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RepoRt|Leakage

What might market reform 

mean for leakage? As 

wholesalers and retailers 

struggle to get their houses 

in order ahead of business retail market 

opening in April, you could be forgiven 

for thinking that isn’t the most pressing 

question of the moment. But some of 

those who specialise in leakage believe 

market reform could have a profound 

effect on their work. In fact, taken to its 

logical conclusion, market opening could 

ultimately lead to leakage being redefined. 

The impact of business retail competi-

tion imminently, and household retail 

competition potentially, was one of the key 

themes under scrutiny at this year’s Water 

UK Leakage Conference. Held last month 

in Birmingham, the event was chaired 

by former Thames Water chief executive 

Martin Baggs, and brought the industry 

together with regulators, consumer repre-

sentatives and many other stakeholders to 

discuss developments and horizon scan. 

So how could retail market opening 

lead to the alteration of the very defini-

tion of leakage? The issue hinges on what 

separating retailers from wholesalers will 

mean for customer side leaks. Discussion 

at the conference illuminated the fact 

that, despite being just five months away, 

there is not a common understanding 

of what will happen to leaks on business 

customer supply pipes once retailers and 

wholesalers are separate entities. 

On paper, the market arrangements 

are clear: helping customers reduce leaks 

on the pipes they are responsible for is a 

job for retailers. Moreover, there is evi-

dence from other markets that retailers 

ShouLd Leakage 
be redefiNed?
if retailers lead on supply pipe leaks once 

the market is open, should leakage be 

redefined to cover distribution losses only? 

That was one of many questions on market 

reform debated at this year’s Water uk 

Leakage Conference. 
do actually deliver this service. Ofwat se-

nior director for Water 2020 David Black 

pointed to evidence from Scotland, and 

said there is evidence that business cus-

tomers here are keen to work with retail-

ers to manage demand. 

The point was echoed by Andrew Buck-

ley, chief executive of industrial and com-

mercial customer representative the Major 

Energy Users’ Council. “MEUC members 

will expect demand management to be 

part of the retail contract in many cases,” 

he said, adding suppliers and customers 

Leakage|RepoRt

in energy have struck innovative deals to 

reduce consumption. “The energy experi-

ence suggests retailers did learn over time 

that customers are more profitable if kept 

over time. Helping customers to reduce 

their costs is part of that.” He said this can 

be “a win/win/win situation” –  for custom-

er, retailer and wholesaler. 

But throughout the day, a number of 

delegates expressed scepticism that with-

out an obligation or incentive to reduce 

leaks, retailers may not always act. One 

question from the floor summarised the 

doubt: retailers will want to maximise 

profit, so what is their incentive to reduce 

demand? Another delegate expressed the 

view that it seems we are taking some-

thing of a leap of faith in retailers; we are 

essentially relying on the fact that they 

will offer consumption-saving services 

including on leakage to deliver cost sav-

ings for customers because the market’s 

low margins won’t allow much in the way 

of straightforward price discounts.  

There was also discussion of the practi-

cal aspects of retailers taking on respon-

sibility for customer side leaks. In a panel 

session on the greater use of markets in 

water, the need for good relations be-

tween wholesalers and retailers came up, 

if retailers are to help customers with net-

work (and hence wholesale-type) prob-

lems. MOSL chief executive Ben Jeffs re-

assured delegates that the thinking on this 

had already been done and is contained in 

some 4,000 pages of code documents. He 

added that one of the biggest challenges 

will be ensuring arm’s length relationships 

between hitherto unified companies; this 

is one of the aspects that should be prac-

tised in the shadow phase. 

Consumer Council for Water chief ex-

ecutive Tony Smith picked up the point. 

“The retail/wholesale relationship will 

be absolutely crucial,” he said, observing 

that the two interests “should be allies” 

but that it would be for each wholesaler to 

decide how they deal with each retailer in 

practice. Smith envisaged “it will be pain-

ful at times and there will probably be all 

sorts of battles” as wholesale/retail rela-

tionships are worked out – but ultimately 

this would be good for the market. 

household headaches

The leakage professionals at the Water UK 

conference seemed reasonably sanguine 

about these questions and concerns while 

the retail market is confined to businesses. 

