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With one year to go until retail  
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to an April 2017 go-live – but look to 
manage expectations.
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The Water Report Expert Forum – 

leaders and opinion-formers from 

in and around the sector (see box 

TWR Expert Forum) – is far from 

enamoured by the prospect of Britain 

leaving the EU. Few see much upside po-

tential for the water industry, but plenty 

see downside risk. 

Earlier this month, The Water Report 

and our research partner Accent polled 

Forum members on how UK water might 

be affected by an out vote. As chart 1 

shows, in overall terms, two-thirds said 

Brexit would be negative for the UK wa-

ter industry. A further 19% considered 

it would have no effect, and just 14% 

thought it would be positive. The biggest 

perceived threats and opportunities iden-

tified by Forum members are shown in 

table 1.
Chief among the issues driving negative 

sentiment was the expected impact on 

investment. Among respondents’ com-

ments were:

❙  “It is likely to cause uncertainty and in-

crease interest rates. In addition it will dis-

courage some foreign investors who have 

big stakes in the UK water industry.”

❙  “It would lead to economic uncertainty 

and might spook some of the EU based 

lenders. I think we can expect bank rates 

to rise in UK and for there to be a risk pre-

mium added to EU based and USD based 

loans.”
❙  “Loss of the European Investment Bank 

(EIB) as an investor would be detrimen-

tal.”
Others with negative views cited con-

cern for the possible impact on quality 

standards:
❙  “The UK water industry has been 

strongly focussed on delivering European 

standards compliance for many years. 

While these or similar standards would be 

likely to remain under Brexit, there may 

well be a change in appetite for, and speed 

of, work to deliver and maintain compli-

ance.”
❙  “EU policies and rules have driven up 

improvements in all areas of the water en-

vironment.”
However, to others, freedom from Euro-

pean quality and environmental standards 

was a positive. One commented: “A lot of 

the costs in the industry are related to meet-

ing EU standards. At the moment, there is 

not much public discussion on those costs 

which the government is imposing on cus-

tomers. If the UK exited the EU and had to 

set its own environmental standards, there 

[would] need to be more explicit public dis-

course on those standards and if customers 

should continue to pay for those standards. 

This additional transparency would be a 

positive from exiting.” Another saw an op-

portunity to tailor standards better with-

out the unifying influence of Brussels: “I’m 

pro-EU but I think the EU Directives which 

affect our industry are not as good as they 

could be for an island.”

No upside for investment

To gauge sentiment on such key issues 

in more depth, The Water Report asked 

BRExiT: liTTlE upsidE 
FoR uK WATER 

securing investment would be hard hit if 

Britain left the Eu, according to the findings 

of our latest Expert Forum poll.

how respondents felt exit would impact 

three overarching issues: securing in-

vestment, protecting the environment 

and policy certainty. The results are 

displayed in chart 2  and show securing 

investment is the area expected to be 

hardest hit. Not a single Forum mem-

ber thought Brexit would be positive for 

securing investment, while 57% said it 

would be negative. There were repeated 

mentions of access to EIB funds in par-

ticular. 
There was some positive sentiment re-

garding the environment, but this was 

still dwarfed by the proportion reporting 

negative views. One said it was “difficult 

to imagine a Conservative government 

giving the protection of the environment 

much priority without the EU to mandate 

in this area”.
Brexit attracted a fair amount of 

positive sentiment regarding the issue 

of policy certainty, with just short of 

a third of respondents seeing upside.  

One reason cited was more local con-

trol over policy: “Policy will be made 

in London rather than Brussels and 

London.” However, many others com-

mented negatively, including the fol-

lowing:
❙  “European policy provides a degree of 

stability in terms of direction and priori-

ties. Without this moderating effect UK 

water policy could be much more volatile; 

bad news for an industry that needs policy 

stability and clarity.”

❙  “If we leave there will be vocal opposi-

tion to some of the current and planned 

environmental safeguards which will lead 

to uncertainty.”

❙  “Negative while the exit is being negoti-

ated and also negative because the scope 

for policy changes with changes of gov-

ernment would be slightly greater.”

A hiatus?
Following on from the certainty ques-

tion, we asked the Forum: in the event 

of a vote for Brexit on 23 June, how 

long do you think it will take for your 

organisation to be able to confidently 

make business decisions for the future? 

A fifth were confident they would be 

able to act immediately. The rest antici-

pated a hiatus of some kind. Just over 

half (57%) felt there would need to be a 

wait of as yet indeterminate but approx-

imately intermediate length: decisions 

could be taken once Brexit terms are 

understood. (However, one cautioned 

that to even get to this point could be 

a way off: “I think it will take a number 

of years to negotiate Brexit and a few 

more to implement.”) The final quarter 

expected confident decision making to 

take considerably longer. For instance, 

one respondent observed: “It will take 

some time for the ‘dust to settle’ on 

what the drinking water quality and 

environmental performance standards 

will become.” These results are shown 

in chart 3.

table 1. What is the biggest thReat/oppoRtunity foR 

the WateR industRy fRom bRexit?

biggest threat
biggest opportunity

investment:
❙  “potential impact on EiB funding and 

investor confidence.” 

❙  “Access to long term investment.” 

❙  “Temporary financial instability, followed 

by longer term losses of investors and R&d 

opportunities.”
 ❙  “Withdrawal of foreign investment.”

flexibility on quality standards:

❙  “A more informed and flexible approach 

to setting and delivering environmental 

gain.” 
❙  “leaving the Eu and setting our own en-

vironmental standards, with the additional 

transparency and debate resulting from 

that process, could create the opportu-

nity to tackle the issue …of the uK Govern-

ment using the current arrangements as 

‘an environmental credit card’ with too 

little regard for those paying the bills.”

❙  “unfettered ability to determine environ-

mental standards.”

Quality protection: 
❙  “progress on drinking water and envi-

ronmental standards has largely been 

driven by European standards. Although 

it’s difficult to imagine any uK government 

relaxing standards for drinking water, it is 

very easy to imagine the temptation of 

relaxing environmental objectives. This 

would make it more difficult for the water 

industry to continue to secure investment 

in infrastructure and capital maintenance. 

progressive asset deterioration would be 

bad news for customers as well as the 

ecosystem services on which we all rely.”

more control over policy and regulation: 

❙  “Certainty and control around regula-

tion.” 
❙  “Greater freedoms in regulation.” 

❙  “more tailored regulation designed spe-

cifically for the uK rather than for average 

conditions in the whole Eu”. 

❙  “opportunity to develop its own water 

and environmental policies.”

❙  “To tailor compliance standards to the 

specific needs of uK citizens and the uK 

environment.”
❙  “speedy policy decisions.”

uncertainty & increased risk: 

❙  “Risk that the exit drags on and creates 

additional financial uncertainty which 

results in a higher cost of capital at the 

next price review.” 

❙  “period of uncertainty for the economy 

whilst exit terms are negotiated.”

less red tape: 
❙  “less red tape enabling more innovation 

and investment into certain areas.” 

❙  “less rules which inhibit innovation. 

Ability to form stronger alliances with pow-

erhouse economies outside the Eu.” 

❙  “Rationalise the various directives

Reputation will suffer: 

❙  “The perception of the uK as ‘little 

England’ reluctant to be a full and active 

player in global markets.”

more domestic investment: 

❙  “opportunity to secure more home 

grown financial investment.”

Research will suffer: 

❙  “some loss of collaborative research.”
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The Water Report, in partnership with 

market research company Accent, set up 

the Expert Forum to consult every other 

month on a key industry issue. Approxi-

mately half our Forum members are at board level and 

most of the remainder in other senior management posi-

tions. many thanks to all those who have joined. 

Group members are emailed surveys which should 

take no more than ten minutes to complete. Responses 

are treated as confidential. Findings will be reported in 

aggregate only and any comments used will be ano-

nymised. 
The next Forum will take place in may for the June 

issue of The Water Report. We would be delighted to 

welcome more members in senior positions. if you are in-

terested, or if you have a topic suggestion for the Forum, 

please email karma@thewaterreport.co.uk
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news review|irelAnd

The Northern Ireland Executive (NIE) has launched a long-term water strategy for the Province which includes a number of spe-cific targets for Northern Ireland Water but which is predominately aspirational. The document cov-ers the period up to 2040. An ac-tion plan is promised but won’t be published until after the upcom-ing elections for the administra-tion which are due next month.The document stressed that the blueprint “seeks to reduce the cost of providing water and sewerage services by promoting and encour-aging more sustainable treatment solutions”.The strategy said that pri-ority would be given to reducing the risks of pollution from sewage dis-charges. It acknowledged that the new regime of River Basin Manage-ment Plans will be key to improving the water environment but recog-nised that improving the ecologi-cal status of many water bodies will take longer than initially expected and will last longer than the current RBMP timeframe which runs until 2021. The timeframe for improve-ments may have to be extended to 2027, said the strategy.

It noted that NI Water is the largest single electricity consumer in Northern Ireland with power costs possibly rising to £43 mil-lion by 2020. That figure, though, does not factor in growth in de-mand for water services or future improvements in infrastructure needed for compliance with EU regulations “which will see energy costs rise even further”. NI Water will have to deliver “greener services” said the strat-egy. “This means moving away from conventional high energy water, wastewater and drainage solutions and adopting innova-tive, natural approaches where is-sues are addressed at source.” This will involve catchment manage-ment, storm water management and water demand management. And entail reducing leakage, water abstraction and gradually transforming the wastewater in-frastructure and asset base so that it costs significantly less to operate and maintain while simultane-ously enhancing compliance and providing for growth.This will also mean that NI Wa-ter increases the amount of energy 

from green sources such as wind, solar, hydro and anaerobic diges-tion, although this is not quanti-fied.
The strategy highlighted that a significant amount work is re-quired in addition to existing initiatives to replace lead sup-ply pipes, particularly privately owned systems. “Should another more sustainable technology or method to mitigate lead plum-bosolvency in drinking water be-come available, NI Water should investigate such options in place of orthophosphate treatment,” stressed the strategy.

As well NI Water will be expect-ed to implement and extend its so-called Sustainable Catchment Management programme which already involves the Mourne Mountains, Garron Plateau and the River Derg.
On water consumption the long term target is to reduce aver-age consumption from 146 litres per head per day in 2014 to 130 by 2040. That figure is being sug-gested as the consumption limit for all new residential develop-ments.

The fate of Irish Water and water charging remain the most conten-tious issues as senior politicians from Fine Gael (FG) and Fianna Fáil (FF) continue negotiations on how a minority government might work. Some 50 days after an inconclusive general election the Irish Republic is still without a new administration.Fianna Fáil wants to suspend charges for five years and abolish Irish Water in favour of a national water directorate, while Fine Gael 

insists that a public utility and payments for water must stay. The gap between the two parties on water could “make or break” negotiations, commentators ac-knowledge.
However, merging water charges and the property tax has emerged as a potential compromise that might open the door to a minority govern-ment deal between FG and FF. Figures in both parties have been talking up the idea of “amalgamat-ing” water charges and the prop-

erty tax into a so-called “household package”. This would allow FF to claim that charges have been effec-tively scrapped, while still poten-tially satisfying EU rules, according to a senior FG source quoted in the Irish media. 
FF leader Micheál Martin has said he was committed to sus-pending the water charges within six months of entering office and abolishing the €100 water conser-vation grant. His party wants to hold a referendum on enshrining 

Water issues dominate irish government negotiations

ni executive launches new water strategy

Contributed by roger Milne

In 2008/9 NI Water reported a leakage figure of 181million litres a day. By 20141/5 this had reduced to 166Ml/day. In 2014 the Sustain-able Economic Level of Leakage (SELL) was estimated to be 159 Ml/d. By 2021 the strategy expects NI Water to go beyond SELL and achieve 153 Ml/d.
The blueprint commits the NIE to establish new organisational ar-rangements for integrated urban surface water drainage invest-ment, planning and delivery. Sus-tainable drainage systems (SuDS) should be the preferred option for managing surface water in new developments although the docu-ment recognised that long-term maintenance, ownership and li-ability for SuDS requires further consideration. 

The strategy has a long-term policy to “progressively reduce the amount of rainwater in the com-bined sewerage system”. This will mean separate drains for roads and other hard surfaces.As well, NI Water will be ex-pected to reduce the number of properties at risk of sewer flood-ing over the strategy period.

a water utility which could not be taken out of public ownership. And Martin has demanded an in-vestigation into the money spent by Irish Water on a “post-election lobbying campaign” designed to prevent its abolition.
In a document circulated earlier this month FF insisted a slimmed-down body to replace Irish Water could be up and running within 12-18 months. The document said it would cost €210m per annum to scrap charges – but that the aboli-tion of the Water Conservation Grant would save the taxpayer €110m. FF has accepted that it will need to address the issue of non-payment prior to the suspension of charges.
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Ofwat plans to stick by its 

guns on retail margin and 

cost allowances when it 

reviews non household 

(NHH) retail price controls later this 

year. In a draft statement of method for 

the review published last month, the 

regulator acknowledged the vigorous 

arguments for bigger margins and cost 

allowances put forward by stakeholders 

including prospective new entrants, cus-

tomer groups and at least one incumbent 

retailer. But it went on to rebut the asser-

tions one by one. 

On margin, Ofwat said it had “not 

found any compelling evidence that sug-

gests we should revise the overall NHH 

retail net margin of 2.5% allowed at 

PR14”. Retailers and others had put for-

ward arguments including that such a low 

margin would render retailers unfinance-

able as stand-alone businesses; would de-

ter new entry; and would not reflect the 

working capital requirements that had 

emerged as retailer-wholesaler payment 

terms had been developed (see credit 

terms story, p30). Ofwat disagreed, citing 

among the following arguments:

❙ The CMA’s energy sector investigation 

supports a net margin in the range 1% to 

3%. 
❙ PwC’s analysis on which the 2.5% is 

based remains valid. 

❙ There is evidence of interest in the NHH 

retail market in England both by incum-

bents and potential entrants.

❙ Recent developments in credit costs and 

working capital requirements are consis-

tent with a net margin of 2.5%. 

The regulator drew similar conclu-

sions on the case made for bigger cost 

allowances. These arguments were wide 

ranging in nature and drew on, among 

other things: energy sector comparisons; 

evidence of cost increases since 2013-14 

(price control calculations were based on 

NHH costs that year); and new costs that 

had emerged since PR14 including for 

bad debt, market operator arrangements, 

IT and marketing.  

Ofwat rejected calls for adjustment on 

the grounds that:

❙ There are a range of factors that explain 

why the absolute cost to serve in the en-

ergy sector is significantly higher than in 

the water sector. 

❙ In 2014-15, some companies experi-

enced cost increases and others experi-

enced reductions; “the causes of the cost 

increases appear to be company-specific 

factors and not external factors outside of 

the control of management”. 

❙ There is significant scope for efficiency 

improvement and innovation by compa-

nies.
❙ Actual and expected inflation is lower 

than anticipated at PR14 “so the PR14 ef-

ficiency challenge should be easier rather 

than more difficult to achieve”. 

❙ New costs proposed by stakeholders “are 

not relevant, have moved in the opposite 

direction to that suggested by companies 

or have not been supported with evidence”. 

Although not unexpected, Ofwat’s 

strong indication of intent on margins 

and costs will undoubtedly come as a 

blow to the likes of Scottish market retail-

ers Business Stream and Clear Business 

Water; Ofwat said both put in detailed 

submissions on these issues. Moreover, 

lessons from Scotland suggest wider retail 

margins have been a key factor in the ac-

tivity of that market (see report, p28). 

Uniform caps
Elsewhere in the document, Ofwat puts 

forward the idea of simplifying default 

tariff caps for large customers. The NHH 

controls are in essence default tariff caps, 

designed to provide backstop protection 

for customers. The caps comprise whole-

sale charges, a retail cost allowance, and 

the 2.5% net margin, with each company 

then free to allocate costs and margins to 

individual price caps. This has led to com-

plexity, with more than 250 default tariff 

caps in play across the industry. Ofwat 

notes: “Differences in how companies have 

approached allocating their costs and mar-

gins to individual tariffs has reduced trans-

parency and consistency, making compa-

rability across companies difficult.”

In response, the regulator has suggested 

continuing with bespoke caps for small con-

sumers, but introducing uniform caps on 

gross margins as a percentage of wholesale 

charges in two bands for larger consum-

ers – 1-50Ml and 50Ml+ – with similar ap-

plication to wastewater, trade effluent and 

surface drainage charges. Ofwat said this 

would not affect underlying tariff structures 

(a concern of many incumbents), though it 

noted it would consult separately on whole-

sale charging, including on the scope for 

tariff simplification, later in 2016.

If adopted, the move should come as 

welcome news to large customers, who 

crave as much simplicity and uniformity 

as possible (see MEUC story, p30). Sim-

plification could increase transparency 

and tariff comparability for customers, 

and help avoid any incentive on compa-

nies to make proposals for reallocating 

costs/margins between default tariff caps 

in a way that could skew cost recovery 

and limit competition. 

Ofwat confirmed the NHH PC would 

run for three years from April 2017 and 

issued a slightly revised timetable for the 

process, as shown in the table.  TWR

competition

watchWATER 
REPORT

the 

2.5% net mArgin set tO stAy

Date Milestone

19 may 2016 Ofwat confirms method and data table requirements

20 July 2016 Companies submit cost and margin allocations & data tables

15 sept 2016 Ofwat publishes draft determinations

28 Oct 2016 Deadline for response to draft determinations

15 Dec 2016 Ofwat publishes final determinations

April 2017 nhh price controls take effect

TiMeTable for The 2016 Nhh reTail price coNTrol
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Eligibility|report

report|Eligibility

C onfusion and differences of interpretation on whether customers have the right to switch supplier from 2017 will have been eased by publication of supplementary eligibility guidance by Ofwat – though inevitably some incon-sistency of application will remain. The regulator has sought to clarify 

thE ins And outs of who’s 
in And who’s out

Practical scenarios help to iron out market eligibility inconsistency

companies to  allocate the mixed use premises to the non household category and then use a number of techniques to establish whether it should stay there. These included scrutiny of company data; desk based research; requesting information from the customer; and gathering evidence on-site while, for instance, taking a meter reading. In the supplementary guidance, it provides ex-planatory scenarios for some likely com-mon problems – the principles of which could also be applied to other similar situations. These are shown in the table. The guidance also takes a practical line on prioritisation, advising: “We note that in certain circumstances, the application of the eligibility guidance may result in some very small sites becoming eligible for the market. We consider these sites should be eligible for the market, but gen-erally, that priority in the identification of eligibility and uploading of data should 

be guided by those sites which have the greatest potential to benefit from compe-tition.”
Ofwat’s retail market opening direc-tor Adam Cooper said water companies had given a “positive response that we have provided as much guidance as we can – but it is still guidance”. There will inevitably be premises that don’t neatly fit the principles and are not catered for by the scenario examples. One particular difficulty relates to sites that have differ-ent water and sewerage providers, each of which will have to assess eligibility sepa-rately. The guidance says: “In the major-ity of cases we consider that both services providers are likely to come to the same conclusion about eligibility, but there may be examples where water supply and sew-erage supply systems operate differently. For customer ease of understanding, we encourage companies to take a consistent approach where possible, although we 

accept it may be possible for a site to be considered household in relation to one service and non-household in relation to the other based on the circumstances of their principal use and the configuration of the relevant infrastructure.”It will also be an ongoing challenge for suppliers to keep tabs on eligibility as the use of premises changes – for instance, if a vacant property is brought back into use or as building sites become completed properties. 
Consultation on the supplementary guidance closed on 7 April. An associ-ated consultation, Updated eligibility guidance, is open until 2 May. This up-dates Ofwat’s eligibility guidance to take into account commencement of relevant provisions of the Water Act 2014, devel-opment of its thinking on the transition from the WSL to WSSL regime, and the position reflected in the supplementary guidance.  TWR

the guidance it issued in August 2015 on which customers should be defined as non household and hence eligible to switch, and which should be defined as household and hence ineligible, by apply-ing the general principles it set out then to specific scenarios. It has also suggested other criteria which may be considered where the application of the general prin-ciples does not result in a clear conclu-sion. The supplementary guidance applies to both England and Wales and supply by both licensed water suppliers (WSLs) and by new WSSLs (see report, p26).This followed requests for clarity from water retailers, who ultimately carry the can for allocating customers correctly. The new guidance points out: “Each li-censee is responsible for assessing the eligibility of premises/properties it sup-plies. Where a household has been incor-rectly placed into the market and then attempts to switch supplier, the onus is on the receiving supplier to assess the premises/property and refuse the transfer if the premises/property is not eligible.” It builds in outputs from workshops con-vened by both MOSL and Ofwat to ham-mer out the thorniest issues.In general terms, the supplementary guidance ranks eligibility considerations 

in a hierarchical order as follows: ❙ 1. Determine the extent of the premis-es. This is particularly relevant to sets of premises with a single supply point. Ac-cording to the guidance: “In cases where a company supplies several properties through a single supply point – for ex-ample, because they are connected to a private network – these properties should be defined as a single set of premises for the purposes of the licensing framework.” ❙ 2. Determine the principal use of the premises. In the majority of instances this should be sufficiently clear to allow prem-ises to be placed within the household or non-household market. ❙ 3. Where principal use is not readily ap-parent, liability for business rates or coun-cil tax may provide a first approximation.❙ 4. Where the premises are liable for neither or both rates (mixed usage), the principal use must be determined. “We suggested in our eligibility guidance that if the ‘household’ part of a single set of premises is dependent on the ‘non-house-hold’ part, the premises would generally be considered non-household.”
scenarios and prioritisationWhere ambiguity remains after this point, Ofwat had previously advised 

useful scenarios on eligibilitypremises type in
out

maybe

university  
accommodation

Campus with single supply point; catered hall of residence with its own supply point
self-catered hall of residence with its own supply point

housing

housing association units; local authority housing; serviced apartments; residen-tial properties run by management companies
hospitality holiday lets; short stay accommodationhomes for the sick & elderly Care homes (including staff residences if on a single shared supply point)

Care home staff residences with separate supply points; assisted living & sheltered housing
Car parks & garages those with supply points not attached to residences those on household supply pointsAnimal troughs standalone troughs

where supply point is shared with other premises, category is dependent on how those premises are classified.

