 
will be left 
to their own 
devices to 
come up with 
their own 
mechanisms 
for enabling 
these bilateral 
processes.
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Now in its 16th year, Water UK’s City Conference is 
the foremost fi nancial event for the water sector.

>  Gain insight from senior industry leaders on the future shape of 
the sector

>  Take an active role in the wider debate on the strategic direction 
of the water industry in the UK

>  Hear the latest thinking on opportunities within UK water from 
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>  Use this unique opportunity to join senior decision makers over 
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“
”

“City Conference comes at a crucial time of 
imminent change for the whole industry. 
I look forward to an event which will explore 
and provide debate on all the main issues 
and give everyone an insight into what
the future holds.”