Not so if the government opts to extend 

competition to households (see box be-

low for speakers’ views on this issue). 

Glen Mountfort, asset planning manager 

at South Staffordshire Water, presented on 

“the supply pipe challenge”. He first shared 

some details of his company’s position in 

terms of leakage: it is in a stable position 

on reported leaks and is content to sit 

within its Sustainable Economic Level of 

Leakage (SELL) range. However it is con-

cerned by a trend of a rising number of 

reported leaks on customer supply pipes, 

at a time when there is a falling number 

of reported leaks on mains. Moreover it 

is aware of the incredibly long asset life 

expectations on supply pipes: it is aware 

of 0.06% of supply pipes a year being re-

placed, which infers an asset life of 1600 

years (compared to 100-200 years for dis-

tribution mains). South Staffs currently 

assists customers with supply pipe fixes 

voluntarily, dealing with around 2,200 

repairs per annum (of a total of 600,000 

properties in its supply area). Mountfort 

noted that compared to other means of 

funding repairs – e.g. through insurance 

– this offers good value to the customer. 

He went on to make a number of obser-

vations about the introduction of domestic 

competition as regards supply pipe leaks:

❙  The repair and replacement activity 

South Staffs currently undertakes would 

be difficult if domestic competition forced 

household retail separation; it may even 

breach level playing field rules. 

❙  At present, the uncertainty over what 

will happen in the household retail seg-

ment is making it “difficult for companies 

to make long term strategic decisions” 

about their supply pipe strategies. He 

considered whether there is more risk in 

waiting for a decision from government 

or pushing on with trials regardless.

❙  Leakage and demand management is 

strongly linked to meter technology and 

read frequency. In a reformed domestic 

market, the wholesaler would own the 

meter (if the non household model is fol-

lowed) but the retailer would be respon-

sible for reading it. This would complicate 

practical arrangements. 

These observations prompt a number 

of questions. How can holistic metering 

and data collection strategies for demand 

management be developed in a competi-

tive market? Should the wholesaler take 

ownership of supply pipes? Who should 

pay and who benefits from smart net-

works? Mountfort made his view clear on 

one key aspect: “What is not right is the 

wholesaler having to manage leakage in a 

world where it loses control.” 

This led him to reflect on whether do-

❙  MoSL’s Ben Jeffs: Noting it will take a brave politician to open the 

household market in the wake of brexit, Jeffs’ view was that domes-

tic switching is “inevitable” and the right way forward. “i believe in 

markets,” he explained, adding his preference would be for swift 

action as a delay could “destroy value”. Pushed for a timetable 

by chairman baggs, Jeffs said a household market was feasible 

“before 2020”. in part this is because the business retail market has 

been developed with micro businesses included – for instance, the 

Customer Protection Code of Practice and MoSL’s systems – so 

could be adapted relatively easily to cater for households. 

❙  Water UK’s Sarah Mukherjee: The political will is there, but it is 

right to emphasise there would be customer resistance. if it hap-

pens, it shouldn’t be for ten or so years. 

❙  MeUC’s Andrew Buckley: There should be a domestic market 

when the market can deliver a worthwhile margin. in energy, 

where potential savings are much higher, switching levels are poor 

and the CMa recently criticised customers for not engaging. With 

only minor savings on the table in water, buckley remarked: “god 

help the water customer!” 

❙  CC Water’s tony Smith: Customers are disinterested in a £5-10 

saving. only a small number would likely engage to save such a 

small amount. ofwat’s recently published cost benefit analysis 

is broad, looking at everything from an active, strong market to 

a slow, weak market. if it happens at all, domestic competition 

should not be until after 2020. 

❙  Martin Baggs: People like an easy life and like saving money. if 

someone knocked on my door and said they could provide one 

bill (for various utilities) and save me money, i’d probably say yes.