Allotments both individual plots and those managed by associationsdevelopments building sites; show homes buildings in/around existing household premises - eg sheds, extensions
Zero rated & rate exempt properties

dependent on principal use
Vacant properties

dependent on principal use

Virtually all large water users are likely to switch after 2017 and three quarters of multi-sites plan to use a single sup-plier. The Major Energy Users’ Council (MEUC) canvassed opinion from its members – industrial and commercial customers – at its Spring Roadshows in Manchester and London. Elsewhere, the poll suggested oppor-tunity for good retailers to attract MEUC member custom: only 17% were happy with their current supplier while 39% were neutral – suggesting a better deal on price or service might galvanise a switch. Just under a third (30%) said they felt differently about different suppliers – evidence already that retailers can distin-guish themselves in the market. Finally, the MEUC asked large cus-tomers which was the most important issue to address before the market opens.  Ensuring consistency in processes and pricing across the regions was the clear winner, taking nearly half the vote. Ensuring data is correct also featured prominently: a quarter listed this as their top priority.  TWR
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With one year to go until retail market 
opening, DEFRA’s Sarah Hendry, Ofwat’s 
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main committed to an April 2017 go-live 
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Will good enough be 
good enough?
It’s the one-year-to-go milestone for non household retail market 
opening, and everyone seems to have an opinion on the state of 
play. These range from the positive – we’re just 12 months away from 
a new land of opportunity – to the downright negative: companies 
are struggling, data is bad and customers will be disappointed. 

The truth probably sits somewhere between the two extremes. 
It is welcome, then, to hear the Open Water partners taking a 
pragmatic line. Our interview this month is a triple-header: DEFRA 
director Sarah Hendry and the CEOs of Ofwat and MOSL, Cath-
ryn Ross and Ben Jeffs. The three leaders convey a commitment 
to opening the market on time in April 2017, but are sensibly not 
over-promising on what that market will deliver in the short term. 
Hendry sums up the position: “You can’t expect any market to be 
fully functioning and mature on day one. The question is: is there 
enough in place, are the building blocks there, for it to be a cred-
ible opening? The market can evolve and mature after that.” 

Ross agrees that “open” doesn’t mean the market won’t need 
to change. She openly envisages issues surfacing – specifically she 
mentions issues concerning compliance and the level playing field 
– but points out that such things are part of the “normal evolution 
of markets” not anything that should prevent go-live.

This is the business of managing expectations; of treading a fine 
line between delivering on a political promise to give customers 
the choice they want (see p27) while not leaving themselves open 
to criticism that the market isn’t immediately living up to the pic-
ture they painted of it. It’s a matter of central arrangements and 
company preparations being good enough to go, not perfect. 

A good illustration of the approach is the recent amendment to 
the market readiness licence condition Ofwat has proposed intro-
ducing into water company licences. It has been revised to reflect 
the fact that 100% data accuracy isn’t realistic and in fact that the 
condition only needs to be “targeted at the outcome that must 
be achieved, specifically that each company’s data is sufficiently 
accurate to enable the effective functioning of the market”.

The $64,000 question is: will “good enough” be good enough? 
It will be good enough to open but will it be good enough for 
the customer experience to be positive? Good enough for water 
company reputations not to 
suffer? Good enough for new 
entrants to be attracted in? 

Editor: karma Ockenden e: karma@thewaterreport.co.uk t: 07880 550945
Art Editor: Numa Randell e: numa@randell-family.org.uk t:07754269168
Subscriptions: subs@thewaterreport.co.uk Single annual subscription £699; 
corporate annual subscription (10 copies plus unlimited e-copies) £1,999.
Website: www.thewaterreport.co.uk
Address:  The Water Report, 68 Church Street, Brighton BN1 1RL
Publisher: kew Place Limited

Feedback, comments and 
suggestions very welcome. 

Contact me on  
karma@thewaterreport.co.uk  

or 07880 550945.

SUBSCRIBE AT:
subs@thewaterreport.co.uk 
www.thewaterreport.co.uk
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the Water Report expert Forum – 
leaders and opinion-formers from 
in and around the sector (see box 
tWr expert Forum) – is far from 

enamoured by the prospect of Britain 
leaving the eU. Few see much upside po-
tential for the water industry, but plenty 
see downside risk. 

earlier this month, The Water Report 
and our research partner accent polled 
Forum members on how UK water might 
be affected by an out vote. as chart 1 
shows, in overall terms, two-thirds said 
Brexit would be negative for the UK wa-
ter industry. a further 19% considered 
it would have no effect, and just 14% 
thought it would be positive. The biggest 
perceived threats and opportunities iden-
tified by Forum members are shown in 
table 1.

Chief among the issues driving negative 
sentiment was the expected impact on 
investment. among respondents’ com-
ments were:
❙  “It is likely to cause uncertainty and in-
crease interest rates. In addition it will dis-
courage some foreign investors who have 

big stakes in the UK water industry.”
❙  “It would lead to economic uncertainty 
and might spook some of the eU based 
lenders. I think we can expect bank rates 
to rise in UK and for there to be a risk pre-
mium added to eU based and USD based 
loans.”
❙  “Loss of the european Investment Bank 
(eIB) as an investor would be detrimen-
tal.”

others with negative views cited con-
cern for the possible impact on quality 
standards:
❙  “The UK water industry has been 
strongly focussed on delivering european 
standards compliance for many years. 
While these or similar standards would be 
likely to remain under Brexit, there may 
well be a change in appetite for, and speed 
of, work to deliver and maintain compli-
ance.”
❙  “eU policies and rules have driven up 
improvements in all areas of the water en-
vironment.”

However, to others, freedom from euro-
pean quality and environmental standards 
was a positive. one commented: “a lot of 
the costs in the industry are related to meet-
ing eU standards. at the moment, there is 
not much public discussion on those costs 
which the government is imposing on cus-
tomers. If the UK exited the eU and had to 
set its own environmental standards, there 
[would] need to be more explicit public dis-
course on those standards and if customers 
should continue to pay for those standards. 
This additional transparency would be a 
positive from exiting.” another saw an op-
portunity to tailor standards better with-
out the unifying influence of Brussels: “I’m 
pro-eU but I think the eU Directives which 
affect our industry are not as good as they 
could be for an island.”

No upside for investment
to gauge sentiment on such key issues 
in more depth, The Water Report asked 

BRExIt: LIttLE UPSIDE 
FOR Uk WAtER 

Securing investment would be hard hit if 
Britain left the EU, according to the findings 
of our latest Expert Forum poll.

how respondents felt exit would impact 
three overarching issues: securing in-
vestment, protecting the environment 
and policy certainty. The results are 
displayed in chart 2  and show securing 
investment is the area expected to be 
hardest hit. Not a single Forum mem-
ber thought Brexit would be positive for 
securing investment, while 57% said it 
would be negative. There were repeated 
mentions of access to eIB funds in par-
ticular. 

There was some positive sentiment re-
garding the environment, but this was 
still dwarfed by the proportion reporting 
negative views. one said it was “difficult 
to imagine a Conservative government 
giving the protection of the environment 
much priority without the eU to mandate 
in this area”.

Brexit attracted a fair amount of 
positive sentiment regarding the issue 
of policy certainty, with just short of 
a third of respondents seeing upside.  
one reason cited was more local con-
trol over policy: “policy will be made 
in London rather than Brussels and 
London.” However, many others com-
mented negatively, including the fol-
lowing:
❙  “european policy provides a degree of 
stability in terms of direction and priori-
ties. Without this moderating effect UK 
water policy could be much more volatile; 
bad news for an industry that needs policy 
stability and clarity.”
❙  “If we leave there will be vocal opposi-
tion to some of the current and planned 
environmental safeguards which will lead 
to uncertainty.”
❙  “Negative while the exit is being negoti-
ated and also negative because the scope 
for policy changes with changes of gov-
ernment would be slightly greater.”

TWR ExPERT FORUM

the Water Report, in partnership with 
market research company Accent, set up 
the Expert Forum to consult every other 
month on a key industry issue. Approxi-
mately half our Forum members are at board level and 
most of the remainder in other senior management posi-
tions. Many thanks to all those who have joined. 

Group members are emailed surveys which should 
take no more than ten minutes to complete. Responses 
are treated as confidential. Findings will be reported in 
aggregate only and any comments used will be ano-
nymised. 

the next Forum will take place in May for the June 
issue of the Water Report. We would be delighted to 
welcome more members in senior positions. If you are in-
terested, or if you have a topic suggestion for the Forum, 
please email karma@thewaterreport.co.uk
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A hiatus?
Following on from the certainty ques-
tion, we asked the Forum: in the event 
of a vote for Brexit on 23 June, how 
long do you think it will take for your 
organisation to be able to confidently 
make business decisions for the future? 
a fifth were confident they would be 
able to act immediately. The rest antici-
pated a hiatus of some kind. Just over 
half (57%) felt there would need to be a 
wait of as yet indeterminate but approx-
imately intermediate length: decisions 
could be taken once Brexit terms are 
understood. (However, one cautioned 
that to even get to this point could be 
a way off: “I think it will take a number 
of years to negotiate Brexit and a few 
more to implement.”) The final quarter 
expected confident decision making to 
take considerably longer. For instance, 
one respondent observed: “It will take 
some time for the ‘dust to settle’ on 
what the drinking water quality and 
environmental performance standards 
will become.” These results are shown 
in chart 3.

TABLE 1. WHAT IS THE BIggEST THREAT/OPPORTUNITy FOR 
THE WATER INDUSTRy FROM BRExIT?

Biggest threat Biggest opportunity

Investment:
❙  “Potential impact on EIB funding and 
investor confidence.” 
❙  “Access to long term investment.” 
❙  “temporary financial instability, followed 
by longer term losses of investors and R&D 
opportunities.”
 ❙  “Withdrawal of foreign investment.”

Flexibility on quality standards:
❙  “A more informed and flexible approach 
to setting and delivering environmental 
gain.” 
❙  “Leaving the EU and setting our own en-
vironmental standards, with the additional 
transparency and debate resulting from 
that process, could create the opportu-
nity to tackle the issue …of the Uk Govern-
ment using the current arrangements as 
‘an environmental credit card’ with too 
little regard for those paying the bills.”
❙  “Unfettered ability to determine environ-
mental standards.”

Quality protection: 
❙  “Progress on drinking water and envi-
ronmental standards has largely been 
driven by European standards. Although 
it’s difficult to imagine any Uk government 
relaxing standards for drinking water, it is 
very easy to imagine the temptation of 
relaxing environmental objectives. this 
would make it more difficult for the water 
industry to continue to secure investment 
in infrastructure and capital maintenance. 
Progressive asset deterioration would be 
bad news for customers as well as the 
ecosystem services on which we all rely.”

More control over policy and regulation: 
❙  “Certainty and control around regula-
tion.” 
❙  “Greater freedoms in regulation.” 
❙  “More tailored regulation designed spe-
cifically for the Uk rather than for average 
conditions in the whole EU”. 
❙  “Opportunity to develop its own water 
and environmental policies.”
❙  “to tailor compliance standards to the 
specific needs of Uk citizens and the Uk 
environment.”
❙  “Speedy policy decisions.”

Uncertainty & increased risk: 
❙  “Risk that the exit drags on and creates 
additional financial uncertainty which 
results in a higher cost of capital at the 
next price review.” 
❙  “Period of uncertainty for the economy 
whilst exit terms are negotiated.”

Less red tape: 
❙  “Less red tape enabling more innovation 
and investment into certain areas.” 
❙  “Less rules which inhibit innovation. 
Ability to form stronger alliances with pow-
erhouse economies outside the EU.” 
❙  “Rationalise the various directives

Reputation will suffer: 
❙  “the perception of the Uk as ‘Little 
England’ reluctant to be a full and active 
player in global markets.”

More domestic investment: 
❙  “Opportunity to secure more home 
grown financial investment.”

Research will suffer: 
❙  “Some loss of collaborative research.”
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TABLE 2: WHAT DO yOU THINK yOUR COMPANy’S FIRST ACTION 
SHOULD BE IN THE EVENT OF A VOTE TO LEAVE THE EU?

Strategy Comments
Protect the 
money

❙  “Spend time trying to persuade shareholders that it will be alright really!”
❙  “Activate our plan to replace Euro bank loans on the open market.”
❙  “to confirm existing financing facilities.”

take stock ❙  “A Board and Risk Management Committee review.”
❙  “Seek advice on potential impact on competition law.”

keep calm 
and carry on

❙  “Business as usual.”
❙  “Wait to understand the full terms and how they will be implemented, 
particularly around the application of regulations.”

Strength in 
numbers

❙  “Ensuring that Water Uk briefs the government’s negotiators on Brexit 
on the requirements of the sector.”
❙  “Work with the rest of the water sector to clarify investment.”

the business of water
Water companies are businesses, as well as 
specialists in the provision of clean water 
and sewerage. The indirect practical effects 
of Brexit (both positive and negative) have 
been raised by many sectors – for instance, 
implications for procurement processes 
and staffing. We asked respondents how 
they felt Brexit would affect their business.

as shown in chart 4, water sector con-
cern on this front is far less significant.  a 
half or more of all Forum members said 
there would be no impact in any area. 
aside from access to finance which has 
been discussed above, research and de-
velopment emerged as the area where the 
highest proportion of respondents fore-
saw a negative impact. 

a significant chunk – 19% – felt pro-
curement and tendering processes would 
be positively affected by Brexit, presum-
ably a hope that some of the more oner-
ous eU-prescribed aspects could be done 
away with. Similarly, 10% saw upside re-
garding use of data – again, presumably a 
hope of less restrictive legislation. 

Finally, The Water Report asked 
Forum members to predict what their 
organisation’s first action should be in 
the event of a vote to leave the eU. once 
again, shareholder relations and financ-
ing dominated the action. Some of the 
comments we received are displayed in 
table 2.  tWr
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The Water Report worked with energy title 
New Power in pulling the Brexit survey together, 
and New Power readers completed the same 
poll as the tWR Expert Forum. the idea was to 
compare sentiment on an out vote between 
the two industries. 

❙  New Power editor Janet Wood summarises 
the energy results below, with little to distinguish 
them from those from our Forum:
There is little upside to an exit from the EU for the 
UK’s energy industry, a survey for New Power 
revealed, and significant downside risks. 

That concern existed even though respon-
dents felt that the UK’s place within a European 
energy market would be unlikely to change. 
Existing trading arrangements would remain 
in place and plans for increased interconnec-

tion would mean day to day operations would 
continue to be closely linked. But that position 
came with risk: several respondents pointed 
out that the UK would have to comply with EU 
market rules but would lose its ability to influ-
ence them.

The biggest risk was seen as the ability to 
access international finance, both because of 
uncertainty during the referendum and exit pro-
cess and in the long term for a UK outside the EU. 
That uncertainty extended to the likely actions of 
European-headquartered utilities like RWE and 
E.On after a vote to leave.

Some respondents did see weak upside in an 
exit, because it would allow the UK to rethink 
its energy policy. But views here were mixed: 
Brexit offered an opportunity to escape Brussels’ 
influence, but while some thought that was an 

opportunity for more flexibility others saw it as 
increased political risk. 

Those looking for upside also saw some po-
tential short term gains for exporters, because 
they expected to see the value of Sterling falling 
sharply in the event of a vote to leave. But 
others said the downside risk for importers and 
commodity traders was more important. 

Overall, a third of respondents thought their 
company performance would be worse after 
an exit and just 8% thought it would be better. 

Only a quarter of respondents thought that 
they could take business decisions with the 
referendum looming. Half considered they 
had to wait until the terms of any exit become 
clear and a quarter thought they would have 
to wait much longer – either after the exit was 
complete or still further in the future. 

ENERgy ON THE SAME PAgE
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there are some new developments 
on two topics that have been men-
tioned a few times already in this 
column.

DWD revisions…again
First the latest on the Drinking Water 
Directive. It looks like the policy op-
tions are going to be revised again – I 
think this will be the third time in four 
months. The good news is that some of 
the more unachievable and hopelessly 
complicated options like a water safety 
label are no longer in the Commission’s 
thinking. That’s good as it was never 
clear where the label would be applied – 
was it to the water as it leaves the treat-
ment works or as it leaves the tap, or 
somewhere in between?

also, it looks like any plans to intro-
duce mandatory eU-wide benchmarks 
on water services are now also off the 
agenda. I am glad the Commission has 
listened to sense on this. The Commis-
sion is still sticking to its plan for a body 
like the Consumer Council for Water in 
every eU Member State. perhaps this will 
be an opportunity for the sector to export 
its expertise, just as water minister rory 

Stewart suggested at the recent Water UK 
City Conference.

Overflows report 
Next, another regular topic for this col-
umn – overflows. We have just seen the 
latest version of the report from the Com-
mission’s consultants. overall, the Com-
mission seems to be concerned about the 
lack of information and monitoring of 
overflows, their impacts and how infor-
mation is given to the public. 

This review found that all Member States 
address storm water overflows on some 
level: for example, those with incomplete 
transposition of the Urban Wastewater 
treatment (UWWt) Directive have stan-
dards or guidance that mention the issue. 
However, the review found that the major-
ity of Member States do not have a national 
definition for key terms, including “storm 
water overflows” themselves.

The review also showed that, in addi-
tion to a limited understanding on the 
occurrence of overflows, limited data is 
available at Member State level on the un-
derlying drivers of storm water overflows, 
i.e. rainfall variability, design characteris-
tics of sewer and overflow structures and 
the impervious area that is connected to a 
particular combined sewer system. 

The review identified three broad areas 
where action could be taken to improve 
the knowledge base and better assess the 
impacts of storm water overflows: 
❙  Better understanding of the impact of 
storm water overflows on the quality of 
the receiving water body. 
❙  Better assessment of health risks, based 
on the exposure of human activities to 
contaminated water. 
❙  an approach to monitor storm water 
overflows .

The review mentions the UK infringe-
ment case from 2012 which affirmed the 
need for Member States to implement 
the provisions on storm water overflows 
in the UWWt Directive. It suggests eU 
guidance could be developed and could 
clarify several concepts and principles 
cited in this case, in the UWWt Direc-
tive and in discussions of storm water re-
sponses. For example: 
❙  What are “normal climate conditions” 
under which the occurrence of storm wa-
ter overflows would be non-compliant? 
❙  What are “circumstances of an excep-
tional nature” under which storm water 
overflows may be acceptable? In particu-
lar, how would “exceptional rainfall” be 
defined? 
❙  Could quantitative objectives and stan-
dards be set to control and reduce the 
occurrence and impact of storm water 
overflows? 

A common approach?
The review suggests that guidance on 
applying this provision would help to 
ensure that Member States follow com-
mon approaches to address storm water 
overflows, including how to quantify 
in monetary terms the effects on the 
environment and health of untreated 
discharges. However it adds Member 
States have established standards and 
guidance for storm water overflows, 
and different collecting system situa-
tions and local climatic conditions. So 
the review concludes that it will be dif-
ficult to reach an agreement between 28 
Member States on a common european 
approach.

We will find out very soon more detail 
about the overall timeline for the review 
of the UWWtD.  tWr

watch
EuropE

IN BRUSSELS thIS MONth: 
COMMON SENSE ON DWD; 
OVERFLOWS UNDER INFORMED

Neil Dhot is secretary general 
delegate at EurEau, the 
European Federation of National 
Associations of Water Services. 
Neil will be providing an update 
from Brussels each month.
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Ofwat has heeded calls from 
investors and others to 
share details on exactly 
how it plans to ensure the 

rpI-CpI transition at pr19 is value neu-
tral. and ahead of the publication of its 
decision document on the indexation of 
future price controls next month, it has 
shared other research which suggests it 
will press on with its groundbreaking plan 
to change the indexation of regulatory 
capital value (rCV) as well as revenues. 

Following calls for more transparency 
– for instance, at Water UK’s City Confer-
ence last month and in a KpMG paper for 
United Utilities on the nature and depth of 
the commitments required from ofwat to 
deliver revenue and value neutrality – the 
regulator held a workshop in March where 
it presented an illustrative model to demon-
strate how true-ups could be calculated in 
practice. It has now made its thinking pub-
licly available, publishing on its website:
❙  the rpI-CpI illustrative true-up model

❙  a guide to assumptions and use of the 
model
❙  a study commissioned from oxera on 
the potential benefits and costs of differ-
ent options for change.

Speed of change
The oxera work, Indexation of future 
price controls in the water sector, suggests 
success in alleviating investor concerns 
about revenue and value neutrality will 
be one of the determining factors in when 
(the implication is not ‘if ’) the rpI-CpI 
transition is made. It noted: “The desir-
able speed of transition may depend on 
the extent to which ofwat and the indus-
try can work together to alleviate some 
of the existing concerns about the NpV-
neutrality of the proposed changes, and 
on the emerging bill profiles.”

oxera scrutinised several options for 
indexation change, ranging from no 
change, a change to the indexation of 
revenues only, a change to the indexation 
of both revenues and rCV, and options 
which involve different proportions of 
the rCV continuing to be linked to rpI. 
Given the uncertainty around the final 
UK Statistics authority decision regard-
ing the status of CpIH, it also considered 
both CpI (the generally used measure of 
inflation) and CpIH (which is CpI includ-

CPI: OFWAt ShARES NEUtRALItY 
MODEL AND OPtIONS StUDY

ing the costs of owner-occupied housing) 
as potential candidates to replace rpI. 
These options are summarised in table 1. 

oxera’s work suggests the impact on 
customer bills, rather than any financing 
or operational concern raised by compa-
nies and their investors, is the thing might 
justifiably put the breaks on the speed of 
indexation change.

Revenues and RCV
The report snubs the arguments made 
by some investors that rpI remains a le-
gitimate index and should continue to be 
used. It said: “overall, we find that rpI 
is calculated using a statistically flawed 
method, has been discontinued as a na-
tional statistic, and generally results in an 
upwardly biased measure of consumer in-
flation. It is therefore appropriate to phase 
rpI out of the price control framework.” 

This supports the findings of the 2015 
Johnson review which urged regulators and 
other public bodies to aim to discontinue 
the use of rpI and to rely on more inter-
nationally accepted statistics. In the case of 
water, oxera found there to be a “clear case” 
for moving away from rpI revenue index-
ation and “good reasons” to change the basis 
of the rCV indexation. The report added: 
“Given the identified issues with rpI as an 
inflation statistic, options that involve faster 
transition of the rCV to CpI (or CpIH) in-
dexation might be preferable.”