VieWS on doMeStiC CoMpetition 
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I magine an hour off supply. Pretty an-noying, eh – not being able to wash your hands or boil the kettle or flush the loo? Now imagine an entire day without water. That’s more than annoying; that would affect the fabric of life – going without a shower, having to get bottled water for the basics, leaving the laundry and probably developing a new found ap-preciation for the flushing toilet. Any lon-ger than a day off supply and the situation becomes altogether more serious. The unfortunate few don’t have to imag-ine. In 2007, around 150,000 people in Gloucestershire went without water for up to ten days after the Mythe water treat-ment works was flooded. Severn Trent got through the incident by deploying bowsers and with the help of neighbouring water companies. But the experience left it deter-mined not to leave customers in Birming-ham, where the supply was fed by a single source, vulnerable to outage. A Mythe-type outcome in that city could be dangerous as well as difficult and disruptive. The com-pany and Ofwat worked together to ensure investment for a resilience scheme for Bir-mingham was included at PR14.Even where supplies are restricted in a controlled way because of shortage rather than cut off abruptly due to an emergency, the knock-on effects of being without wa-ter can go surprisingly deep. Aside from the general inconvenience, anecdotes from places like Los Angeles, where all outdoor watering was banned as a result of drought, tell of the depressing effects on the whole community and the quality 

of life impact of brown lawns, dead gar-dens, dry fountains and dirty cars. 
London without waterNow let’s imagine applying what we know from such experiences to the south and east of England and, specifically, to Lon-don. Water shortages there would likely mean heavyweight restrictions being imposed, given hosepipe bans wouldn’t make much impact in a densely-packed city where many don’t have gardens let alone hoses. You could be looking at shut-ting down the Tube because of insufficient fire system supplies; hotels closing be-cause their catering and laundry facilities couldn’t function; financial and business centres being unable to remain open on health and safety grounds; in short, Lon-don grinding to a halt. Aside from the so-cial and possible health consequences, the economic cost of the city closing for busi-ness has been put at over £300m a day. And, given London’s role within the wider UK economy, these impacts are national, not just local or regional. Experts estimate that should supply restrictions on this scale ever be needed, it would likely be at least five weeks before they could be lifted, even with a fair wind. And yet we live with this risk every day – and the risk of similar supply restric-tions elsewhere in the south and east. Why? And what can we do about it? Those were among the questions explored on 13 October when Indepen brought together a roundtable meeting of experts including water company leaders, government, in-

vestors, supply chain representatives and customers to discuss the water resource position of the south east and beyond.To dispel any doubt that the threat of supply restrictions is real, the meeting kicked off with an anecdote from the “hidden drought” of 2012. Two dry win-ters on the trot meant in the first quarter of that year, just ahead of being in the world’s spotlight as host of the Olympics, London was staring down the barrel of supply restrictions. The city takes around 2,000ml/d and there is a requirement to keep 800ml/d flowing over Teddington Weir [where the tidal meets the non-tidal Thames and freshwater meets salt wa-ter]. In 2012 this fell to below 700ml/d. The capital was only saved from a cata-strophic fate by a very wet second quarter. This outcome only had a 3% probability – a fact which caused then water minister Richard Benyon to reportedly remark the country had “dodged a bullet”. But unlike Severn Trent with Mythe, UK plc doesn’t seemed to have learned its lesson from this and other better known droughts, such as that of 1976, when there were famously standpipes in the streets. Once the immediate emergency has lift-ed, the tendency is to carry on as before, hoping for the best. But the bald fact is the risk of water shortfall is ever pres-ent. One attendee at the Indepen meeting remarked: “If London was being run as a business, it would not be acceptable to carry this level of risk.”Of course the water companies haven’t been sitting on their hands. They have Wa-

buLLetFormer water minister Richard Benyon reportedly said the country had “dodged 

a bullet” when heavy rainfall prevented supply restrictions during the 2012 
Olympics. A high level Indepen round table meeting last month favoured 
developing a better resilience strategy over further reliance on luck. 