The report came down on the side of 
moving to CpI rather than CpIH, but 
noted this may change if the government 
were to adopt CpIH as its primary measure 
of inflation (as suggested by the Johnson 
review). Investors have pointed out that 
a CpI market may take years to emerge: 
there is little demand for CpI-linked debt 
currently and a liquid CpI government 
bond market may not develop. They argue 
ofwat would in effect be putting the cart 
before the horse in creating CpI demand 
and expecting the market to respond.

The oxera analysis dismissed this as an 
issue, finding it is “not evident that there 
is a need for ofwat to demonstrate that a 
sufficiently liquid CpI-linked debt market 
exists”. It accepted the CpI-linked debt mar-

An Oxera report finds the 
impact on bills, not investor 

arguments, may justify a 
gentle transition to changing 

the indexation of RCV

TABLE 1: OPTIONS FOR CHANgE
Option Indexation 

of revenues
Indexation of the RCV

Option 1: no change  RPI RPI

Option 2: only revenue index-
ation is changed

CPI (or CPIh) RPI

Option 3: full switch CPI (or CPIh) All RCV indexed to CPI (CPIh)
Option 4: transition based on 
the notional proportion of 
RPI-linked debt

CPI (or CPIh) 15% of the RCV indexed to RPI; the rest, 
including new RCV, to CPI (or CPIh)

Option 5: transition based on 
Water 2020 preferred option

CPI (or CPIh) 50% of the RCV indexed to RPI; the rest, 
including new RCV, to CPI (or CPIh)

Option 6: transition based on 
notional equity

CPI (or CPIh) 62.5% of existing RCV indexed to RPI; the rest, 
including new RCV, to CPI (or CPIh)

Option 7: transition based on 
new RCV only

CPI (or CPIh) existing RCV indexed to RPI; new RCV addi-
tions post-2020 indexed to CPI (or CPIh)

Source: Oxera
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ket was “currently in its infancy, with the 
absence of a government CpI-linked bond 
market being a key driver of this”. It com-
mented that predicting the costs and speed 
of development of such markets is difficult: 
“on the one hand, it is conceivable that, at 
least initially, CpI-linked products will be 
more expensive than other debt instru-
ments currently available to the industry. 
on the other hand, there are other drivers, 
such as growing pension fund demand for 
CpI-linked assets, that could help to unlock 
a competitive CpI- linked market more rap-
idly than has been observed historically for 
other nascent financial instruments.”

In light of this uncertainty, the report 
concluded it was reasonable for ofwat to 
hold fire on plans for 2025 onwards and 
to keep a watching brief on developments. 
It said: “Companies’ financing choices are 
driven by a range of factors, not just the 
indexation metric used by the regulator in 
the price control. It may well be the case 
that companies continue to use a mix of 
nominal and rpI-linked debt, as well as 
explore opportunities for CpI-linked issu-
ances. This may reveal useful information 
about the costs of such products for future 
regulatory periods.”

Risk and NPV neutrality
The report looked at regulatory risk and  
acknowledged that changing a long stand-
ing element of the regulatory framework 
– particularly a change to the indexation 
of rCV and the use of more discretionary 
tools such as pay as you go levers and run-
off rates to adjust cash-flow profiles – carries 
the potential of a regulatory risk increase.  
It advocated the tonic of transparency and 
good communication, pointing out that 
“the more clarity ofwat can provide on how 
the NpV-neutrality commitment will be 
achieved in practice, the more the concerns 
raised are likely to be alleviated”.

Specifically, it suggested the following 
elements could help to ensure NpV-neu-
trality in practice:
❙  ensuring that nominal totex allowances 
are not affected by changing the index-
ation measure
❙  ensuring that the nominal allowed 
WaCC is not affected by changing the in-
dexation measure
❙  continued assurances that ofwat will en-
able companies to use cash-flow profiling 
tools to maintain balance between cash 
flows within a price control period and 
rCV growth.

oxera added: “However, as with any 
change to the regulatory framework, there 
are inevitable limits on what can be com-
mitted to, in particular beyond a five-year 
price control period. In this regard, the reg-
ulator’s track record of managing change is 
likely to be an important driver of the over-
all perceived risk and stability of the sector.”

The research concluded: “overall, it is not 
clear that the concerns raised should trans-
late into a cost to companies (and therefore 
a cost that needs to be passed on to consum-
ers) under any of the options considered.”

Similarly short shift was given to any 
suggestion that changing indexation ar-
rangements (under any option considered) 
would materially change the industry’s op-
erational risk or financing costs – in aggre-
gate. oxera accepted “the impact may be 
felt differently by different groups of debt/
equity investors” but said holistic consider-
ations were more important: “Given that, in 
aggregate, risk is not increasing and there 
is a market for equity and debt finance in 
the sector, it is unlikely to be in consum-
ers’ interests for the indexation choice to 
be unduly influenced by the needs of one 
specific investor group.”

Bill impact
More than any other factor, it is the im-
pact of rpI-CpI transition on bills that 
gives the researchers pause for thought. 
They find indexation of revenues would 
have no impact on bills but options that 
involve a change to the indexation of the 
rCV would. Without any mitigating ac-

tion, there would be an increase in bills 
in the short and medium term which 
would be offset by lower bills in the lon-
ger term. The report explains: “The size 
of the short term bill increase will depend 
on how much of the rCV is indexed to 
CpI (or CpIH) versus rpI—the more of 
the rCV is switched to CpI (or CpIH), 
the bigger the bill impact. However, we 
note that ofwat has suggested that com-
panies may need to explore options for 
smoothing the bill impacts through oth-
er regulatory levers. These levers include 
expenditure that is reimbursed as paYG 
and the speed of depreciation of the rCV 
(run-off rates).”

oxera said some price rises could be jus-
tifiable – “if some indexation options im-
ply a change to the level and profile of bills 
that helps to improve the cost-reflectivity 
of tariffs, such change could bring bills 
closer to their fair level. This suggests that 
some change in bills might be justifiable, if 
phased in gradually without prompting an 
undue adverse response from consumers. 
overall, this would support options that 
involve changes to the indexation of the 
rCV, but a specific desirable speed of ad-
justment is difficult to establish.” 

Given this, the report concludes: “How-
ever, we are mindful of the potential bill 
impact of a fast transition, and the impact 
that this appears to have on the perceived 
credibility of ofwat’s NpV- neutral-
ity commitment. Therefore, on balance, 
there is a credible case for some form of 
transition of the rCV indexation.”  tWr

TABLE 2: BENEFITS AND COSTS: SUMMARy
Dimension Benefit or cost relative to Option 1 

(no change)?
Does the impact differ significantly by 
option?

Legitimacy of the  
inflation statistic

 Overall, any change is likely to 
bring a benefit, but one that can-
not be reliably quantified.

 Options that involve faster transition 
of the RCV to CPI (or CPIh) indexation 
might be preferable.

‘Fairness’ of consumer 
bills and volatility of 
consumer bills

Overall, any change is likely to 
bring a benefit, but one that can-
not be reliably quantified.

Difficult to distinguish between the op-
tions on the basis of these two specific 
criteria.

Reflectivity of move-
ments in companies’ 
operating costs

No material cost or benefit. the impact is similar under all options 
considered.

Impact on financing 
costs

No material benefit or cost. the impact is similar under all options 
considered.

Impact on regulatory 
risk

Ofwat could take mitigating ac-
tions to ensure that perceptions do 
not translate into a direct cost to 
consumers.

Perceived increase in regulatory risk 
likely to be higher, the faster the transi-
tion of the RCV indexation to CPI (or 
CPIh).

Source: Oxera
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WICS has set out a possible 
long term vision for the 
Scottish water industry 
which envisages low or 

no borrowing from the Scottish Gov-
ernment, increased maintenance spend-
ing and ring fenced resilience funds, all 
the while keeping customer bills at or 
around inflation. It put its ideas forward 
in a series of papers which are designed 
to promote discussion by an “advisory 
panel” – a group of experts who will pro-
vide comment, challenge and insight on 
the regulator’s proposals for how the reg-
ulatory framework could be enhanced 
ahead of the next price review (see box 
– WICS advisory panel p13). 

The theme of the latest set of panel pa-
pers is to explore options for establishing a 
practical and sustainable governance and 
financing framework for the water indus-
try in Scotland, in the context of public 
sector ownership and other background 
factors (see box 2 – the Scottish water en-
vironment). WICS suggests that the com-
bination of a long term vision and a stable 
financial/regulatory framework would be 
useful to Scottish Water as it pursues in-
novation and further efficiency improve-
ments to deliver more for customers. In 
particular, today’s low inflation environ-
ment provides an opportunity to develop 
this further – to allow for higher levels of 
capital maintenance and resilience fund-
ing. It sees an opportunity to reduce or re-
move the need for the government to lend 
to Scottish Water, which would increase 
predictability for the company, and argues 
there “is a reasonable prospect of custom-

WICS: BACk OFF 
ON BORROWING 
AND RING FENCE 
RESILIENCE FUNDS
Scotland’s regulator continues with its year-
long strategy to inform its methodology for 
the next price review. On the agenda this 
time: sustainable finance.

ers’ bills being below the rate of expected 
inflation for the foreseeable future”. Below 
we unpack and explore the key themes. 

Borrowing…
Contrary to expectations in 1999 when 
economic regulation was introduced to 
Scotland’s water sector, high levels of 
enhancement expenditure look set to 
stay, largely on the back of ongoing eu-
ropean quality requirements. This raises 
the question of what level of borrowing 
is appropriate to fund it. WICS notes the 
high levels of borrowing that have come 
to characterise the sector in england and 
Wales and the high dividend levels these 
have helped sustain. Chart 1 shows the 
proportions of debt and equity finance 
employed by the water industry in eng-
land and Wales over time. 

WICS questions the intergenerational 
equity associated with ongoing borrow-
ing:  “Current shareholders and custom-
ers may be benefitting at the expense of 

future generations. The risk is that the 
cost of financing the water industry in-
creases over time. Sooner or later such an 
increase in the cost of financing would be 
to the detriment of customers. even at to-
day’s low interest rates, it would likely… 
take no more than 25 years for the interest 
cost accumulated on this regular borrow-
ing to exceed the next annual instalment.”

Scottish Water is in a better position 
than companies south of the border, hav-
ing borrowed less and paid no dividends. 
But nonetheless the regulator would like 
to see a reduction in its reliance on bor-
rowing to finance enhancement invest-
ment. as chart 2 shows, there has been 
a steady increase in the level of net new 
borrowing as a proportion of the en-
hancement investment programme. alan 
Sutherland, WICS chief executive, points 
out that far from coming under govern-
ment pressure to reduce water borrowing, 
the Scottish Government has committed 
to delivering finance. The initiative on this 
is entirely from the Commission. 

timing is key for WICS in comment-
ing on what the actual level of prudent 
borrowing should be. In the long term, 
it argues it is appropriate to borrow only 
a proportion of the cost of an incremen-
tal enhancement and that the term of the 
borrowing should be shorter than the ex-
pected life of the asset that is created. In 
fact it argues there is no intrinsic reason to 
borrow if the level of average annual ex-
penditure on enhancing assets is expected 
to remain broadly constant over the me-
dium to long term. to do so is to increase 
cost as interest charges will be incurred.

It cites the option of Scottish Water 
redirecting cash flow internally to its 
next highest priority investment as an 
alternative to regular borrowing, in a 
similar way that some governments and 
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CHART 1: DEBT AND EQUITy IN THE WATER INDUSTRy
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large companies do to self-insure (using 
cash flows from their range of activities 
to underwrite the risks that they run). 
The WICS papers model four borrowing 
scenarios and their impact on prices (see 
below). 

…from customers
The regulator accepts there would need 
to be some exceptions to this low/no bor-
rowing approach – for instance, short 
term borrowing to manage cash flow 
may be necessary, or there may be a spe-

cific set of circumstances where enhance-
ment borrowing is sensible. It explains: 
“This could be the case if there were a 
short-term pressure to comply with a new 
Directive or to deliver some other de-
sired output and future expenditure was 
brought forward without affecting the 
long run average level of spending. one 
example could be a decision to remove 
lead from the entire water supply system. 
This would be a demonstrably one-off ini-
tiative, which would benefit both current 
and future customers. as such, it could be 
appropriate to spread the cost of this work 
over a much longer period than the actual 
period required to complete the work.” 

Should such financing be necessary, the 
WICS paper offers some possible options 
as alternatives to borrowing from the gov-
ernment. They centre on involving cus-
tomers in sustainable financing. 

❙  customer bonds. These could be 
bought by Scottish Water customers only. 
WICS notes: “The recent low-interest rate 
environment has meant that retail bond 
issuances have become more popular and 
have been met with strong demand. an ex-
ample can be found in Severn trent’s 2012 
retail bond issue to help finance its 2010-
2015 capital investment programme.” This 
raised £75m through an rpI linked 10 
year sterling bond. The regulator adds that 

BILL IMPACT SCENARIOS
Scenario SW average bill relative to 

average E&W bill
SW average bill relative to 
Severn Trent average bill

Currently SW £39 cheaper SW £17 higher
SW annual nominal  
increase of 1.6%, by 2027

SW £76 cheaper SW £2 cheaper

SW annual nominal  
increase of 1.9%, by 2027

SW £63 cheaper SW £10 higher

3 year rolling average
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CHART 2: NEW BORROWINg AS A PERCENTAgE OF SCOTTISH 
WATER’S ENHANCEMENT ExPENDITURE 2002 – 2015

WICS’ vision for future financing and governance is designed to cater for, 
and respond to, the following background factors:

❙  Ongoing investment requirements. “the original expectation was that 
the significant investment in improving water quality and environmental 
performance would be required for up to about ten years. It is now clear 
that current levels of enhancement investment are set to continue beyond 
the deadlines for the implementation of the Water Framework Directive (in 
2027). Further directives relating to hazardous substances and, potentially, 
rural supplies will require further, potentially significant, expenditure.” 

❙  Scottish Water’s de facto limitation to borrowing only from the Scottish 
government. the overview paper advises: “Scottish Water could theoreti-
cally borrow from any source – but it must be able to demonstrate that it is 
the cheapest source available. this has the effect of ensuring that all me-
dium and longer term borrowing is provided by the Scottish Government.”

❙  The range of pressures on the Scottish government budget inevita-
bly leads to uncertainty over the levels of available borrowing over the 
regulatory control period. According to WICS: “Such uncertainty may be 
detrimental to the effective management of the business. It could remain 
little more than a distraction or it could, in future, impact on the efficient 
planning and procurement of larger improvement projects.”

❙  The long run cost of borrowing. “From a customer perspective, borrowing a 

consistent amount year in, year out may reduce bills in the short to medium 
term – but it increases bills over the long run. Even at today’s low interest rates, 
say 4%, it takes just 25 years for the interest cost accumulated on this regular 
borrowing to exceed the next annual instalment. And if new borrowing cov-
ers the cost of anything other than true increments to the asset base, future 
customers could be left with more than their fair share of the costs. A ‘pay as 
you go’ approach is both cheaper and is likely to be more transparent.”

❙  Scottish government objectives and charging principles for the water in-
dustry have been consistent over time and according to WICS “there is little 
reason to believe that they will change markedly”. this supports a long term 
and sustainable approach to the industry. Common themes include: a de-
sire to keep charges stable and predictable over the long term; that Scottish 
Water should continue to improve levels of service to customers and value 
for money; and that economic growth should be accommodated. Deliver-
ing these objectives will require Scottish Water to innovate. 

❙  Price expectations. there has also been a broad consensus that bills 
should not increase faster than inflation. WICS adds: “the increased politi-
cal scrutiny of the water industry in Scotland (a function of its devolved 
status and Scottish Water remaining in public ownership) also means that 
the level of bills in Scotland is regularly compared to that in England and 
Wales…It seems likely that there will continue to be an expectation that 
water bills in Scotland should be cheaper than in England and Wales and 
that they should not increase faster than the rate of inflation.”

THE SCOTTISH WATER ENVIRONMENT
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some companies – for instance online wine 
retailer Naked Wines – have offered prod-
uct credit as an alternative to cash inter-
est payments, usually on more favourable 
terms. potentially, Scottish Water could 
credit customers’ accounts as an alternative 
to paying returns out in cash. 

❙  customer prepayment. Customers 
could be offered interest on payments 
made ahead of consumption. For ex-
ample, ovo energy pays 3% interest on 
any credit balance for customers that pre-
pay by direct debit. The interest is paid 
monthly based on number of days in 
credit and the amount left in a customer’s 
account after the bill has been paid. 

WICS notes such mechanisms would 

likely be complex to implement but of-
fer benefits including: increased flexibility 
for Scottish Water and the opportunity to 
enhance its relationship with custom-
ers; reduced demand on the public sector 
purse; financial benefits for customer in-
vestors; and a lower cost of finance (and 
hence lower charges) for all customers. 
Sutherland comments: “If you are going to 
borrow, wouldn’t it be better to pay lower 
interest rates than are available in the mar-
ket to customers, and for customers to get 
a higher return than they would from an 
average bank or building society?”

Maintenance and resilience
The panel papers discuss the condition 
and lives of Scotland’s water assets, along 
with maintenance allowances and Scottish 
Water’s associated expenditure. They con-
clude: “There is currently broadly sufficient 
spending on maintaining assets but that, at 
some point in the future, there will likely 
be a substantial bill to replace old and fail-
ing assets. The challenge is that we do not 
know when or how assets will fail. Nor do 
we know how much it will cost to restore 
levels of service. We also do not know what 
the consequences of a failure could be on 
the daily life of a community served.” 

Consequently, WICS has suggested a 
possible approach which would allow an 
amount in price limits consistent with the 

expected average life of Scottish Water’s 
assets but with a proportion of this sum 
ring fenced for use only after a clear need 
has been defined and demonstrated ap-
propriately. That way, the company will 
continue to face a hard budget constraint 
for ongoing maintenance requirements 
(driving efficiency and innovation) while 
also accruing resources for addressing ex-
penditure ‘spikes’ associated with clearly 
identified replacement needs.

Sutherland explains the thinking is re-
ally concerned with doing the right thing 
in the long run. “It’s easy to say we’ve got 
enough money just now…but the ques-
tion is, will there be enough money in 
the system in 20, 30, 40 years time?” He 
likens the approach to the nuclear indus-
try making provision for future clean up 
costs – something that was originally con-
sidered as a matter for the future and not 
funded at the outset.

The regulator is first to admit that its 
previous attempt to encourage Scottish 
Water to build up a financial reserve to 
deal with unexpected shocks proved in-
effective. While, in extremis, the finan-
cial resilience of Scotland’s water sector 
is under-pinned by government, there is 
no inherent equivalent of the financial 
cushioning of the private sector, where 
the presence of equity can offer a lifeline 
in times of extreme need (WICS cites the 

the English and Scottish water sectors have 
never mirrored each other exactly but now seem 
to be on increasingly divergent paths:

❙  Ofwat is pursuing upstream reform, with 
sludge and water resources markets earmarked 
to be opened some time after 2020. the WICS 
paper explains: “the Scottish Government does 
not appear to have any interest in pursuing 
similar reforms. WICS has no plans to require 
any similar changes to the vertically integrated 
Scottish Water.” Around 50% of the sludge pro-
duced in Scotland is treated at Daldowie under 
a PPP agreement, which expires in 2026. While 
WICS expresses “considerable concerns” about 
the efficiency of the current PPP arrangements, 
it expects Scottish Water to demonstrate ef-
ficient and sustainable sludge management 
going forward.

❙  Increased water trading looks set to be a fea-
ture in England. this is unlikely to be followed in 
Scotland, given the country’s resources, geogra-
phy and structure. “the unwinding of geographi-

cal cross subsidies would not be consistent with 
the current policy of the Scottish Government,” 
the paper adds. “Indeed, the political motiva-
tion for the creation of Scottish Water was to en-
sure that there were not substantial differences 
in the charges paid by customers depending on 
where they lived and worked.”

❙  There appears to be no political support for 
the introduction of household competition in 
Scotland, where household charges are con-
sidered to be progressive through the link to 
the Council tax band of the property served. 
there is little appetite for metering in Scotland 
(more metering is a likely result of allowing 
domestic switching) and the potential impact 
on lower income households could be signifi-
cant. WICS notes both the additional cost of 
supplying meters plus the loss of cross-subsidies 
outweighs any possible benefit from reduced 
water consumption.

❙  The opening of the non household retail market 
in England next year will bring the country into 

greater alignment with Scotland, whose market 
has been open since 2008. however, WICS ob-
serves that in practice, the English market is likely to 
operate differently. “It does not require organi-
sational separation. the framework in Scotland 
includes quite detailed ‘rules of engagement’ 
whereas the framework in England appears to rely 
exclusively on market participants understanding, 
and operating within, the requirements of compe-
tition law. Enforcement, if required, would likely be 
by means of ex-post interventions.”

WICs cautions that pursuing a different path 
from England may require the Scottish Govern-
ment to demonstrate the benefits that accrue to 
customers from its choices. this would require the 
governance and regulatory frameworks to be 
robust and effective and for Scottish Water to re-
spond well to the incentives created. It concludes: 
“these planned changes to the governance and 
regulatory framework in England are likely to have 
an upfront cost and impact on customers’ bills. 
the challenge in Scotland will be to ensure that 
the regulated industry can at least match any 
gains delivered by this new framework.”

SCOTTISH/ENgLISH DIVERgENCE
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Yorkshire drought of 1995 as illustration). 
In recognition of this, in the 2006-10 price 
review, the regulator introduced the con-
cept of a “gilts buffer” under which Scot-
tish Water was required to invest the pro-
ceeds of outperformance in index linked 
gilts to reduce the exposure of customers 
to operational or financial shocks. “How-
ever, the combined effect of a reduction 
in available borrowing from the Scottish 
Government and a lack of formal gover-
nance around the buffer meant that, by 
the end of the 2010-15 regulatory period, 
outperformance had become part of Scot-
tish Water’s general cash balance and the 
gilts buffer ceased to exist.” 

a future resilience fund would require 
stricter governance. WICS envisages the 
following:
❙  a long term resilience trust fund, with 
independent trustees. Scottish Water 
would make regular contributions to the 
fund from the difference between the 
long-run economic allowance to main-
tain service levels and the cash expendi-
ture in any year, together with outperfor-
mance gains. It could apply to the trustees 
to fund long term asset replacement; to 
improve the overall resilience of the wa-
ter and wastewater service; and to provide 
additional customer service improve-
ments in agreement with customers and 
the Scottish Government. 
❙  a short term “half way house” reserve, 
under Scottish Water board control, to al-
low for the effective management of cash 
resources within a regulatory control pe-
riod. The company could voluntarily feed 
into this reserve from a variety of sources. 

The regulator would comment on 
transfers into the two funds. 

Widespread implications
Collectively, these changes would have 
significant implications for a number of 
parties, were they to be implemented. 
WICS specifies the following aspects. 

Implications for bills. The papers 
provide indicative models of how water 
prices could be affected under three dif-
ferent borrowing scenarios – halving 
annual borrowing; transitioning to no 
borrowing with the next decade; and no 
further borrowing – against the base case 
of the current determination rolled for-
ward (this allows for £3bn of investment, 
includes a price cap of CpI-1.8% over six 
years and requires Scottish Water to bor-
row £720 million from government). It 

also considers the implications of two po-
tential price profiles – annual increases of 
1.6% or 1.9% nominal – and looks at how 
each would compare with likely prices in 
england and Wales. For the purposes of 
this comparison, average company bills 
in england are modelled as increasing in 
line with the CpI measure of inflation (or 
rpI-0.9%). The outcome is shown in the 
table p11. 

Implications for Scottish Water. op-
erationally, many of the suggested chang-
es would impact on how Scottish Water 
does business. But an overarching theme 
would be an increased onus on its board 
to consider its annual financial perfor-
mance and its annual performance in the 
context of the overall regulatory contract. 
This would bring Scottish Water more 
into line with private company practice, 
where boards routinely indicate their 
views of current performance through 
dividend distribution and reinvestment. 
WICS adds: “Scottish Water will also have 
to be more transparent in its reporting of 
its costs, appraisal of its approach to de-
livering required outcomes and its levels 
of service to customers. It will also need 
to work towards a more collaborative re-
lationship with its quality regulators to re-
duce the accumulation of organisational 
buffers against risk – to the detriment of 
customers.”

Implications for WIcS. aside from 
steering the introduction of the new ap-
proach, the regulator would need to up 
its game on monitoring Scottish Water’s 
performance, looking at each financial 
year as well as performance across the 
whole regulatory period. It says: “In es-
sence the regulatory monitoring of a 
company should become similar to that 
which a specialist equity analyst would 

typically carry out. The regulator should 
comment on current performance and 
on any significant changes in the oper-
ating environment that the company 
faces.” In addition, WICS would have to 
alter its historic approach to setting al-
lowances – in particular to allow more 
for asset replacement and higher returns 
for innovation. 

Implications for the Scottish Govern-
ment. Should the industry’s regulatory 
and governance framework be altered 
in the way envisaged, it would allow the 
Scottish Government to focus on its poli-
cy-setting function. Its other two current 
roles would diminish: with lower lending, 
it would be able to reduce or eliminate its 

role as banker; and with the Scottish Wa-
ter board taking on more, the government 
could play a more passive role as owner.  
WICS notes: “There are many policy is-
sues that the Scottish Government may 
want to consider. These could include the 
incidence of lead, the household charging 
framework, the provision of improved 
water services to rural communities and 
the encouragement of more innovation in 
the water industry to name but a few.”

The regulator added that it would be 
vital that the Scottish Government ac-
cepted the importance of maintaining the 
resilience fund in the face of the inevitable 
pressures on budgets.   tWr

WICS has convened an Advisory Panel, facilitated 
by tom Sharpe QC, to provide expert comment on 
its thinking on how the regulatory framework should 
be enhanced. On the panel are Stephen Littlechild, 
Julian Franks, tim tutton, Steve Johnson, Nick Pollard 
and keith harris. Representatives of Scottish Water 
and the Scottish Government also participate.

to inform the discussion and provoke debate, 
WICS chief executive Alan Sutherland will set out his 
thoughts on possible developments of the regula-
tory mechanism in a series of discussion papers to 
be published periodically through to summer 2016. 
the Advisory Panel is asked to discuss, challenge 
and comment on these discussion papers, after 

which WICS will finalise its proposals and prepare 
a draft methodology statement for the next price 
review, SRC21. It plans to hold one final panel meet-
ing in September 2016 to conclude discussions and 
to publish its methodology in October 2016.

the first discussion session was held in Octo-
ber 2015, and focused on deepening customer 
involvement in the industry and achieving better 
value for money. Financing and governance issues 
were discussed in the second session, as detailed 
in the main article. two further sets of papers and 
discussion sessions are planned ahead of the sum-
mer: one to discuss the monitoring regime and the 
other the cost reflectivity of wholesale charges.

WICS ADVISORy PANEL

StRAtEGIC REVIEW OF ChARGES 2021|REPORT

It’s easy to say we’ve got 
enough money just now…but 

the question is, will there be 
enough money in the system 

in 20, 30, 40 years time?
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how might cities with devolved 
powers steer water resilience 
policy and action? That was 
one strand of debate scruti-

nised by March’s Indepen Forum, which 
brought infrastructure sector leaders, 
investors and regulators together to ex-
plore the possibilities around financing 
city regions. The debate was framed by 
the treasury’s regional devolution poli-
cy, under which significant powers may 
be transferred from central government 
to city regions or combined authorities.

Democratised decisions
one speaker described devolved cities 
and regions as “very exciting”  in terms of 
water resilience possibilities. If local pow-
er and decision making is underpinned 
by robust local consultation and engage-
ment, devolution offers an opportunity 
for bottom-up insight into community 
priorities and willingness to pay. For in-
stance, the residents of a flood prone city 
may volunteer to contribute tens or even 
hundreds of pounds to fund its defence 
– sums that would be very unlikely to be 
volunteered by those out of area. Hence 
city-led engagement could be at a much 
more granular level that is currently rou-
tine. This fits with ofwat’s pr19 objectives 
that water companies’ understanding of 
their customers must be more intimate 
and less generic. armed with information 
on residents’ priorities and preferences, 
cities could also influence wider govern-
ment and regulatory policy as well as in-
area investment. 

The speaker highlighted an example of 
good practice from the US on community 
decision making. In San Francisco,  social 
media, e-governance and related chan-
nels were used to enable local people to be 
directly involved in deciding whether to 
deconstruct the Hetch Hetchy reservoir. 
He said the example was just “the thin 
end of the wedge” in terms of the possi-
bilities around democratising infrastruc-
ture choices. 

to put his view in context, the speaker 
set out a grim picture of UK water resil-
ience under existing approaches. He said 
in terms of clean water supply, we are at 
the end of an age of abundance and in fact 
are stepping into an age of net deficit. one 
third of catchments are currently closed 
to economic growth via traditional means 
and this figure will be one half within ten 
years. We need investment of £10-20bn in 
clean water supply just to stand still. 

The speaker concluded that our expo-
sure to the risk of water shock is greater 
than most people appreciate. Conse-
quently, a number of new approaches 
must be considered. on top of greater 
local decision making, the speaker ar-
gued in favour of a greater use of markets, 
provided this is teamed with appropriate 
governance to manage risk; and for the 
regulatory evolution we have already seen 
to be progressed further. The goal should 
be to enable water companies, customers 
and society to secure the resilience they 
want at a price they can justify, with regu-
lators taking a hands off approach (but 
without abdication of responsibility).

Governance and flooding
In discussion, a number of other points  
came up. one participant argued cities 
with powers and appropriate governance 
structures could go some way to improv-
ing the way existing funds are spent. to 
illustrate, he cited the forthcoming In-
depen report which analyses the annual 
£13.5bn spent in england on catchment 
management, noting this is derived from 
and managed by some 50 different or-
ganisations per catchment. In practice 
this means silo budgets, silo outcomes 

REPORT|INDEPEN FORUM – DEVOLVED CItIES

Devolved cities have the 
potential to deliver more 
water resilience for their 
communities through 
efficient spending and new 
fund raising. But they must 
have financial control as well 
as responsibility if they are to 
have a real shot at success.

COULD DEVOLUtION 
BOOSt RESILIENCE?

and inefficient allocation. He urged that 
we look at other models – be it the en-
vironment agency coordinating spend-
ing; something akin to the Dutch model 
whereby regional water authorities with 
publicly elected boards have tax raising 
powers; or examples from other world cit-
ies where the municipality takes control 
of water as part of a bid to ensure wider 
economic bounty. a devolved city region 
could adopt this role and make better use 
of the money that is already allocated to 
resilience.

among other points raised were that 
cities would need to decide on how in-
vestment decisions that are surrounded 
by deep uncertainty should be managed. 
For instance, following some of the worst 
flooding ever in Cockermouth, Cumbria, 
six years ago, investment was ploughed 
into flood defences. But these were top-
pled last year by even more extreme rain-
fall, despite the use of design standards 
that were more protective than required 
by future climate models.  

In another instance, how can an asset 
that might be deployed only once in 20 
years (for instance, a desalination plant or 
flood barrier) be justified, and if so, how is 
it best funded? also, cities would need to 
consider how to fund the ongoing main-
tenance of assets, not just their procure-
ment and build. How can they best ensure 
there is money in the system in future 
when it is needed?

together these issues raise another mat-
ter touched on in discussion: if cities are 
to make local decisions, how should this 
best be done? as outlined above, some 
advocated a democratic process, whereby 
individuals are directly involved in deci-
sion making. However, an alternative 
view was expressed too: that referendums 
of this sort are not optimal and rather that 
city authorities should base investment 
decisions on rigorous economic assess-
ment of the costs and benefits of compet-
ing projects.

on the subject of funding flood man-
agement and defence specifically, the 
Forum gave an ongoing discussion an 
airing: would the best approach be to let 
water companies access low cost finance 
for flood investment by adding flood 
spend to their regulatory capital value, as 
they do with other assets? Some spoke in 
favour of the approach and it has found 
support among some water companies. 
However, one participant argued that 
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should this happen, people would need to 
see the resulting water bill rises cancelled 
out by equivalent reductions in other out-
goings. The move should not be allowed 
to add to household budget burdens.

Paved with gold?
More broadly, the Forum debated the pros 
and cons of devolved cities. on the pro 
side, there are positive examples of what 
can be achieved with a coherent city struc-
ture – the chair noted that since the Greater 
London authority was established 16 years 
ago, for instance, London has been able 
to move forward markedly, with a more 
joined up approach to issues including 
transport, energy, higher education and 
strategic planning. Greater Manchester too 
has been successful in this sphere, though 
other areas including Birmingham, West 
Yorkshire and Merseyside have had less 
success, in part because of local rivalries 
and entrenched interests. 

The meeting heard that a principal ben-
efit of empowering city regions is it en-
ables money to be spent more efficiently. 
Moreover, a city region could potentially 
raise new sources of income which could 
be spent on local priorities. a key thread 
in the discussion was how municipal 
bonds could be explored in pursuit of 
raising funds, given many cities may have 
a aaa rating and theoretically could raise 
billions on the back of this (see box). 

However, participants identified a core 
problem with this empowered city vision: 

that the proposals on the table from the 
treasury do not amount to genuine de-
volution; cities are offered responsibility 
without financial control or all the neces-
sary legal powers to act in the best inter-
ests of their areas. on average, 83% of local 
authority spending is funded by central 
government, with just 17% raised locally. 
The chair observed that a feature of the 
current government is the piling of more 
and more responsibility on to local govern-
ment without the extra funding to match. 

The consensus was that the treasury 
has a real aversion to handing financ-
ing power over to other public bodies 
through fear they may default. In the ab-
sence of real fiscal power, this leaves the 
option of the treasury keeping control 
of revenue-gathering but then handing 
chunks of money raised through general 
taxation to city authorities to spend. This 
brings its own difficulties and could well 
be challenged by tax payers in non-de-
volved areas that do not stand to benefit. 
and even if, over time, there is acceptance 
of the need to replace central funding 
with locally sourced funding, this may not 
be palatable to the populace: the former is 
collected largely through pay as You earn 
taxation, which means the money is taken 
before it ever touches individuals’ bank 
accounts; the latter would most likely 
need to be collected like Council tax via 
direct debit or cheque payments, which 
would naturally be harder for individuals 
to stomach.

an additional factor is that some cen-
tral funding is likely to continue to be 
needed in some devolved areas – where 
business rates are low, for example, even 
collecting 100% locally would not make 
up their historic spending requirement.

among other practical challenges to 
the vision of devolved cities discussed at 
the Forum were:
❙  The public and private sectors do not 
really understand each other and are re-
luctant to work together. 
❙  London and other large city regions are 
well placed for suitably knowledgeable 
and experienced staff to manage invest-
ment decision making. But not all areas 
will be. 
❙  The theory of losing the silo mentality 
and investing more efficiently is laudable 
in its intention but looks impossible to de-
liver in reality. In healthcare, it proved im-
possible to get social care and healthcare 
budgets merged despite years of trying. 

The chair concluded the debate had 
raised more questions than it had an-
swered. However he cautioned that we 
should be careful what we wish for: while 
devolution looks attractive, budget pow-
ers must go with responsibility – and even 
then the picture is complicated. Looking 
purely at the repatriation of business rates 
to cities as one aspect of the debate, thriv-
ing economies like London could well 
benefit but where business rates are low or 
where a major local company closes, the 
outcome could be unhappy.  tWr

Could municipal bonds be used in the Uk, as 
elsewhere, to fund infrastructure in devolved ar-
eas? One Forum speaker scoped out some op-
tions, drawing on the US experience. Muni-bonds 
are common in the US, where public sector bod-
ies of various sorts issue them with the view to 
paying back the borrowed money via taxation 
or revenues from the financed project at some 
point in the future. they are tax exempt to inves-
tors so offer a financing advantage. Among the 
types commonly employed in the US are: 

❙  general obligation bonds – these can be 
spent on any local investment deemed neces-
sary and the issuer is under a general obligation 
to repay the borrowed money, through any 
means available (commonly a variety of taxes). 

❙  Revenue bonds – these are raised to fund a 
specific project such as the construction of a desali-
nation plant or a transport link. here the issuer uses 
revenues from the project to pay down the bond. 

❙  Industrial revenue bonds – these are loans 
issued by state or local government to finance 
a private company’s expansion or other 
activities on the grounds that the economic 
wellbeing of the community will be improved 
as a result.

the speaker advised that applying the 
muni-bond model here in the Uk would enable 
devolved cities or regions to invest in local priori-
ties – for instance, to build a football stadium 
in Sheffield, if that was a community desire. 
Greater Manchester or London could act as 
pathfinders for other cities to follow. 

however, he said that for the model to take off 
here, investors would need to be assured that:
❙  the city has the legal power to borrow
❙  the city has the power to decide how the 
money raised is spent
❙  any relevant covenants would stand up if tested
❙  the treasury has agreed its long term relation-
ship with the city and won’t pull the rug from 
under it at a later date. 

Significantly, the treasury would have to 
relinquish control of taxation revenue from 
the devolved region in question and trans-
fer both collection and spending powers to 
that region. In the US, states and municipal 
authorities have huge powers which are com-
pletely de-linked from the federal government, 
though the option remains for the federal 
government to support big ticket projects. 
For example, the California North-South link 
has some federal funding but it is controlled, 
procured and voted for (including in terms of 
revenue stream) locally. 

the speaker concluded this model is very 
different from the Uk’s current situation, and 
devolved city regions offer a huge opportunity 
for change. however he was challenged in 
discussion when the legitimacy of holding up the 
US muni-bond market as an example of good 
practice was questioned. Some argued this sort 
of model has led to a lack of coherence and 
consequently that US infrastructure has suffered. 

MUNICIPAL BONDS
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The Northern Ireland executive 
(NIe) has launched a long-term 
water strategy for the province 
which includes a number of spe-
cific targets for Northern Ireland 
Water but which is predominately 
aspirational. The document cov-
ers the period up to 2040. an ac-
tion plan is promised but won’t be 
published until after the upcom-
ing elections for the administra-
tion which are due next month.

The document stressed that the 
blueprint “seeks to reduce the cost 
of providing water and sewerage 
services by promoting and encour-
aging more sustainable treatment 
solutions”.The strategy said that pri-
ority would be given to reducing the 
risks of pollution from sewage dis-
charges. It acknowledged that the 
new regime of river Basin Manage-
ment plans will be key to improving 
the water environment but recog-
nised that improving the ecologi-
cal status of many water bodies will 
take longer than initially expected 
and will last longer than the current 
rBMp timeframe which runs until 
2021. The timeframe for improve-
ments may have to be extended to 
2027, said the strategy.

It noted that NI Water is the 
largest single electricity consumer 
in Northern Ireland with power 
costs possibly rising to £43 mil-
lion by 2020. That figure, though, 
does not factor in growth in de-
mand for water services or future 
improvements in infrastructure 
needed for compliance with eU 
regulations “which will see energy 
costs rise even further”. 

NI Water will have to deliver 
“greener services” said the strat-
egy. “This means moving away 
from conventional high energy 
water, wastewater and drainage 
solutions and adopting innova-
tive, natural approaches where is-
sues are addressed at source.” This 
will involve catchment manage-
ment, storm water management 
and water demand management. 
and entail reducing leakage, 
water abstraction and gradually 
transforming the wastewater in-
frastructure and asset base so that 
it costs significantly less to operate 
and maintain while simultane-
ously enhancing compliance and 
providing for growth.

This will also mean that NI Wa-
ter increases the amount of energy 

from green sources such as wind, 
solar, hydro and anaerobic diges-
tion, although this is not quanti-
fied.

The strategy highlighted that 
a significant amount work is re-
quired in addition to existing 
initiatives to replace lead sup-
ply pipes, particularly privately 
owned systems. “Should another 
more sustainable technology or 
method to mitigate lead plum-
bosolvency in drinking water be-
come available, NI Water should 
investigate such options in place 
of orthophosphate treatment,” 
stressed the strategy.

as well NI Water will be expect-
ed to implement and extend its 
so-called Sustainable Catchment 
Management programme which 
already involves the Mourne 
Mountains, Garron plateau and 
the river Derg.

on water consumption the 
long term target is to reduce aver-
age consumption from 146 litres 
per head per day in 2014 to 130 
by 2040. That figure is being sug-
gested as the consumption limit 
for all new residential develop-
ments.

The fate of Irish Water and water 
charging remain the most conten-
tious issues as senior politicians 
from Fine Gael (FG) and Fianna 
Fáil (FF) continue negotiations 
on how a minority government 
might work. Some 50 days after 
an inconclusive general election 
the Irish republic is still without 
a new administration.

Fianna Fáil wants to suspend 
charges for five years and abolish 
Irish Water in favour of a national 
water directorate, while Fine Gael 

insists that a public utility and 
payments for water must stay. 
The gap between the two parties 
on water could “make or break” 
negotiations, commentators ac-
knowledge.

However, merging water charges 
and the property tax has emerged as 
a potential compromise that might 
open the door to a minority govern-
ment deal between FG and FF.

 Figures in both parties have been 
talking up the idea of “amalgamat-
ing” water charges and the prop-

erty tax into a so-called “household 
package”. This would allow FF to 
claim that charges have been effec-
tively scrapped, while still poten-
tially satisfying eU rules, according 
to a senior FG source quoted in the 
Irish media. 

FF leader Micheál Martin has 
said he was committed to sus-
pending the water charges within 
six months of entering office and 
abolishing the €100 water conser-
vation grant. His party wants to 
hold a referendum on enshrining 

Water issues dominate Irish 
government negotiations

NI Executive launches new water strategy

CONtRIBUtED BY ROgER MILNE

In 2008/9 NI Water reported a 
leakage figure of 181million litres 
a day. By 20141/5 this had reduced 
to 166Ml/day. In 2014 the Sustain-
able economic Level of Leakage 
(SeLL) was estimated to be 159 
Ml/d. By 2021 the strategy expects 
NI Water to go beyond SeLL and 
achieve 153 Ml/d.

The blueprint commits the NIe 
to establish new organisational ar-
rangements for integrated urban 
surface water drainage invest-
ment, planning and delivery. Sus-
tainable drainage systems (SuDS) 
should be the preferred option for 
managing surface water in new 
developments although the docu-
ment recognised that long-term 
maintenance, ownership and li-
ability for SuDS requires further 
consideration. 

The strategy has a long-term 
policy to “progressively reduce the 
amount of rainwater in the com-
bined sewerage system”. This will 
mean separate drains for roads 
and other hard surfaces.

as well, NI Water will be ex-
pected to reduce the number of 
properties at risk of sewer flood-
ing over the strategy period.

a water utility which could not 
be taken out of public ownership. 
and Martin has demanded an in-
vestigation into the money spent 
by Irish Water on a “post-election 
lobbying campaign” designed to 
prevent its abolition.

In a document circulated earlier 
this month FF insisted a slimmed-
down body to replace Irish Water 
could be up and running within 
12-18 months. The document said 
it would cost €210m per annum to 
scrap charges – but that the aboli-
tion of the Water Conservation 
Grant would save the taxpayer 
€110m. FF has accepted that it will 
need to address the issue of non-
payment prior to the suspension of 
charges.
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The environment (Wales) act 
2016 became law on 21 March. The 
Welsh Government said the act 
puts in place the legislation needed 
“to plan and manage Wales’ natural 
resources in a more proactive, sus-
tainable and joined-up way”.

It  includes provision for:
❙  planning and managing Wales’ 
natural resources at a national and 
local level
❙  providing Natural resources 
Wales (NrW) with a general pur-
pose linked to statutory ‘principles 
of sustainable management of nat-
ural resources’ defined within the 
legislation
❙  enhancing the powers available 
to NrW to undertake land man-
agement agreements and experi-
mental schemes
❙  providing a requirement for 
public authorities to maintain and 
enhance biodiversity;
❙  creating a statutory framework 
for action on climate change in-
cluding targets for reducing emis-
sions of greenhouse gasses
❙  providing powers to Welsh Min-
isters in relation to waste recycling 
(including the separate collection 
of waste); food waste treatment 
and energy recovery in business
❙  establishing a Flood and Coastal 
erosion Committee
❙  changes to the law on land 
drainage and bylaws made by 
NrW.

Ofwat sizes up shared services….

…and fills empty seats

exploring the practical steps needed 
to share, provide, outsource or joint-
ly deliver services with other regula-
tors features in ofwat’s new five year 
business plan for 2016/17-2020/21. 
This follows  plans announced by 
George osborne in last month’s 
Budget. The chancellor said the gov-
ernment would work with econom-
ic regulators to review the business 
case and implementation issues for 
co-locating and sharing back office 
functions. The review is due to re-
port in summer.  ofwat said it was 
“committed to driving value for 

money and finding efficiencies in 
all we do” and looked forward to 
contributing to the review over the 
coming months. 

elsewhere in its five year plan, 
the regulator said it would more 
generally continue to “transform 
how we operate to work in more 
flexible and efficient ways and 
find… new ways of delivering our 
work” in a bid to meet the financial 
settlement it received in last year’s 
comprehensive spending review. 

The business plan includes: 
❙  making final arrangements for 

opening the new retail market for 
business customers in england 
from april 2017;
❙  reviewing the options and ben-
efits of extending retail competi-
tion to residential customers in 
england and Wales
❙  publishing a framework for the 
2019 price review and completing 
the first phase of its delivery model
❙  establishing an approach to 
modernise and simplify water 
companies’ licences to allow the 
sector to deliver for customers at 
a time of change. 

Some months after announcing a 
restructure of its senior leadership 
team, ofwat has appointed new 
executives for the three vacant po-
sitions: 
❙  David Black, director of eco-
nomics and acting senior director 
of Water 2020, has been perma-
nently appointed to the latter role. 
❙  aileen armstrong will from 
the summer be senior director, fi-
nance and governance. armstrong 

has been head of the competition, 
markets and regulation team at 
HM treasury since 2013, and has 
20 years’ experience across the 
public sector. 
❙  John russell will take up post 
as senior director, strategy and 
planning, also in summer. rus-
sell is currently working in Shell’s 
group strategy and business en-
vironment team, and leads the 
company’s international pro-

gramme of energy transition en-
gagements. prior to working at 
Shell, russell was Coo for Infra-
structure UK in HM treasury.

They join existing members of 
the senior leadership team Keith 
Mason – senior director, Thames 
tideway; Claire Forbes – senior di-
rector, corporate communications; 
richard Khaldi – senior direc-
tor, customers and casework; Bev 
Messinger – senior director, busi-
ness improvement; and elizabeth 
Hillman –general counsel. 

❙  Dwr Cymru owner glas Cymru 
has appointed Alastair Lyons CBE 
to chair its board. he will succeed 
Robert Ayling after the company’s 
AGM on 8 July. Lyons has held 
executive positions extensively, 
including in the finance, insurance 
and development industries. Early 
last month, Glas created a new 
holding company, Glas Cymru 

holdings Cyf, to enable the po-
tential creation of new subsidiary 
companies, joint ventures and 
other commercial activities.
❙  Affinity Water and Bristol Water 
have appointed new customer 
champions. Long term consumer 
advocate teresa Perchard is chair of 
Affinity’s Customer Scrutiny Group, 
taking over from Robin Dahlberg. 

Bristol has appointed business and 
community leader Peaches Golding 
OBE to chair its Challenge Panel.
❙  Investor Aster Capital has ap-
pointed Water Uk’s former director 
of European Affairs Gaëtane 
Suzenet as venture advisor. She will 
bring water sector players together 
with other stakeholders in a dedi-
cated investment fund.

OTHER APPOINTMENTS THIS MONTH

Welsh natural 
resources Bill 
becomes law

The water industry is partnering 
with the energy industry to offer a 
more joined up service to custom-
ers in vulnerable circumstances. 

Last month, Water UK, energy 
UK and the energy Networks as-
sociation announced plans for 
water and energy companies to 
signpost customers not just to 
their own services but where to 
find support from any participat-

ing water or energy company – for 
instance, where to obtain a large 
print bill or a bill in braille. 

Michael roberts, chief execu-
tive of Water UK, said: “Water 
companies’ customers are also 
energy companies’ customers, so 
together we must help our cus-
tomers to be aware of all the help 
available to them from their utility 
companies.”

Water and energy join up vulnerability signposting

Northumbrian Water has joined the time to Change initiative, led by 
MIND and Rethink Mental Illness, to confront and combat the stigma 
associated with mental health issues. It will train all of its 500 people 
managers on mental health awareness and will also hold personal resil-
ience workshops which are open to all employees. the company said it 
believes its actions will also benefit some of its 4.5million customers.

Separately, Northumbrian made it into the World’s Most Ethical 
Company list, compiled by the Ethisphere Institute. It was the only water 
company in the world to be listed and one of just four Uk firms.

NORTHUMBRIAN THINKS ON MENTAL HEALTH
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Government policy encourages 
the use of Sustainable Drainage 
Systems (SuDS) and the potential 
benefits are well known and sub-
stantial.  But rolling them out hasn’t 
quite gone to plan.  Few seem 
keen to take on their adoption and 
be responsible for their long term 
maintenance, and retrofits and 
community solutions are still in their 
early days.  There appear to be in-
sufficient incentives.  SuDS are seen 
as being outside water companies’ 
traditional boundaries, culture and 
investment profile.   Yet they could 
be a game changer in opening 
a wider flood management role 
as well as managing water quality 
and providing other natural capital 
benefits.  Here we examine how 
this story is unfolding and some of 
the challenges and opportunities.

the basics
A definition of SuDS is provided in 
the box. Government policy as set 

out in the White Paper Water for 
Life seeks to encourage sustainable 
drainage.  In its recent charging 
guidance to Ofwat, DEFRA said the 
government expects the water in-
dustry to play its part in innovative 
and strategic approaches to sur-
face water management: “To fulfil 
their statutory duty, water compa-
nies may construct, maintain and 
operate drainage systems which 
relieve the public sewer. Such SuDS 
are part of a water company’s 
functions and can be financed 
through charges contained in a 
water company’s ordinary charges 
scheme with maintenance costs 
funded through the surface water 
drainage element of sewerage 
bills…Ofwat should encourage 
water companies to raise aware-
ness amongst their customers of 
the environmental and economic 
benefits of SuDS.”  

The numbers involved in surface 
water management are surpris-

ingly large.  Water companies bill 
around £1bn annually in surface 
water charges, and are spend-
ing around £600m a year on new 
sewer infrastructure.  Developers 
could be spending £500m a year 
or more on constructing SuDS 
for new housing developments 
(although the specific composition 
of the SuDS is unclear).

Benefits
SuDS provide an opportunity to 
enhance natural capital and 
resilience in the water environment. 
The benefits of SuDS include reduc-
tions in surface water flooding and 
combined sewer overflows (CSOs) 
and reduced demand for waste-
water network infrastructure and 
lower wastewater bills. They can 
assist with retention and treatment 
of surface water contaminants 
(e.g. hydrocarbons), protecting the 
downstream environment.  SuDS 
also have the potential to relieve 
pressures on other water company 
assets. A range of tools, such as 
CIRIA’s Benefits of SuDs Tool (BEST) 
are available to evaluate the 
natural capital gains from SuDS 
and help to structure the cost and 
benefit evidence. 

Once built, SuDS should be ad-
opted and maintained for the life 
of the development. Occupants of 
developments with SuDS  need to 
have trust and confidence that the 
systems will continue to work and 
to provide the benefits. Following 
the 2007 floods, the Pitt Review 

recommended that the responsibil-
ity for ownership and maintenance 
of SuDS should be clarified.  The 
Flood and Water Management Act 
(FWMA) 2010 set out to do this but 
in England the legislation was not 
implemented in the way that was 
envisaged. 

Missed opportunity
Prior to the FWMA, the National 
Planning Policy Framework required 
SuDS to be prioritised only for new 
developments in areas at risk of 
flooding.  Schedule 3 of the FWMA 
sought to enforce a more general 
requirement for SuDS.  Unitary and 
county councils were to form SuDS 
Approval Bodies (SABs) responsible 
for approving and then adopting 
and maintaining these systems.    

Lobbying by housebuilders, con-
cerned with having two parallel 
approval routes, and uncertainty 
on how SABs would be funded, 
resulted in a rethink and Defra’s 
consultation in September 2014 
proposed a different approach. In 
December 2014 the Secretary of 
State for Communities and Local 
Government issued a written state-
ment to Parliament. 

SuDS are now required for devel-
opments of ten dwellings or more 
and for equivalent non-residential 
schemes unless the developer can 
demonstrate that they would be 
inappropriate.  A recent House of 
Lords Committee on the Housing 
and Planning Bill noted that around 
100,000 minor planning applica-
tions are approved each year 

INDuStry commENt

OPEN thE SUDSGAtES?
Indepen’s Alan Moore and 
Daniel Weeden tell the story of 
SuDS so far, and explore whether 
water companies should be 
more proactive on sustainable 
drainage as a first step towards 
playing a broader role in flood 
management for society.

❙  Sustainable Drainage Systems (SuDS) are local 
drainage solutions that form part of the response to 
surface water flooding, water quality management 
and can also contribute wider benefits in the urban 
water cycle. 
❙  SuDS include permeable surfaces, filter drains and 
strips, swales and infiltration devices as well as ponds, 
basins and artificial wetlands. they seek to control 
flows at, or as near as possible to, their source and to 
minimise the amount of surface water that enters the 
sewerage system.  
❙  Some 1.7 million properties in England are at a 

greater than 1:100 risk of surface water flooding which 
has been estimated to cost up to £600m annually.  
❙  SuDS are designed with four key objectives: to 
control the quantity and rate of run-off; to improve 
the quality of the run-off; to provide amenity; and 
to enhance the biodiversity value of the site and its 
surroundings.
❙  “Community solutions” take the concept further 
and include rain water harvesting and greywater 
storage and recycling, and local wastewater treat-
ment.  these systems use water and waste water 
assets and resources more efficiently.

WHAT ARE SUDS?

Blurred vision: 
water companies’ 
SuDS policies are 
not uniform
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which are not subject to the new 
safeguards.

The requirements of Schedule 3 
of the FWMA have not been imple-
mented, including the requirement 
for SABs.  It is up to developers to 
identify and propose a suitable 
mechanism for the adoption and 
maintenance of SuDS as a condi-
tion for obtaining planning permis-
sion. This mechanism can include a 
service company, water company, 
local government or private indi-
viduals.  None of these have shown 
much enthusiasm, suggesting that 
the current balance of risk and 
reward is unattractive.  

Legislation is said to have helped 
Scotland to make more effective 
progress than England and Wales.  
In Scotland, SuDS can be adopted 
by Scottish Water, the local author-
ity or a public body.  Sewers for 
Scotland contains Scottish Water’s 
construction standards and if cer-
tain components are constructed 
to these standards, then Scottish 
Water has a duty to adopt.  Even 
so, few believe that this has been 
completely successful and the 
reluctance to adopt and maintain 
complete systems remains.

Stakeholder views
Local authorities are not keen to 
adopt SuDS and will do so only 
where they are in public open 
spaces.  Most will not adopt, but 
seek proposals from developers for 
adoption by water companies or 
management companies. 

Whilst the process for the adop-

tion of conventional sewerage as-
sets is relatively well known, there is 
less certainty about the approach 
to SuDS adoption.  Two quotes from 
a report to the NHBC, standards 
setter for UK house-building for 
new and newly converted homes, 
illustrate this:
❙  “In terms of water and sewers, 
sometimes it is in an industry’s interest 
to maintain an air of mystery. Then 
they can just say we have always 
done it that way. Water is impen-
etrable to us.” (Local authority)
❙  “We are happy to accept sites 
with SuDS, but we are not currently 
adopting them. They are being ad-
opted by the local authority or in 
some cases by a private manage-
ment company. But we don’t really 
accept management companies 
as the risk is too high. We will only 
consider them if it is clear the local 
authority won’t adopt them and 
there is a commuted sum. But 
SuDS is still up in the air.” (Water 
company)

Developers say that the cost of 
SuDS to housebuilders can be high-
er than conventional drainage due 
to the extra land take, although 
this will depend upon the design.    
Developers believe that the ap-
proval process adds time to the de-
velopment cycle, that construction 
standards can be demanding and 
that maintenance costs are higher.  
However, this is very case specific 
and open to challenge.  

Some housebuilders have 
indicated that they think the water 
companies are best equipped to 
adopt and maintain SuDS, which 
should ensure their maintenance 
in perpetuity and are concerned 
about water companies failing to 
step in. At the same time, some 
leading developers are embracing 
SuDS and have responded to the 
land take issue by designing SuDS 
into public open space provision 
and engaging design teams early 
to deliver cost effective solutions.  

The water and sewerage com-
panies do not all have the same 

policy. Some believe that they are 
best placed to manage SuDS; oth-
ers have policies of not adopting 
SuDS or only adopting the hard 
assets; and still others focus on inte-
grated drainage partnerships.

A number of private sector play-
ers are interested in adopting and 
maintaining SuDS systems but none 
of these has achieved significant 
scale.

Barriers to adoption
The barriers that prevent water 
companies from wanting to adopt 
and maintain systems include 
legal, technical and cultural issues 
as well as opaque policy and the 
lack of incentives.  

First, if SuDS do not constitute 
a positive outfall and deal with 
land drainage then they cannot 
be regarded as a water company 
drainage asset, and therefore 
there is no formal mechanism to 
require a water company to adopt 
the SuDS.  This, together with the 
right to connect to the sewerage 
network, provides more incentive 
for wastewater to be dealt with by 
conventional solutions.

Second, there is no common 
standard for the design and 
maintenance of SuDS.  The non-
statutory technical standards for 
SuDS are primarily focused on 
flood risk outcomes, rather than 
practical issues or wider outcomes 
such as amenity, biodiversity and 
water quality. Developers use these 
standards as their level playing field 
when designing SuDS, hence the 
wider benefits are rarely realised.  
A SuDS equivalent to “Sewers for 
Adoption” could help to ensure 
that the systems that are con-
structed can be adopted.  CIRIA 
already publishes a comprehen-
sive SuDS manual that provides a 
design framework rather than a 
prescriptive process.

Third, there is uncertainty about 
contamination.  Over time even 
the best designed system will 
accumulate contaminated silt.  

Maintenance regimes need to 
include removal options and any 
system should be designed for 
ease of maintenance to deal with 
groundwater contamination.  

On top of this, there is little 
incentive for water companies 
to take the lead.  Investment in 
conventional drainage has a 
clearer return.  In Water for Life, 
the government committed itself 
to working with Ofwat to look at 
removing regulatory incentives 
to implement traditional piped 
drainage solutions. What incentives 
or measures would facilitate com-
panies adopting SuDS? Should, for 
example, commuted sums be paid 
by the developers for adoption by 
water companies or should SuDS 
costs, including maintenance, be 
included in totex?  Ofwat’s Water 
2020 consultation does not refer 
to SuDS.  

The approach to charging for 
surface water drainage provides 
further challenges.  Even though 
surface water often constitutes a 
large proportion of flows in sewers, 
surface water charges form a small 
proportion of waste water bills – 
with the result that customers are 
not incentivised to act to reduce 
surface run-off.  

If surface water is diverted 
through SuDS, customers are 
entitled to exemption from surface 
water charges.  If more exemp-
tions were granted, how should 
water companies recover their 
largely fixed costs?  Would includ-
ing maintenance charges for 
SuDS in totex compensate for this? 
Would the reduced demand on 
the sewer system justify or pay for 
SuDS adoption and maintenance?  
Even houses not connected to a 
water company surface system 
(and therefore eligible to receive 
a surface water rebate) would 
benefit from community flood 
control and arguably should con-
tribute to its cost.

Historically, surface water drain-
age charges for non-household 
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customers have been based on 
rateable value.  Ofwat has encour-
aged (but not required) compa-
nies to switch to charges based on 
site area as a better reflection of 
the load on the system. 

Retrofits
While there are barriers to the 
adoption and maintenance of 
SuDS for new developments, there 
are other opportunities that are 
in their infancy, including retrofits 
and community solutions. The cur-
rent approach, focused on new 
development, is to stop the surface 
water flooding problem from get-
ting worse.  Some believe this will 
not be sufficient to address the 
consequences of climate change 
and urban diffuse pollution, which 
may entail retrofits, such as remov-
ing impermeable surfaces in exist-
ing urban environments.  

The implementation of retrofits 
has been slower. Some water and 
sewerage companies are now 
conducting large-scale pilots – the 
Thames Water Twenty4Twenty proj-
ect is set to spend £20m convert-
ing 20 hectares of impermeable 
surfaces into sustainable drainage, 
and Welsh Water’s Rainscape 
programme will spend £80m on 
SuDS projects.

Community solutions
Some SuDS include innovative sys-
tems for rainwater harvesting and 
greywater recycling.  As well as 
providing systems to lower surface 
water run-off, these community-lev-
el solutions provide an opportunity 
to collect and use local surface 
water and can substantially reduce 
the demand for water com-
pany supply. Community based 
wastewater systems, using treat-
ment plant and reed beds, can 
provide effective ways to reduce 
or remove demand on conven-
tional sewer systems.  Albion Water, 
which is now in a joint venture with 
Wessex Water, has been a pioneer 
in this space.  Such solutions have 

been under the inset regime but 
they have not been widespread, 
apparently because the current 
approach restricts the ability of the 
inset to charge cost reflective tariffs 
for SuDS adoption.  

With the market for retail service 
to non-household customers 
opening in 2017, retailers may offer 
added-value services including 
water and waste water efficiency.  
These could include services to 
developers on SuDS and ser-
vices to non-household customers 
related to retrofitting SuDS as part 
of efficiency and cost saving mea-
sures, as well as services for the 
maintenance of SuDS and related 
systems. 

Flood management
Is there an opportunity for the 
water companies to take a lead in 
wider aspects of flood manage-
ment?  Ofwat’s CEO, Cathryn Ross, 
has suggested water companies 
think about outcomes beyond the 
boundaries of the traditional water 
company, including flood defence 
and flooding.  Likewise, water min-
ister Rory Stewart has said that the 
government would welcome ideas 
about companies identifying their 
interest in flood schemes.

SuDS and surface water man-
agement are important in flood 
management. For water compa-
nies to demonstrate a willingness 
and capability to go beyond their 
normal boundaries in the adop-
tion and maintenance of SuDS 
could be a first step to exploring a 
broader role.

What’s next?
Implementing SuDS on a broader 
and more substantial basis has a 
high potential value and will in-
crease the resilience of the sector.  
It has been in the offing for a long 
time.  There has been significant 
work on SuDS with cross sector 
groups convened by DEFRA and 
Water UK including the involve-
ment of developers, but the same 

barriers remain.
Water companies are being 

regulated to deliver outcomes and 
to contribute to a resilience duty. 
SuDS create valuable outcomes for 
water customers that they might 
otherwise pay for through invest-
ments in upgraded sewerage, 
wastewater treatment and water 
supply assets. SuDS are therefore 
multi-function assets that perhaps 
could be adopted by water com-
panies irrespective of their legal 
status as sewers.

But to create the right incen-
tives, there is a need to reassess the 
basis of surface water charging, 
and to develop approaches that 
send the right signals to custom-
ers to make changes that will limit 
demand in the sewers.  Establishing 
the costs and benefits of surface 
water drainage is a complexity 
that will have to be resolved before 
sensible outcomes and incentives 
can be adopted.

The challenge will be to find 
solutions that enable companies 
to make appropriate returns on 
their traditional assets, whilst 

incentivising innovative solutions 
to include the development 
and maintenance of SuDS – for 
new developments and retrofits, 
and encourage the creation of 
innovative community solutions 
that will provide greater resilience 
through demand reduction.   
Innovative solutions are  
available and can make a 
significant contribution to sector 
resilience. 

Once again, the problems 
caused by the UK’s fragmented 
governance of catchment spend-
ing rear their head. Where multiple 
parties receive benefits, then 
combined funding models need to 
be explored.

The water industry is moving into 
a new era of thinking outside its 
traditional areas and in considering 
how it can play a broader role in 
society. SuDS, the use of commu-
nity solutions and the approach 
to the management of surface 
water drainage within catchment 
management remains an area of 
opportunity for both companies 
and regulators.  tWr
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The challenge will be to 
find solutions that enable 

companies to make appropriate 
returns on their traditional 
assets, whilst incentivising 
innovative solutions to 
include the development and 
maintenance of SuDS 

❙  Alan Moore is an associate of Indepen, with 30 years’ experience 
of international infrastructure projects in: urbanisation, transportation, 
utilities, water, telecoms, oil and gas, energy, mining, and associated 
smart and clean technologies. 

❙  Daniel Weeden is an economic analyst at Indepen.  he has a keen 
interest in the fields of behavioural economics, microeconomics and 
applied micro-econometrics, and how they apply to consumer and 
company behaviours in infrastructure and utilities markets.
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Ofwat plans to stick by its 
guns on retail margin and 
cost allowances when it 
reviews non household 

(NHH) retail price controls later this 
year. In a draft statement of method for 
the review published last month, the 
regulator acknowledged the vigorous 
arguments for bigger margins and cost 
allowances put forward by stakeholders 
including prospective new entrants, cus-
tomer groups and at least one incumbent 
retailer. But it went on to rebut the asser-
tions one by one. 

on margin, ofwat said it had “not 
found any compelling evidence that sug-
gests we should revise the overall NHH 
retail net margin of 2.5% allowed at 
pr14”. retailers and others had put for-
ward arguments including that such a low 
margin would render retailers unfinance-
able as stand-alone businesses; would de-
ter new entry; and would not reflect the 
working capital requirements that had 
emerged as retailer-wholesaler payment 
terms had been developed (see credit 
terms story, p30). ofwat disagreed, citing 
among the following arguments:
❙ The CMa’s energy sector investigation 
supports a net margin in the range 1% to 
3%. 
❙  pwC’s analysis on which the 2.5% is 
based remains valid. 
❙ There is evidence of interest in the NHH 
retail market in england both by incum-
bents and potential entrants.
❙ recent developments in credit costs and 
working capital requirements are consis-
tent with a net margin of 2.5%. 

The regulator drew similar conclu-

sions on the case made for bigger cost 
allowances. These arguments were wide 
ranging in nature and drew on, among 
other things: energy sector comparisons; 
evidence of cost increases since 2013-14 
(price control calculations were based on 
NHH costs that year); and new costs that 
had emerged since pr14 including for 
bad debt, market operator arrangements, 
It and marketing.  

ofwat rejected calls for adjustment on 
the grounds that:
❙ There are a range of factors that explain 
why the absolute cost to serve in the en-
ergy sector is significantly higher than in 
the water sector. 
❙  In 2014-15, some companies experi-
enced cost increases and others experi-
enced reductions; “the causes of the cost 
increases appear to be company-specific 
factors and not external factors outside of 
the control of management”. 
❙ There is significant scope for efficiency 
improvement and innovation by compa-
nies.
❙ actual and expected inflation is lower 
than anticipated at pr14 “so the pr14 ef-
ficiency challenge should be easier rather 
than more difficult to achieve”. 
❙ New costs proposed by stakeholders “are 
not relevant, have moved in the opposite 
direction to that suggested by companies 
or have not been supported with evidence”. 

although not unexpected, ofwat’s 
strong indication of intent on margins 
and costs will undoubtedly come as a 
blow to the likes of Scottish market retail-
ers Business Stream and Clear Business 
Water; ofwat said both put in detailed 
submissions on these issues. Moreover, 

lessons from Scotland suggest wider retail 
margins have been a key factor in the ac-
tivity of that market (see report, p28). 

Uniform caps
elsewhere in the document, ofwat puts 
forward the idea of simplifying default 
tariff caps for large customers. The NHH 
controls are in essence default tariff caps, 
designed to provide backstop protection 
for customers. The caps comprise whole-
sale charges, a retail cost allowance, and 
the 2.5% net margin, with each company 
then free to allocate costs and margins to 
individual price caps. This has led to com-
plexity, with more than 250 default tariff 
caps in play across the industry. ofwat 
notes: “Differences in how companies have 
approached allocating their costs and mar-
gins to individual tariffs has reduced trans-
parency and consistency, making compa-
rability across companies difficult.”

In response, the regulator has suggested 
continuing with bespoke caps for small con-
sumers, but introducing uniform caps on 
gross margins as a percentage of wholesale 
charges in two bands for larger consum-
ers – 1-50Ml and 50Ml+ – with similar ap-
plication to wastewater, trade effluent and 
surface drainage charges. ofwat said this 
would not affect underlying tariff structures 
(a concern of many incumbents), though it 
noted it would consult separately on whole-
sale charging, including on the scope for 
tariff simplification, later in 2016.

If adopted, the move should come as 
welcome news to large customers, who 
crave as much simplicity and uniformity 
as possible (see MeUC story, p30). Sim-
plification could increase transparency 
and tariff comparability for customers, 
and help avoid any incentive on compa-
nies to make proposals for reallocating 
costs/margins between default tariff caps 
in a way that could skew cost recovery 
and limit competition. 

ofwat confirmed the NHH pC would 
run for three years from april 2017 and 
issued a slightly revised timetable for the 
process, as shown in the table.  tWr
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2.5% NEt MARGIN SEt tO StAY

Date Milestone
19 May 2016 Ofwat confirms method and data table requirements
20 July 2016 Companies submit cost and margin allocations & data tables
15 Sept 2016 Ofwat publishes draft determinations
28 Oct 2016 Deadline for response to draft determinations
15 Dec 2016 Ofwat publishes final determinations
April 2017 Nhh price controls take effect

TIMETABLE FOR THE 2016 NHH RETAIL PRICE CONTROL
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Aside from the obvious mile marker aspect of it being 
one year to go to market opening, the open Water 
programme is at a critical juncture: the balance of 
preparation activity will soon be tipped away from 

getting central market arrangements ready – the aspects han-
dled by DeFra, ofwat and MoSL – and towards how water 
companies respond to and interact with those arrangements.

But we are not quite there yet. In fact at the time of writing, 
MoSL is keeping its programme status red, indicating it is still 
grappling with the challenge of completing the build phase of the 
Central Market operating System (CMoS) and moving to user 
acceptance testing. 

MOSL update
MoSL has been up-front with its members about its challenges, 
explaining that despite an intensification of resources and man-
agement attention in the weeks ahead of the 4 april deadline, 
it didn’t see a step change in the number of tests CMoS was 
passing each day. Following discussion with its partner CGI and 
members of the top level retail Market opening Management 
Group, it opted to hold off releasing the first phase of CMoS 
until 25 april. 

MoSL chief executive Ben Jeffs expresses disappointment that 
the key 4 april milestone was missed, but insists everything pos-
sible has been done to minimise disruption to market partici-
pants’ readiness activities and takes comfort from feedback from 
companies that it has been largely successful in doing so. MoSL 
has deployed the capabilities it can already (see box – rephasing 
CMoS delivery, p24) and has rejigged the training timetable so 
this has started before the drop rather than after. 

Jeffs insists that, while regrettable, the few weeks’ delay won’t 
hold up the wider programme – shadow market opening or 
2017 go-live – because the situation has been managed. “Some 
will disagree with that, but those who are able to use what we 
have given them already have validated the plan.” He explains 
that one-third to a half of companies have connected success-
fully and that MoSL is working through the remaining teething 
issues to get everybody connected.

Jeffs’ stance is endorsed by DeFra director Sarah Hendry. 
She identifies system delivery as “the most challenging” part of 
the whole market opening process and notes the phase 1 CMoS 
completion deadline has had to be put back. But she adds: “I am 
comfortable that will not have a knock-on impact on the pro-
gramme.” 

With one year to go, DEFRA, Ofwat 
and MOSL remain committed to an 
April 2017 go-live for competitive 
business retail, but are managing 
expectations about exactly what 
the market will look like. An interview 
with Sarah hendry, Cathryn Ross 
and Ben Jeffs.

EYES 
WIDE 
OPEN

Ben Jeffs

We have rolled out all of 
our thinking about how 

the market will function. 
The year ahead is about 
implementation.
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Within weeks of the Baseline Review, the Open 
Water partners had substantially addressed its 
main recommendations, including putting a 
new governance structure in place and stabilis-
ing personnel. As noted many times in industry 
literature, the foundations for the new market 
had been ably put in place by Alan Sutherland 
and the Open Water Markets Limited team. But 
whatever your take on the policy and delivery 
choices made since then, there is no denying 
that the programme has moved at a breathtak-
ing pace over the last year. 

MOSL has been mobilised, the Market Archi-

tecture Plan finalised, CMOS procured, build well 
underway, and MOSL members have embarked 
on their interaction and testing journey. On the 
policy and regulation side, Ofwat and DEFRA in 
partnership with water companies and a range 
of other stakeholders have completed or sub-
stantially worked through issues including retail 
exit, licence modifications, customer protection, 
eligibility, margins, new entry and data quality.

Ross highlights two standout achievements. 
First, the extent to which all parties have worked 
collaboratively together. “twelve months ago, 
the interdependency issue felt very much like 

the biggest risk.” Second that the new gover-
nance arrangements put in place on the back 
of the Baseline Review have worked – even 
when “tested in real time” when MOSL called 
red over the risk to its 4 April CMOS delivery mile-
stone. “the gratifying thing was the effectiveness 
of the governance process,” she says. “We had 
an open, honest discussion.” 

hendry agrees, saying: “the programme really 
feels like a programme – we work together in the 
right way and have the right kind of conversa-
tions”. She is confident the arrangements will 
hold up “through thick and thin”.

ACHIEVEMENTS SINCE THE BASELINE REVIEW

OPEN WAtER PARtNERS|INTERVIEW

Sarah Hendry

Is Jeffs absolutely confident the new deadline of 25th will be 
hit? He says: “It is inconceivable we wouldn’t deliver the system 
on 25th,” before going on to explain that there is a possibility of 
some secondary aspects being released soon after. “Certainly the 
lion’s share of capability will be ready, and we are working hard 
to deliver it all.”

Jeffs is well aware (and says most water companies pointed out 

in their first letters of assurance) that MoSL is a “key dependen-
cy” for the programme. Delivery of CMoS on 25th will in fact 
be delivery of 80% of what the market needs to open. Jeffs says 
once the system is delivered, subject to any bugs being dealt with, 
there will be “no technical impediment to market participants’ 
ability to be ready” – aside from the sheer volume of work they 
have to complete in the year ahead. 

Appropriate conditions for 
market opening are not the 

same as appropriate conditions 
for the long term success of the 
market.

civil servants running 
marketing campaigns is 

not where we want to be.

Cathryn Ross
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Managing expectations
So assuming there is no technical impediment, can we expect 
the market to open on time? The open Water partners all re-
main confident. Hendry summarises the position: “We have an 
absolute commitment to open in april 2017. If something cata-
strophic happened, we’d have to look again, but at the moment it 
is very much deliverable.”

The partners are managing expectations on what exactly that 
market will look like on 3 april though. Hendry reminds us: 
“You can’t expect any market to be fully functioning and ma-
ture on day one. The question is: is there enough in place, are 
the building blocks there, for it to be a credible opening? The 
market can evolve and mature after that.” She adds that part of 
the discussion at the first meeting of DeFra’s multi-stakeholder 
assurance Group was around what success would look like. “ap-
propriate conditions for market opening are not the same as ap-
propriate conditions for the long term success of the market,” 
she observes. 

The sentiment is echoed by ofwat chief executive Cathryn 
ross. She describes herself as “confident but not complacent” 
that the market will open on time, noting there remains “a 
hell of a lot to do”, and she points out that ‘open’ doesn’t meant 
the market won’t need to evolve. “Will there be issues after 
the market opens? I’m sure there will be issues…of course 
there will be compliance issues; of course there will be level 
playing field issues.” But she sees such things as part of the 
“normal evolution of markets” not as anything that should 
prevent go-live. 

Current state of play
So with the market makers united in their commitment to april 
2017, the obvious questions are: where are we right now with one 
year to go, and how do we get from here to there? We will soon 
have more clarity of the former point. an independent review 
has just been carried out. The findings have been drafted but re-
main unpublished at the time of writing. 

Information can be gleaned on the current state of play though 
from the risk and issues register that the high level Management 
Group updates monthly. This was published for the first time in 
March. The MoSL programme is the only issue with a red status. 
The following have amber status: limited resilience in timescales 
(as would be expected); lack of assurance of the continuity of 
core programme staff (management actions are in place); and 
lack of business customer/wider stakeholder awareness (activity 
is set to ramp up from now – see box, awareness and commu-
nication).

as for individual stakeholders, the least clarity is available 
on where water companies currently stand. Their first letters of 
assurance were robust, but those letters detail planning and in-
tent rather than delivery. It is common knowledge that different 
companies are at different stages of readiness, but whether the 
industry as a whole can be regarded as on track is not transpar-
ent. MoSL has started charting companies’ self assessment of 
readiness. Jeffs endorses the received wisdom that there is con-
siderable variety in the industry but stresses that the engagement 
of each and every company has been “exemplary”. This issue is 
that “they have started from different positions and progressed 
at different paces”. 

of the open Water parties, MoSL’s current position has 
been discussed. Hendry says DeFra’s main remaining work 
stream has been around catering for exit for incumbents. She 
says she has a “reassuring story” to tell on exit: that the draft 
regulations consulted on have been well received and that 
DeFra is on track to lay the regulations in parliament in May 
“in good time for october” when the applications process is 
scheduled to open for companies. “all of that is in transit; 
nothing can get in the way now.” The Department is also the 
overarching owner of the assurance work and that is really 
just getting going. 

The pace of work at ofwat, particularly recently, has been 
breathless. ross comments on a few highlight pieces: 

Ahead of the fully tested version of CMOS being made available on 25 April, 
MOSL has deployed the following capabilities to enable market participants 
and their teams to undertake set-up activities as planned:
❙  Load master data received from companies (4 April) 
❙  Activate user setup screens in the portal (4 April) 
❙  Deploy the CMOS portal to enable market participants to view their data 
within the CMOS database and compare this to their own records (4 April) 
❙  Provide market participants with Northumbrian Water’s successful test sce-
narios to test end-to-end connectivity in the core CMOS (4 April) 
❙  Commence rollout of training (5 April) 
❙  Load market data provided by companies (from w/c 11 April). 

RE-PHASINg CMOS DELIVERy

the Open Water partners have always been will-
ing to speak at customer events and respond to 
customer queries. But their proactive customer 
communications have been distinctly lacking. 
According to a survey conducted last year, 
only 15% of businesses were even aware market 
opening was on the horizon. 

Ross says this lack of communication has 
been by design rather than omission. Now there 
is one year to go, it is time to act, but driving up 
awareness too early, particularly as the market 
was still being worked out, would have been 
“abstract and irrelevant – actually, you can 
shoot yourself in the foot if you do that”. She 
says it will be for companies to do the bulk of 

the awareness-raising – “civil servants running 
marketing campaigns is not where we want to 
be” – but that they will be supported by central 
activities. these have been designed following 
a workshop with companies’ communications 
teams and comprise: 
❙  Production of a central communications plan: 
the workshop participants called for this, saying 
it would help frame their individual activities and 
prevent duplication. It is expected later this month. 
❙  Provision of a central hub of information from 
which company comms teams can draw. 
❙  Improvement of the Open Water website so 
when the message gets out, customers will have 
a user-friendly and information-packed online 

resource at their fingertips. 
there are no plans to produce an English equiv-
alent to Scotland on tap – a website providing 
links to all the licensed providers in the Scottish 
market. Ross says she prefers the concept of 
companies speaking up for themselves to a 
centralised provision.

hendry agrees that now, one year to go, is the 
right time to ramp up awareness-raising activity. 
DEFRA will do its bit and has already begun to 
engage with the public sector, the farming com-
munity and others to that end. One strategy will 
be to work through customer intermediaries and 
encourage them to disseminate information to 
their members. 

AWARENESS AND COMMUNICATIONS
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❙  WSSLs: ofwat received one application on the day the process 
opened (5 april). It has a working assumption to expect 30-40 
applications, though this is a rough estimate. 

❙  readiness licence condition: ross says initially some compa-
nies questioned the need for this, arguing they were preparing 
adequately anyway. “But we asked them, ‘how confident are you 
everyone else is doing what they need to do?’ once we talked it 
through, people came to understand the need.” The wording of 
the condition has been amended to reflect the reality that the 
data companies will put into CMoS won’t be in pristine condi-
tion by april 2017 (see p30). So what level of data quality will be 
needed for companies to pass muster on the assurance condi-
tion? ross says ofwat doesn’t have a specific measure in mind 
but will go down the targeted review route on readiness later this 
year. “We will identify the areas of greatest risk…and see if com-
panies are doing everything they can.” Jeffs adds that accurate 
data is a code condition, and that once the market is live the code 
requires that that erroneous items are rectified as soon as they 
are identified. 

❙  Non household price control and retail margins: In a state-
ment of method for the forthcoming NHH retail control, ofwat 
has given a clear steer that it intends to stick with a 2.5% net re-
tail margin (see p21). ross says there is “no compelling case” for 
changing that plan. She adds: “I don’t expect the debate around 
margins to go away. I would be arguing the same [for a larger 
margin] if I was in a new entrant position…But whichever way 
you go around it [she lists CMa support of a 1-3% margin in 
energy; the fact that the original pwC analysis that suggested the 
2.5% stands up to fresh scrutiny; and evidence of interest in the 
market from prospective retailers] there is no reason to change.” 
Hendry is less strident. Noting ofwat is independent, she adds 
she has personally heard new entrant concerns on margins; that 
entry levels sit on open Water’s risk register; and that the pro-
gramme is keeping a watching brief on the situation. She com-
ments: “The market wouldn’t be a success without entry and we 
are mindful of that.” 

❙  credit terms: This is work in progress. ofwat has validated the 
list of credit options it proposes to use and, following a workshop 
in February, is now working through ideas on specific payment 
terms.

Outlook
In assessing where we are right now, what has been achieved to 
date should not go unremarked. ross describes achievements 
since the Baseline review as “phenomenal”, with all stakeholders 
having played a part (see box – achievements since the Base-
line review p23). as for outlook for the year ahead, it seems that 
within a few weeks most of the work that remains to be done will 
sit with water companies. 

Hendry points out that DeFra is only in the “foothills of the 
assurance process” but that ministers were comfortable with the 
company assurance letters of February. She echoes points made 
earlier on company variation: “The bigger incumbents are fur-
ther down the path, and the smaller ones are finding it more 
challenging – but that is as we expected. We didn’t set the bar 
high at this stage; the assurance process is phased.” 

Going forward it will get more gritty. Jeffs observes: “It will be-
come obvious in the next six months where everyone stands.” He 
adds: “2015-16 has been more about MoSL’s readiness; 2016-17 
is more about market participants’ readiness.” 

a key question that has surfaced over the past six or so 
months is: how should readiness be defined? Should it be suf-
ficient for companies to be technically compliant or should 
their readiness in a broader sense – structurally, organisation-
ally, culturally and strategically – be a factor too? Hendry’s 
take is that companies need to own responsibility for readi-
ness. She explains: “We have tried to avoid a facile, tick-box 
approach. Companies are different beasts. They need to ask 
themselves that question.” She returns to her earlier point, 
though, that it is possible to iron out many issues after the 
market has launched. 

For ross, readiness has three distinct parts. First the 
technical aspects. Here, companies made “strong confident 
statements of assurance” in February. But that’s the easiest 
bit. ross says it is “harder for companies to make progress” 
in the other aspects. Second, she lists cultural issues includ-
ing “what it is to be a retailer, or a wholesaler supplying mul-
tiple retailers”. Many companies are recruiting from com-
petitive sectors to boost their capabilities. ross comments 
that companies’ structural choices will be influential here; 
it will likely be easier for those who have separated retail 
operations to develop a retail culture while “the cultural leap 
could be a bit harder to make” for those who have remained 
more integrated. Finally, there is the strategic piece: where 
do companies want to be in retail and how are they position-
ing themselves? Companies like portsmouth Water, United 
Utilities and Severn trent have already made their strategic 
choices, while many others have yet to publicly announced 
their intentions. 

Do companies need more support through the year ahead, 
and will they get it? Jeffs says MoSL is effectively at a crossroads 
now: “We have rolled out all of our thinking about how the mar-
ket will function. The year ahead is about implementation.” He 
points out though that this won’t mean a significant upscaling 
of support to individual companies, as MoSL isn’t funded for 
that and has limited technical resources at its disposal. Its prior-
ity is to “get the market ready and open for everybody, not any 
one party”. He adds MoSL will “give them [market participants] 
everything they need, but maybe not all they want”. Hendry, 
with the bigger picture in mind, takes a softer line, comment-
ing: “Smaller companies may need more support from the pro-
gramme. That is there for them.” 

transformative change
Jeffs concludes by stressing the significance of retail market 

opening for the industry as a whole. In creating competitive 
retailers as a new group of stakeholders, it will shine a light on 
current practices in every relevant area – pricing, metering, con-
nections and so on. “The competitive non-household market is 
not an isolated project – it is the beginning of a transformation 
in the industry.”

ross says ofwat’s thoughts are already turning to establishing 
what an effective market looks like for customers, and to how it 
can best monitor the market after it opens and ensure any neces-
sary interventions are “proportionate, not Draconian”. tWr
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Confusion and differences of 
interpretation on whether 
customers have the right to 
switch supplier from 2017 

will have been eased by publication of 
supplementary eligibility guidance by 
ofwat – though inevitably some incon-
sistency of application will remain. 

The regulator has sought to clarify 

thE INS 
AND OUtS 
OF WhO’S 

IN AND 
WhO’S OUt

Practical scenarios help to 
iron out market eligibility 

inconsistency

the guidance it issued in august 2015 
on which customers should be defined 
as non household and hence eligible to 
switch, and which should be defined as 
household and hence ineligible, by apply-
ing the general principles it set out then 
to specific scenarios. It has also suggested 
other criteria which may be considered 
where the application of the general prin-
ciples does not result in a clear conclu-
sion. The supplementary guidance applies 
to both england and Wales and supply by 
both licensed water suppliers (WSLs) and 
by new WSSLs (see report, p26).

This followed requests for clarity from 
water retailers, who ultimately carry the 
can for allocating customers correctly. 
The new guidance points out: “each li-
censee is responsible for assessing the 
eligibility of premises/properties it sup-
plies. Where a household has been incor-
rectly placed into the market and then 
attempts to switch supplier, the onus is 
on the receiving supplier to assess the 
premises/property and refuse the transfer 
if the premises/property is not eligible.” It 
builds in outputs from workshops con-
vened by both MoSL and ofwat to ham-
mer out the thorniest issues.

In general terms, the supplementary 
guidance ranks eligibility considerations 

in a hierarchical order as follows: 
❙ 1. Determine the extent of the premis-
es. This is particularly relevant to sets of 
premises with a single supply point. ac-
cording to the guidance: “In cases where 
a company supplies several properties 
through a single supply point – for ex-
ample, because they are connected to a 
private network – these properties should 
be defined as a single set of premises for 
the purposes of the licensing framework.” 
❙  2. Determine the principal use of the 
premises. In the majority of instances this 
should be sufficiently clear to allow prem-
ises to be placed within the household or 
non-household market. 
❙ 3. Where principal use is not readily ap-
parent, liability for business rates or coun-
cil tax may provide a first approximation.
❙  4. Where the premises are liable for 
neither or both rates (mixed usage), the 
principal use must be determined. “We 
suggested in our eligibility guidance that 
if the ‘household’ part of a single set of 
premises is dependent on the ‘non-house-
hold’ part, the premises would generally 
be considered non-household.”

Scenarios and prioritisation
Where ambiguity remains after this 
point, ofwat had previously advised 

USEFUL SCENARIOS ON ELIgIBILITy
Premises type In Out Maybe
University  
accommodation

Campus with single supply point; catered 
hall of residence with its own supply point

Self-catered hall of residence with its own 
supply point

housing housing association units; local authority 
housing; serviced apartments; residen-
tial properties run by management 
companies

hospitality holiday lets; short stay accommodation
homes for the sick & 
elderly

Care homes (including staff residences if 
on a single shared supply point)

Care home staff residences with 
separate supply points; assisted living & 
sheltered housing

Car parks & garages those with supply points not attached to 
residences

those on household supply points

Animal troughs Standalone troughs Where supply point is shared with other 
premises, category is dependent on how 
those premises are classified.

Allotments Both individual plots and those managed 
by associations

Developments Building sites; show homes Buildings in/around existing household 
premises - eg sheds, extensions

Zero rated & rate 
exempt properties

Dependent on principal use

Vacant properties Dependent on principal use
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17%

Neither happy 
nor unhappy 
39%Mainly or 

completely 
unhappy 
15%

I feel di�erently 
about di�erent
water suppliers
30%

Q1: How happy are you with 
your current water supplier(s) 
overall?

As soon as 
the market 
opens or 
very quickly 
after 34%

Once I have 
seen how the 
market is working 
 62%

No 
4%

Q2: Are you likely to switch 
supplier

Yes 
57%

No 
17%

N/a
26%

Q3: If you are a multi-site 
customer, are you planning on 
using one supplier for all your 
water needs? 

Ensuring 
consistency 
in processes 
and pricing 
across the 
regions 
46%

Level 
playing 
�eld
16%

Q4: Which of these issues do you 
believe it is most important to 
address before the market 
opens?Levelling the playing �eld 
between incumbent water 
companies and new entrants 
16%

Widening 
the margins 
15%

Ensuring 
the data 
is correct 
24%

Q3: IF yOU ARE A MULTI-
SITE CUSTOMER, ARE yOU 
PLANNINg ON USINg ONE 
SUPPLIER FOR ALL yOUR 
WATER NEEDS?

ELIGIBILItY|REPORT

companies to  allocate the mixed use 
premises to the non household category 
and then use a number of techniques to 
establish whether it should stay there. 
These included scrutiny of company 
data; desk based research; requesting 
information from the customer; and 
gathering evidence on-site while, for 
instance, taking a meter reading. In the 
supplementary guidance, it provides ex-
planatory scenarios for some likely com-
mon problems – the principles of which 
could also be applied to other similar 
situations. These are shown in the table. 

The guidance also takes a practical line 
on prioritisation, advising: “We note that 
in certain circumstances, the application 
of the eligibility guidance may result in 
some very small sites becoming eligible 
for the market. We consider these sites 
should be eligible for the market, but gen-
erally, that priority in the identification of 
eligibility and uploading of data should 

be guided by those sites which have the 
greatest potential to benefit from compe-
tition.”

ofwat’s retail market opening direc-
tor adam Cooper said water companies 
had given a “positive response that we 
have provided as much guidance as we 
can – but it is still guidance”. There will 
inevitably be premises that don’t neatly 
fit the principles and are not catered for 
by the scenario examples. one particular 
difficulty relates to sites that have differ-
ent water and sewerage providers, each of 
which will have to assess eligibility sepa-
rately. The guidance says: “In the major-
ity of cases we consider that both services 
providers are likely to come to the same 
conclusion about eligibility, but there may 
be examples where water supply and sew-
erage supply systems operate differently. 
For customer ease of understanding, we 
encourage companies to take a consistent 
approach where possible, although we 

accept it may be possible for a site to be 
considered household in relation to one 
service and non-household in relation to 
the other based on the circumstances of 
their principal use and the configuration 
of the relevant infrastructure.”

It will also be an ongoing challenge for 
suppliers to keep tabs on eligibility as the 
use of premises changes – for instance, 
if a vacant property is brought back into 
use or as building sites become completed 
properties. 

Consultation on the supplementary 
guidance closed on 7 april. an associ-
ated consultation, Updated eligibility 
guidance, is open until 2 May. This up-
dates ofwat’s eligibility guidance to take 
into account commencement of relevant 
provisions of the Water act 2014, devel-
opment of its thinking on the transition 
from the WSL to WSSL regime, and the 
position reflected in the supplementary 
guidance.  tWr

Virtually all large water users are likely 
to switch after 2017 and three quarters 
of multi-sites plan to use a single sup-
plier. The Major energy Users’ Council 
(MeUC) canvassed opinion from its 
members – industrial and commercial 
customers – at its Spring roadshows in 
Manchester and London. 

elsewhere, the poll suggested oppor-
tunity for good retailers to attract MeUC 
member custom: only 17% were happy 
with their current supplier while 39% 
were neutral – suggesting a better deal 
on price or service might galvanise a 
switch. Just under a third (30%) said they 
felt differently about different suppliers – 
evidence already that retailers can distin-
guish themselves in the market. 

Finally, the MeUC asked large cus-
tomers which was the most important 
issue to address before the market opens.  
ensuring consistency in processes and 
pricing across the regions was the clear 
winner, taking nearly half the vote. 
ensuring data is correct also featured 
prominently: a quarter listed this as their 
top priority.  tWr

BIG USERS  
ALL PLAN  
tO SWItCh
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While the formation of the 
english business retail mar-
ket has drawn on Scotland’s 
experience, replicating the 

factors that kicked the Scottish market 
into gear looks a remote possibility. at the 
Future of Utilities conference last month, 
WICS chief executive alan Sutherland 
extrapolated lessons for england from his 
experience of preparing the competitive 
market in Scotland and opening it in 2008. 

He recalled this was no mean feat, ob-
serving that when he first mooted the idea 
in 2001 “I had no idea what I was getting 
myself into and worse, what Scottish Wa-
ter would have to do and what the Scot-
tish Government would have to do”. In the 
early days of competition, he said “loads 
of people benefitted” from better deals on 
price and service, but the going was slow 
on paper; observers were “obsessed” with 
asking about switching levels and by 2011, 
only 0.5% of customers had changed sup-
plier (to one of only four new entrants). 

That year, however, the market took 
off, with new entrant numbers climbing 
to the current 22 and switching activity 
accelerating to the point that incumbent 
Business Stream now has a market share 
of just over half.

on top of the fact that WICS had “pre-
pared the ground” by setting up a market 
that worked efficiently and by ensuring 
the playing field was level, Sutherland 
said two key factors were in play in driv-
ing the uplift: 

SCOttISh LESSONS ON NEW 
ENtRY AND SWItChING
Alan Sutherland says margin expansion and the 
Water White Paper galvanised market activity in 
Scotland. England looks set to be a different story.

❙  margin expansion: from 2010, as 
wholesale tariffs fell, the Commission 
allowed default tariffs to increase in line 
with inflation, as shown in the chart.

❙  Water White paper: this was published 
in 2011 and set the course for the english 
market to open, thereby encouraging sup-
pliers to try their hand in Scotland. 

This course is also shown in the chart. 
Neither of these igniting factors will 

be in play in england in 2017: ofwat has 
indicated it plans to stick with a 2.5% 
net (c6% gross) margin (see report, p21) 
and there is no prospect of a neighbour-
ing market opening galvanising interest. 
However, other factors are in play: the 
larger size of the market and, importantly, 
the likelihood of household switching 
shortly after 2020. 

Sutherland observed that it was the 
“collective duty” of all involved parties 
to cooperate to ensure opening is suc-
cessful: “Ironically, parties must col-
laborate in order to knock spots off each 
other.” He set out a list of ten fundamen-
tal questions for incumbents and regu-
lators to consider if market opening is 
to realise its full potential. These are de-
tailed in the box.    tWr

For incumbents 
❙  how do you plan to organise your non house-
hold retail activity? how will you ensure the 
playing field is level and that your choices are 
consistent with the market code?
❙ Assuming exit, what is the opening balance sheet 
of the retail entity going to look like? how much 
new capital will be injected and from where?
❙  how will legacy assets be reflected in the 
balance sheet of the wholesale and retail busi-
nesses? how will assets be replaced at the end 
of their useful life? 
❙  What is your expected rate of return on your 
retail business – at an aggregate level and at 
customer class level? Can you evidence that a 
profit can be made in serving each class of cus-
tomer in your home area? Sutherland observed 
that the forecast margin of the combined 
United Utilities/Severn trent Nhh venture (pre tax 
profit of £9.7m on sales of £940.2m) didn’t look 

too good, commenting “don’t hold your breath 
for discounts”. 
❙  Do you have a retail strategy? What have you 
done to ensure that your retail pricing is 
consistent with: this strategy; in-area wholesale 
tariffs; out of area wholesale tariffs? A huge chal-
lenge here is understanding costs. 
❙  Can you evidence that your retail business 
takes decisions on its merits not those of the 
wholesale business? how can you show there is 
no position of privilege for your retail 
business in its home area? 
❙  What plans are in place to respond to data 
errors? Sutherland said this was one area “we 
didn’t get right” in Scotland. he urged com-
panies not to rely on fixing data before market 
opening only, as this would be insufficient. 
❙  how much does your retail business expect to 
pay the market operator? Sutherland said the 
cost could not fall on the wholesale business as 

that would mean household customers paying, 
without standing to benefit. he added: what 
about the costs of fines and charges from the 
regulator for its market administration costs? 

For regulators
❙  how should you/ the market operator evi-
dence how much your market administration 
fees should be and how are these balanced 
between incumbents and new entrants? New 
entrants will likely be keen to know and house-
holds must have confidence they are not being 
disadvantaged. 
❙  What would happen to a wholesaler and cus-
tomers if a large retailer were to fail? how would 
you ensure the cost of capital for the wholesale 
business does not increase? A straight market 
response would give this result but that would 
mean household customers suffering so could 
have political and commercial consequences. 

SUTHERLAND’S TEN KEy QUESTIONS
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Opening the household re-
tail market to competition 
could materially increase 
water company counter-

party credit risks, and mitigation mea-
sures must be factored in to the decision 
making process around market opening 
(see box). That is the finding of a study 
conducted by FtI Consulting for Thames 
Water, published earlier this month. 

The study explored two key issues: 
❙  Whether a material amount of incre-
mental counterparty risk could be in-
troduced as a result of expanding retail 
competition to include household cus-
tomers. This is because the current situ-
ation of integrated companies collecting 
revenues directly from households would 
be altered; wholesalers would need to col-
lect revenues from retailers. FtI said this 
had the potential to affect credit ratings, 
because ratings are influenced by coun-
terparty credit risk. 
❙  If so, whether there are options avail-
able to address those risks which would 
be consistent with the water industry’s 
objectives, including providing value for 
money services for customers. 

Risk could rise
The report, Counterparty credit risks in 
a future English household water retail 
market, found “counterparty credit risks 
faced by english water companies are, in 
the absence of mitigating arrangements, 
likely to rise if the household water retail 
market is opened to competition”. This 
is on the back of three key factors: some 
existing regulatory protections (for exam-
ple, allowances for bad debt costs or price 
control reopeners) may be lost; there is a 
possibility that at least some household 
water retailers may not be (or may not be 
perceived to be by credit rating agencies) 
creditworthy counterparties; and losses in 
the event of a default could be material.  

FtI said: “Since household retailers will 
collect around 80% of water companies’ 
revenues (with the other 20% of revenues 
coming from non-household retailers), 
the revenues which would be lost in the 
event of a retailer default would be ma-
terial…incumbent water companies 

hOUSEhOLD REtAIL tO PUSh UP 
COUNtERPARtY CREDIt RISk

Mitigation must feature in domestic retail thinking, 
urges a study for thames Water by FtI Consulting.
would face counterparty credit risks in 
the household market approximately four 
times higher than the non-household 
market, all else equal.”

Mitigation possibilities
The table shows the various mitigation 
measures FtI considered, together with 
how positively or negatively they would 
affect wholesalers and retailers. 

Clearly certain options are more favour-
able than others for wholesalers, incum-
bent retailers and new entrant retailers. FtI 

concluded: “overall, this suggests that bad 
debt true-ups, rCMs, SoLr obligations, 
minimum credit cover requirements and 
pre-payment by retailers would all be worth 
considering carefully as tools for mitigating 
counterparty credit risks” – though it cau-
tioned that nothing at this stage should be 
ruled out. It added: “It may…be appropri-
ate to adopt a suite of measures to mitigate 
counterparty credit risk.” 

Wholesale/retail credit terms are still be-
ing debated in the non household market 
(see p30).   tWr

EVALUATION OF MITIgATION MEASURES
Measure Wholesalers Incumbent  

retailers
New entrant 
retailers

test financial strength before allowing entry Positive Negative Negative
Pre-pay Strong positive Negative Strong negative
Minimum credit requirements Positive Negative Strong negative
Joint liability among retailers for losses 
caused by a defaulting retailer

Positive Negative Negative

Supplier of last resort obligations Positive Neutral Positive
Revenue correction mechanisms Strong positive Neutral Neutral
Ex-ante bad debt allowances and price 
control reopeners

Positive Neutral Neutral

Bad debt true up or pass through Strong positive Neutral Neutral
Fund the cost of alternative protections Positive Neutral Neutral
Enable wholesalers to manage risk through 
commercial negotiations

Strong positive Strong negative Strong negative

Compensate additional risks through uplift to 
wholesale WACC

Positive Neutral Neutral

Ofwat has published the final terms of reference 
for its review of retail household markets. Under the 
terms, it will consider:
❙  the views and likely behaviours of customers 
❙  Costs and benefits to customers, the water sector, 
the wider Uk economy and the environment of 
introducing competition.
❙  the design of the competitive market and the ap-
proach that is taken to the implementation of reform.
❙  Potential models of competition that could be 
used.
In terms of scope, Ofwat will consider a range of 
competitive scenarios, including:

❙  A “thin” market (core retail activities only, such as 
billing and payment handling) v a “thick”  market 
(one which includes a wider scope of activities, 
including resource procurement, local distribution 
networks, meter provision and metering, new con-
nections and more customer interactions) 
❙  A “wide” (all households) v “narrow” market 
(customers subsets only) market – the latter would 
allow different regions or segments of the market 
to be opened at different times.  

It anticipates publishing draft findings in July and 
final findings in September, and to be able to  fac-
tor the government’s ultimate decisions into PR19. 

OFWAT STUDy TERMS OF REFERENCE

hOUSEhOLD REtAIL MARkEt|REPORT
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Readiness condition: data 
doesn’t have to be pristine 
ofwat has modified the demands 
of its market readiness licence 
condition to reflect the fact that 
the “achievement of 100% data 
accuracy may not be a realistic 
goal”. The regulator has now pro-
posed an amendment which “is 
targeted at the outcome that must 
be achieved, specifically that each 
company’s data is sufficiently ac-
curate to enable the effective func-
tioning of the market”. 

The data issue was one of a raft 
of concerns raised by water com-
panies about the licence amend-
ment designed to ensure the in-
dustry is fit and ready for april 
2017. among other issues that 
caused concern were that the con-
dition required “an unbounded 
level of effort”, would result in ap-

pointees being exposed to risks 
outside of management control, 
and was not specific enough. 

ofwat snubbed all the indus-
try’s arguments except the data 
point. It said: “The proposed 
condition already states that each 
company must only take steps or 
do such things as are within its 
power, and we consider that this 
adequately addresses the concerns 
regarding risks arising from ex-
ternal circumstances.” It added: 
“We remind companies that one 
of the objectives of the readiness 
condition is to ensure that each 
company determines itself what 
is required to meet its obligations, 
rather than waiting to be being 
told what to do.”

The regulator intends to con-

duct a targeted review of market 
readiness in the third quarter of 
2016.

Separately, ofwat has an-
nounced it will press on with 
removal of the in-area trading 
ban – another priority licence 
modification for market opening 
– despite the objections of new 
entrants. Some argued that re-
moval of the ban, which prevents 
licensed water suppliers associ-
ated with appointees from trading 
in the appointee’s area, raised the 
risk of appointees showing undue 
preference to their retail arms. 

The regulator said its regulatory 
tool kit could deal with this, and 
published a note clarifying ap-
pointees’ obligations regarding the 
relevant compliance codes.

applications for the new water sup-
ply and/or sewerage licences (WSSLs) 
opened on 5 april. one week on and 
ofwat said it had received one appli-
cation, and had a working assump-
tion to expect 30-40 more. 

applications for a WSSL must 
contain a completed application 
form and a fee of £5,250. ofwat 
will then follow the process set out 

in the table.
WICs will conduct its own as-

sessment process and grant licenc-
es separately. WSSL licences will 
provide the holders with certain 
rights to provide services to non-
household premises.

The two licences, one for water 
supply and one for sewerage, will 
each include one or more “authori-

sations” relating to the services 
that the holder wants to provide. 
The government has consulted on 
and published standard licence 
conditions for the WSSL regime 
common to all authorisations and 
specific conditions relating to retail 
and restricted authorisations. Stan-
dard licence conditions for whole-
sale, supplementary and disposal 
authorisations will be consulted on 
at a later date.

WSSLs open for business

Payment terms 
work goes on

OFWAT’S WSSL APPLICATION ASSESSMENT PROCESS
Stage Description Time allocation
Initial screening Check for completeness 5 working days
Public consultation If the application is deemed valid, it will be publicly 

consulted on.
20 working days

Detailed assess-
ment

Ofwat will consider responses to the public  
consultation and assess managerial, financial and 
technical competency.

40 working days to the point a 
licence is granted. May be longer if 
the application is to be rejected.

“Minded to grant” Issue of a “minded to grant” decision if the  
application passes muster.

Grant of WSSL Licences will be granted upon the applicant pass-
ing MOSL’s market accession tests. 

Issues & problems If shortcomings are identified, Ofwat will inform 
applicants and provide information on the dispute 
process.

Water companies must publish in-
dicative wholesale access charges 
for 2017-18 by october 2016. 

ofwat flagged that it recognised 
the trade-off between early infor-
mation on charges and the reliabil-
ity of such information. as such, it 
will require companies to provide 
assurance that charges published 
in october are those companies 
expect to set for 2017-18. 

ofwat said publishing indica-
tive wholesale access charges 
would allow retailers sufficient 
time to develop their retail pric-
ing proposals ahead of the begin-
ning of the charging year. It added 
that publishing would facilitate a 
level playing field and provide an 
opportunity for any changes to 
wholesale access charges to be re-
flected in central market systems.

The regulator said it would con-
sult later this year on requirements 
for the publication of wholesale 
access charges, including indica-
tive charges, from 2017 onwards.

ofwat and companies continue 
work to pin down the details of ap-
propriate credit and payment terms 
between wholesalers and retailers.

The codes provide for a variety 
of different forms of credit to be 
posted, depending on the finan-
cial standing and credit risk of the 
retailer: 
❙  cash deposit
❙  letter of credit
❙  parent company guarantee
❙  insurance 
❙  prepayment

Details remain up for discus-
sion, particularly concerning the 
precise amounts of credit that will 
need to be agreed and formally 
defined in the codes (taking into 
account provisions for severe 
credit events, as seen in the energy 
market), as well as the transition-
al arrangements for retailers to 
move between the different forms 
of credit should their financial 
standing change. 

Wholesale charges
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At present the three biggest 
challenges to the market [are] 

data, data and data…

TWR ExpERT FoRum|report
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There is little confidence that wa-

ter companies will be fully ready 

for market opening by April 2017 

– even on the basics – according 

to the findings of this month’s The Wa-

ter Report Expert Forum. Our research 

partner Accent asked our Forum mem-

bers – leaders and opinion formers from 

in and around the sector – for their views 

on water company retail market prepara-

tions, challenges and likely readiness. 

Only a little over half of respondents 

expected companies to be fully compliant 

with codes and legal requirements, and to 

have an appropriate organisational struc-

ture in place at market opening. Fewer 

than half anticipated full readiness in any 

other area, including on IT systems – a 

prerequisite of participation. These results 

are shown in chart 1. The implications of 

a lack of readiness in these core aspects of 

preparation speak for themselves.  

The picture is considerably better if we 

group expectations on partial readiness 

together with full readiness. Partial readi-

ness in some aspects of preparation will 

be sufficient for the market to open. On 

REaDy oR noT?
Before the Treasury announcement on domestic competition, 

we polled our Expert Forum on water company readiness for 

non household retail. We expected to find preparations on “soft” 

aspects such as culture and behaviour to be lacking, but in fact 

found confidence in short supply even on the basics.

Systems/technology

Data

Codes/legal compliance

Appropriate organisational 
structure in place

Behavioural aspects - ready to 

behave appropriately in the market

Culture: distinct retail and 

wholesale cultures

Wholesale operations prepared

Retail strategy prepared 
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Fully ready            Partially ready           Not at all ready            Don’t know

Systems/technology

Data

Legal compliance with 

codes/regulations etc

Organisational structure 

Behavioural aspects - eg appropriate 

behaviours in the open market

Culture - eg cultivating di�erent retail 

and wholesale cultures

Impact on wholesale operations

Devising a retail strategy for post 
April 2017

A lot of attention             Some attention            No attention           Don’t know

Chart 1: By the time the market opens in april 2017, how 

ready do you expeCt water Companies to Be in eaCh of the 

following areas?
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behave appropriately in the market
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April 2017

A lot of attention             Some attention            No attention           Don’t know

Chart 2: in preparing for non household retail market 

opening, how muCh attention do you think water Companies 

overall have so far paid to eaCh of the following aspeCts?

twr expert forum

The Water Report, in partnership with 

market research company accent, set up 

the Expert Forum to consult every other 

month on a key industry issue. approxi-

mately half our Forum members are at board level and 

most of the remainder in other senior management posi-

tions. many thanks to all those who have joined. 

Group members are emailed surveys which should 

take no more than ten minutes to complete. Responses 

are treated as confidential. Findings will be reported in 

aggregate only and any comments used will be ano-

nymised, unless members are happy to be identified. 

The next Forum will take place in January for the Feb-

ruary issue of The Water Report. We would be delighted 

to welcome more members in senior positions. If you 

are interested, or if you have a topic suggestion for the 

Forum, please email karma@thewaterreport.co.uk

data, for instance, while only 8% antici-

pated full readiness, a further 76% antici-

pated partial readiness. Non household 

data is a notoriously thorny area and no 

one is expecting pristine quality on day 

one. So how much of an issue data qual-

ity proves to be will come down to exactly 

how partial the readiness is. 

Some of the verbatim comments we 

received on data indicated we should 

have a positive outlook – for instance: 

“Companies recognise that there is lots 

of room to improve their data” and “…it 

is impossible for companies not to have 

received the message and started work on 

preparing for their submissions in 2016”. 

Others were less optimistic: “Data quality 

is a huge issue and some companies seem 

under-prepared for ensuring their data is 

ready for the new market”; “The danger 

is that [lack of] data integrity in one or 

more companies could derail the market 

on day one.”
Unsurprisingly, expectations on the 

softer aspects of readiness were the low-

est. Between a fifth and quarter of respon-

dents said water companies would not be 

at all ready in cultural terms to compete 

– i.e. would not have distinct wholesale 

and retail cultures in place by April 2017 

– and would not be at all ready to behave 

appropriately in the market. Only 8% and 

4% anticipated full readiness in these re-

spects. Again, this won’t get in the way 

of market opening; indeed, some Forum 

members pointed out that you wouldn’t 

necessarily expect separate cultural iden-

tities for instance to emerge until after 

April 2017. It was also noted that on re-

tail strategy, some companies are actively 

choosing to be second movers and hence 

the absence of a honed retail strategy on 

day one shouldn’t be taken as an indicator 

of unreadiness. 
However, if Forum members’ expecta-

tions are correct and appropriate cultures 

and behaviours don’t emerge rapidly, the 

effective operation of the market could be 

hindered. 

Wide variety
To put the results on expected readiness in 

context, we asked the Forum how much 

attention water companies overall have so 

far paid to each of the various preparation 

activities. Over 80% of respondents said 

companies had paid some or a lot of at-

tention to codes and compliance, systems, 

data, organisational structure, the impact 

on wholesale operations and devising a 

retail strategy. A lower proportion said 

the same order of attention had been paid 

to behavioural and cultural aspects (high 

60%-low 70%). These results are shown in 

chart 2. 
We appreciate that asking about overall 

readiness could mask significant variety 

company to company. So we also asked 

the Forum for views on the level of vari-

ety across the industry. Virtually all those 

who commented thought the variety was 

marked, though a number of different ex-

planations as to why were offered. Among 

the comments we received were: 

Hide or seek? There is huge variety on retail preparation company to company
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What does having a Conservative major-

ity government mean for the water policy 

landscape? This was the subject of our 

first  The Water Report Expert Forum sur-

vey, conducted in the week following the 

7 May result. The new Forum comprises 

leaders and opinion formers from in and 

around the industry. Members are polled 

bi-monthly to get a snapshot of senior 

opinion on topical or important issues 

(for more details, see box – TWR Expert 

Forum)

Positive, negative, neutral? 

Asked how positively they felt about the 

new government in terms of its overall 

impact on the water sector, 55% were 

neutral, 38% positive and just 7% nega-

tive. The majority neutral showing will 

reflect the high likelihood of policy con-

tinuity from the Coalition administra-

tion: if things don’t change significantly, 

it is perhaps hard to feel either positive 

or negative about them. The high neutral 

showing could also be read as an acknowl-

edgement that many stakeholders outside 

of Westminster, not least regulators and 

companies themselves, have major roles 

to play in the performance of the sector. 

But clearly where Forum members’ 

views did shift one way or the other, this 

was overwhelmingly to the upside. Chart 

1 shows this result, alongside sentiment 

towards specific policy areas. There is 

interesting variety. Sentiment is over-

whelmingly positive on attracting invest-

ment to water (71%) and policy stabil-

ity (64%), and delivering non household 

retail competition (56%), with most of 

those not selecting the positive option in 

these fields feeling neutral. 

Repeatedly, respondents cited the To-

ries as “business friendly”,  and as the 

leading Coalition partner were expected 

to press on with existing policy, provid-

ing stability and certainty. Liz Truss’ re-

appointment as environment secretary is 

cited specifically as shoring up this stable 

outlook. One member enthused that it 

was “excellent to have a stable govern-

ment that can take forward the Water Bill 

proposals, drive economic growth and fa-

cilitate a more diverse water sector”. 

On retail competition, one member 

commented: “Any further potential for 

changes (ie new party in government) 

would have led to further delays which 

exPert ForuM MaPs 

PoliCy landsCaPe
negative views of vulnerable customer help and environmental 

safeguarding mar otherwise positive or neutral view of tory policy; 

Forum priorities don’t align with what is expected of government; 

labour ideas not dead and buried.

would not be able to be incorporated 

within the challenging timescales.” We 

must be careful though not to assume a 

tick in the positive box necessarily indi-

cates support for retail market reform. 

One observed competition was “absolute 

dogma in Tory policy so for better or 

worse it will happen”. 

Neutral sentiment was dominant in 

most of the other policy areas asked 

about: ensuring customers get a fair deal 

(64% neutral); securing sustainable/re-

silient water resources (62%); environ-

mental safeguarding (62%); and effective 

regulation (55%). Some of the interesting 

comments made in these areas were: 

Customers

❙  “More a matter for Ofwat within the 

legislative framework the previous ad-

ministration set out (and which this new 

administration is likely to follow).”

❙  “No one is going to pursue an overt 

policy against this.”

❙  “Social tariff policy not working.”

Environment

❙  “Environmental credentials are mixed.”

❙  “Good track record but EU doubt.”

Resilience

❙  “I don’t think 5 year governments can 

really plan for energy, water etc.”

❙  “Need to make SUDS mandatory on 

new developments, even if that means 

helping to subsidise their installation and 

maintenance. It will be cost effective over 

the longer term.”

Regulation

❙  “Jury is out on this. So long as the gov-

ernment learn from the mistakes in en-

ergy and keep out of implementation, 

things should be ok.”

❙  “There will be less interventionism by 

government in this parliament than there 

would have been under a Labour admin-

istration.”
There were only two areas where nega-

tive sentiment had a significant show-

ing. Firstly, 27% viewed the government 

negatively in terms of helping vulnerable 

or low income customers. In their com-

ments, respondents mentioned welfare 

cuts, that customer-funded social tariffs 

were inadequate but likely to stand; that 

Labour would have done more. One more 

optimistic view was that: “Policy is stated 

as ‘One Nation’ so the vulnerable have to 

be looked after.”

Secondly, 20% took a negative view of 

the Tories on environmental safeguard-

ing. One member remarked that there 

was a “need to get agri sector to do more. 

Better use of agri subsidies would help but 

dead hand of Treasury stifles good ideas.” 

Another observed: “The Conservatives’ 

record and stance on the environment is 

weak in comparison to the Lib Dems and 

Labour.”

Priority mismatch

Despite this overwhelmingly neutral/posi-

tive overall outlook, Forum members were 

not confident that the new water minis-

ter (unannounced at the time of writing) 

would have the right priorities. There was 

little alignment between our expert panel-

lists’ views on what the new government’s 

top specific water-related priority should 

be, and what they expected it to be. 

Chart 2a shows what Forum members 

would favour as a top priority. There is 

very little consensus, with the strongest 

showings going to: floods and water man-

agement (20%); effective delivery of non 

household retail competition (17.5%); 

pinning down prospects for upstream 

reform (15%) and dealing with water 

stress (15%). The remaining third were 

split fairly equally between: abstraction 

reform, better vulnerable customer help, 

sustainable drainage, integrating water 

considerations into shale gas exploration, 

facilitating corporate M&A (see box – A 

benign environment for M&A), shar-

ing customer/shareholder benefits more 

equally, ecosystem services, simplifying 

regulation and increasing resilience. 

Chart 2b shows what Forum members 

expect the government to pursue as a top 

priority. This is far more clear cut. Half 

expect the priority to be effective delivery 

of business retail competition; 20% floods 

and water management; 12.5% abstraction 

reform; and 17.5% other (from the catego-

ries listed in the preceding paragraph). 

Worthy of particular note here is that 

abstraction reform, which the govern-

ment has committed to progess in the 

next parliament, barely registers as a Fo-

rum priority. Meanwhile, members clear-

ly expect delivery of the non household 

retail market to get far more priority than 

they think it deserves. Two Forum wish 

list priorities – pinning down prospects 

for upstream reform and dealing with wa-

ter stress – aren’t expected to get a look in. 

On the former, one respondent comment-

ed: “This is where the real customer ben-

efits lie (if the DEFRA Impact Assessment 

is believed). It needs impetus, but it’s not a 

vote winner.” Another that: “It’s important 

to understand how upstream reform can 

contribute to increase resilience and more 

cost effective environmental solutions.” 

On the latter, one member remarked sim-

ply that “water efficiency programme not 

[a] priority”.

The main area of alignment between 

desire and expectation is around floods 

and water management – perhaps be-

cause this is an area that’s close to every-

one’s hearts. One Forum member called 

such issues “highly emotive” while an-

other observed: “This matters to ‘real 

people’ – [the government] can’t afford to 

be caught out by the next Somerset Levels 

event.”

tWr expert Forum

at the start of May,  The Water Report, 

in partnership with market research 

company accent, set up the expert 

Forum to consult every other month on a 

key industry issue. so far we have c85 members, half of 

whom are at board level and most of the remainder in 

other senior management positions. Many thanks to all 

those who have joined. 

group members are emailed surveys which will take 

no more than five minutes to complete. responses are 

treated as confidential. Findings will be reported in ag-

gregate only and any comments used will be ano-

nymised. 
the next Forum will take place late june for the july 

issue of  The Water Report.

We would be delighted to welcome more members 

in senior positions. if you are interested, please email 

karma@thewaterreport.co.uk -
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DomEsTic
Driven by ideology not evidence; too soon; and 

unattractive to customers: The Water Report Expert 
Forum shows little support for the government’s 

plan to open the household retail market – but can see little chance of stopping it now.
be advocating doing this”– and those who cited practicalities: “Just not feasible, and would not enable the benefits identified from the NHH market to be realised.” Most took issue with the timing – not re-jecting the notion outright, just arguing the new market needs more thorough ex-ploration and preparation than is possible within a few years. 
This view came through clearly when we asked specifically about the time-table: the Treasury document advocated  beginning the transition to household competition by the end of this parlia-ment – is that appropriate? Nearly two-thirds said no (see chart 2). Many felt it would be sensible to see how the busi-ness market beds in – for example: “Let’s sort out non household competition be-fore we set off on this complex and chal-lenging policy change” and “The key to introducing this market is that it needs to be sufficiently separate from the NHH market opening to allow lessons to be learnt and also for return on investment to be realised. I am not sure how hard Ofwat are looking at this.” Others were concerned about practi-calities – “In an ideal world this would be good, but looking at the politics and as-sociated timescales of the opening of the NHH market I don’t think this would be achievable.” And others still about con-sumer protection: “Unless such a tran-sition is well thought through and sce-narios tested to ensure that benefits are capable of being accrued indiscriminately, it is more than likely that some consum-ers will be impacted more than others; I cannot see this being tested well in two to three years.”

Among those who thought the govern-ment’s timetable was appropriate were those who pointed out getting started 

T he Water Report’s Expert Forum – leaders and opinion formers from in and around the sector (see box, TWR Expert Forum) – is far from enamoured by the prospect of household competition as the Treasury has provi-sionally sketched it. The policy is seen as driven by ideology not evidence; as holding limited prospect of benefit for an average domestic customer; and likely to produce losers and well as winners. In terms of exactly how the market should be defined – as thick or thin, or wide or narrow in Ofwat’s terms (see box, p22), there is a broad spread of opinion. 
should households be able to switch? 
Only a quarter of respondents to our latest survey said the household market should be opened to competition from 2020 (see chart 1). Three-quarters did not support the move, among them the out-right op-posed – “if it was up to me I would not 

was reasonable: “Transition is unlikely to be rapid, so ‘starting’ it may not be inap-propriate”. And there were those who felt it was achievable, given the right circum-stances: “Given a successful introduction of non-household competition, then 2020 is feasible.”

Will it definitely happen?The Treasury document that announced the new market was oddly phrased – es-sentially suggesting that while Ofwat will undertake a cost benefit analysis (CBA) in 2016, the Treasury’s mind is already made up to get the ball rolling on market opening by 2020. So we asked the Forum how influential it expects the findings of this CBA to be in determin-ing whether the market is opened? As chart 3 shows, three quarters said it will be a contributory factor but that other factors will also be influential. The re-maining quarter was equally split be-tween those who considered the assess-

DissERvicE?
ment irrelevant (the household market will be opened regardless of the findings – one described it as “a token thing”), and those who see it as critical (the find-ings will determine whether household retail is opened to competition). One member commented: “Given the Trea-sury position which relies on this analy-sis, it will be impossible to ignore the outcome of this analysis. That said, the scope for analysis is broad.”However, analysis of the verbatim com-ments made by respondents suggests an expectation that the CBA’s sway will be limited to influencing matters such as the timing and nature of market opening, rather than the bald fact that in one shape or form it will open. Among the com-ments we received here were: ❙  “I think that the government wants to open the market but the Ofwat report could influence the timing and conditions.”❙  “The cost and benefit analysis for house-hold competition will play a similar role to those done for non-household retail. As long as Ofwat’s results aren’t negative, the decision will be made on principle and theory arguments, with the cost and benefit analysis being largely ignored by decision makers.”

❙  “George Osborne seems to have decid-ed he wants household retail competition to go ahead and it will be hard to stop. If Ofwat are against competition, that would be embarrassing / annoying for the chan-cellor but unless there is significant po-litical support for Ofwat’s position, that is unlikely to stop the chancellor. This is a political issue as much as an economic decision.” 

tWr expert Forum
The Water Report, in partnership with market research company Accent, set up the Expert Forum to consult every other month on a key industry issue. Approxi-mately half our Forum members are at board level and most of the remainder in other senior management posi-tions. many thanks to all those who have joined. Group members are emailed surveys which should take no more than ten minutes to complete. Responses are treated as confidential. Findings will be reported in aggregate only and any comments used will be ano-nymised. 

The next Forum will take place in march for the April issue of The Water Report. We would be delighted to welcome more members in senior positions. if you are in-terested, or if you have a topic suggestion for the Forum, please email karma@thewaterreport.co.uk
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chart 1: do you think the household market should Be opened to competition From 2020?

What do you think has motivated the government’s desire 
to open the household market noW?consumer objective ideological belief in markets on a roll

“A need to show a political will to increase competition in order to benefit consumers”

“An obsession with markets as the an-swer to everything” “A desire to take advan-tage of the high level of engagement in the sec-tor with non-household retail reform, and to utilise the momentum that has been created.”
“Better deals for domestic cus-tomers. increased interest from outside parties (such as large energy companies) now that the market size is bigger.”

“George osborne believes in competi-tion and markets. He wants to move to-wards a more market based economy.”

“This is a natural step fol-lowing NHH retail opening and other extensions of competition upstream.”“clearly not motivated by any fresh evidence! suggest it is ministerial desire to come up with some headlines on pro-competi-tion and pro-consumer stances”

“i think that there is an ideological belief that markets provide choice and that choice reduces prices and stimulates in-novation. But in water there can only be a choice of provider, not of the product, and the energy market had shown that many find this limited choice confusing and unattractive.”“i suspect that there is an ele-ment of dogma - competition is good as a headline-and also an element of expediency (as with all politics) with so many other things going on a nice headline about “ doing our bit for the consumer” .

“political dogma, backed up with little analysis of the costs and benefits”

“General belief that competition will keep prices down. Deflects criticism from government (that there is no competition).”

“This proposal is part of the govern-ment’s larger deregulation/pro-competi-tion push rather than any water industry specific reasons”.

Unwelcome: 71% do not think the household market should be opened from 2020

The Water 
Report Expert  

Forum
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tWr expert Forum

The Water Report, in partnership with 
market research company Accent, set up 
the Expert Forum to consult every other 
month on a key industry issue. Approxi-
mately half our Forum members are at board level and 
most of the remainder in other senior management posi-
tions. many thanks to all those who have joined. 

Group members are emailed surveys which should 
take no more than ten minutes to complete. Responses 
are treated as confidential. Findings will be reported in 
aggregate only and any comments used will be ano-
nymised, unless members are happy to be identified. 

The next Forum will take place in November for the 
December issue of The Water Report. We would be 
delighted to welcome more members in senior positions. 
If you are interested, or if you have a topic suggestion for 
the Forum, please email karma@thewaterreport.co.uk

report|TWR ExpERT FORum

This month, The Water Report 
asked its Expert Forum – lead-
ers and opinion formers from in 
and around the sector – for their 

views on wholesale markets and PR19. 
This followed Ofwat’s publication in the 
summer of a series of discussion papers 
which cast out for ideas on these issues 
ahead of regulatory proposals at the end 
of the year. 

Our research, conducted by our part-
ner Accent, suggests there is consensus in 
the sector on the challenges facing it and 
majority support for the concept of us-
ing markets more to help address them. 
But as soon as you start to talk detail, a 
far more fragmented picture emerges. The 
industry and its key stakeholders are not 
homogenous in their views. This suggests 
finding solutions which sit well across the 
board looks unlikely and that Ofwat will 
have challenging times ahead whichever 
way it turns.  

Here we present our findings and se-
lected comments from Forum members.

Q1. In principle, do you support the 
introduction of competitive markets 
into the wholesale part of the water and 
wastewater value chain? 
There was two-thirds support for com-
petitive wholesale markets in principle. 
Those in favour tended to cite efficiency 
and customer benefit in explanation. 
Some supported the move assuming it 
is applied selectively and where benefit 
could be proven. Others said the case in 
favour of more markets was unproven 
and that policy should be founded on 
evidence. Others still pointed out that al-
ternative approaches, those that are less 
risky and less costly, could be pursued to 
the same ends. Among Forum members’ 
comments were these: 
❙  “After many years of average regulation 
we now have a team at Ofwat who under-
stand how to get great value for customers 
at the price reviews. The service levels of 
many water companies are way ahead of 
their energy counterparts and customers 

really benefit from stability in their prices. 
I have struggled to see where economic 
value will be created in competitive mar-
kets and fear that domestic customers will 
end up paying more for the privilege of 
competition.”
❙  “The wholesale part of the chain is 
where the real value exists. Introducing 
competition (in principle) will help drive 
out inefficiencies and improve the servic-
es provided to end customers.”
❙  “If it drives efficiency and improved 
customer services there is clearly a strong 
business case. However if it results in cut-
ting corners in terms of investment and 
impacting negatively on utilities’ deci-
sion-making and coordination on safety 
and the environment then the answer is 
clearly no. The challenge – and risk – is 
that we will not really know the impact 
until competition is up and running.”
❙  “Where the markets are clearly contest-
able, and if access pricing can be set in 
a balanced way that facilitates efficient 
entry and allows incumbents to recover 
efficient costs, then there is merit in this 
policy. The test should always be to assess 
that the total benefits outweigh the costs 
of introduction.”

Q2. Ofwat has identified the following 
wholesale areas as prospective early 
competitive markets. Do you support 
this move in each case?
Opening up sludge treatment and dis-
posal functions attracted the support of 
nearly three-quarters of the Forum – a 
sound endorsement of the policy. Just un-

SEcTOR SplIT ON WhOlESAlE 
mARkETS AND pR19 plANS

The Water Report’s Expert Forum finds majority support in principle 
for upstream markets but little consensus on the detail. meanwhile, 
more pR19 wholesale controls, pR14 cost model continuation and 
the prospect of a move to cpI divide opinion.

der two thirds supported water resources 
trading while tendering monopoly work 
out competitively was less popular, at-
tracting support of less than half of re-
spondents. Some suggested water re-
sources trading could be pursued under 
existing policy arrangements though, and 
was not dependent on wholesale reform. 
For instance, one member said: “I agree 
that water resources should be developed 
in the context of a national plan not con-
strained by geographical boundaries. That 
said this can be achieved through the cur-
rent Water Resource plans including a 
requirement for companies to explore all 
cross boundary opportunities.” 

On the subject of more competitive 
tendering, one participant raised this 
point: “This approach presupposes that 
incumbents don’t have vigorous procure-
ment processes and competitive processes 
around work that is contracted and sub-
contracted. It could be argued that com-
petitive tendering at the level of large scale 
individual investment is sub-optimal in 
many circumstances .”

Q3. In the round, do you think the ex-
tent of the wholesale markets ambition 
detailed in the previous question: goes 
too far; is approximately appropriate; 
doesn’t go far enough?
Around half the Forum thought the sug-
gestions put forward in Ofwat’s summer 
papers are approximately appropriate, 
with the remainder completely split. 
Those who would like to see a more am-
bitious policy suggested among other 
things that water trading could be pur-
sued more aggressively, and that water 
treatment could be opened up too. Lack 
of evidence of benefit and lack of detail 
were commonly cited by those who were 
either unsure or who felt the proposals go 
too far. 

Among Forum members’ comments 
were: 
❙  “Government moves very slowly in 
introducing competition into the water 
market as they are worried about increas-
ing bills and reducing service quality. 
Trading and valuing raw water should 
happen sooner.”
❙  “I cannot see where value will be cre-
ated outside of better central coordination 
of water resource plans.”
❙  “It does not seems that the counterfac-
tual (i.e. the situation as it stands today) 
has been sufficiently articulated against 
which alternative approaches have been 
assessed. Again there is a theme of lack of 
evidence-based decision making.”
❙  “This should be a good start.”

Q4. What do you consider to be an ap-
propriate timescale for the introduction 
of wholesale markets?
This question attracted a very wide range 
of answers. Some Forum members were 
keen to see progress soon. One suggested 
within two to three years. Another said:  
“A successful implementation of the fully 
competitive retail market for non-house-
hold customers is the first pre-requisite. 
Establishing an appropriate RCV distri-
bution among the elements of the value 
chain is the second. Both of these are emi-
nently achievable in the next few years. 
The completion of abstraction reform 
would be advantageous but not essential 
– though in my view the timetable for this 
could be shortened considerably if the rel-
evant parties would make key decisions 
instead of dithering.” A third member 
commented: “A well-implemented strate-
gy should be more important than a swift 
one, but there’s no reason to delay stages. 
Sometimes a degree of urgency generates 
decisions more effectively.”

Many suggested around 2020 would be 
the best time. This would have the ben-
efit of aligning with the next price review 
cycle and of following on the heels of retail 
market opening. One member said: “Retail 
competition needs to be implemented first 
before the industry turns its attention to 
upstream markets. Given the short period 
of time between 2017 and the next price re-
view, the more radical reforms may need to 
be tackled in the next period.”

Some argued that the timing of in-
troducing markets into water resources 
trading hinged on the abstraction re-
form timetable. For instance: “It would 

seem odd to introduce upstream reforms 
around water trading without first estab-
lishing abstraction reforms and the extent 
to which a genuine commodity price and 
market for raw water needs to exist. There 
is a real risk of unintended consequences 
if reforms are not sequential. Abstraction 
reform must come first.” Likewise, anoth-
er said: “Water resource trading needs to 
link to wider abstraction reforms.”

Others suggested reform should be pro-
gressed slowly, one citing implementation 
up to 2030 as an appropriate timetable. An-
other said reforms should be put in place 
“slowly and with time to reverse decisions 
if value creation proves to be elusive”.

Of course those opposed to more 
wholesale markets in principle, or those 
currently unconvinced by the evidence 
for them, argued a timetable was not 
needed at all. This respondent made the 
case on cost grounds: “We need to explore 
less complex alternatives such as water 
resource management planning improve-
ments including marketplaces rather than 
competitive markets as well as beefing 
up the right incentives. The level of com-
plexity for the retail market is significant 
especially given in essence we are talking 
about call centres plus, and the same ap-
proach for wholesale with all the added 
complexity this brings is totally frighten-
ing. Alternative tools from the regulatory 
tool box need to be tested first; we need to 
initially chase the 80:20 benefits and con-
tain the complexity.”

Q5. Should Ofwat be optimistic that a 
position acceptable to investors can be 
reached on the allocation of RCV across 
the value chain as a result of competi-
tion being introduced into wholesale 
markets? 
The result on this was a fairly even split, 
though even those who felt a solution on 
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Retail Manager
Northumbrian Water

“Impressed with the variety 
of speakers - very insightful.”

Business Strategy Manager
Severn Trent Water

“A very good day, insightful and 
good relationship opportunities.”
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