bIte the

ter Resource Management Plans (WRMPs) which feature, among other things, strate-gies to manage demand, model risk to future supply scenarios and operate more efficiently. Indeed some at the meeting ref-erenced the impressive achievements such approaches have had: one reported that total demand has fallen despite a recent 6% population rise. However, others em-phasised passionately that pursuit of effi-ciency without accompanying investment in new resources (the last investment in the region’s water resources was made over 40 years ago) was actually increasing the risk of failure by eroding headroom. Moreover, new research published by Water UK on the country’s 50 year resource position (see box p10) is incredibly sobering, de-spite factoring in existing achievements and ambitious demand side assumptions.  One commentator concluded: “The UK is going to run out of water, especially in the south east. All you need to know is the south east is always red [indicating water shortage, on maps showing possible sce-narios for 2065].”
So why have we allowed ourselves to slip into this position? Why, given the wider social and economic risks that would accompany supply restrictions, isn’t finding a solution top of the public and political agendas? And how can the issues be brought to the surface for thor-ough debate and decision-making?

It’s not about the moneyLet’s first discount a few possible explana-tions of why we are carrying such a high 

level of risk. It cannot be attributed to the fact that the cost of building resilience to drought in the south and east would be prohibitively expensive. The Water UK research puts a very cheap average cost of £4 per customer per year (£5 under drier climates) for the extra spend needed to increase resilience to severe drought, as-suming the right measures are taken early enough. There was repeated use of the term “no brainer” at the Indepen meet-ing to describe the decision to boost re-silience to drought given the negligible cost. Indeed, a number of people includ-ing customer and investor representatives commented that customers would be ap-palled should that money not be spent on securing the top consumer priority of safe, reliable supply – particularly as the country has been able to steer a course to investing in a £4bn wastewater tunnel un-der the Thames. 
Those with residual concerns about adding to hard pressed customers’ bills in any way, shape or form could take com-fort from a point made by Ofwat chief executive Cathryn Ross at a water confer-ence hosted by Moody’s the day before the Indepen meeting: that companies should look to offset resilience increments on bills by pursuing hard efficiencies else-where – for instance, on bad debt costs (see report, p23).

Coming at this from another cost an-gle, one attendee reported a new £1.5bn reservoir would pay for itself in five days, should Level 4 restrictions costing the economy £300m a day be imposed in 

London. And even if smearing the cost across the domestic customer base of the south east is unpalatable, business customer willingness to pay could be ex-plored under the beneficiary pays prin-ciple, provided the wholesale charging principles were applied correctly.If anything, the cost benefit case cries out for taking proactive action to build resilience to drought, rather than wait-ing for shortages to hit and then being backed into a corner. One delegate at the round table offered insight from Austra-lia, where authorities in the east and west of the country took very different ap-proaches to the millennium drought, with very different outcomes. Eastern Austra-lia stood accused of “playing Russian roulette with people’s health” after failing to engage the public and proactively re-spond to the looming drought situation. It ended up dashing to build an expensive advanced treatment plant at Wivenhoe Dam in Queensland – an asset that has subsequently come under fire for being stranded once the drought had lifted. In stark contrast, the water corporation of Western Australia made what the del-egate described as a “timely and visionary call” to advocate a mission that was sum-marised as “water forever, whatever the weather”. This involved extensive public engagement (based around the concept of a drying climate rather than a drought, as the latter implies the situation will pass) as well as investment in desalination and groundwater recharge alongside well managed supply restrictions. This en-
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The Consumer Council for Water, 

Ofwat and DEFRA are under-

stood to be in discussions about 

prospects for domestic compe-

tition following the consumer 

watchdog’s intervention to say the 

economic regulator’s cost benefit 

review was “overly optimistic”. 

Specifically, CC Water has 

called on Ofwat to identify which 

of the four possible scenarios it 

scoped out in its September sub-

mission to government was the 

most plausible outcome. The most 

positive scenario included strong 

competition, widespread innova-

tion, low cost and a net present 

value of £2.9bn; the least positive 

scenario included weak competi-

tion, little innovation, high cost 

and a NPV of -£1.45bn.

The water watchdog last month 

wrote to the industry regulator chal-

lenging some of the more positive 

assumptions it made. In particular, 

Ofwat’s best case scenario showed 

the savings that would be available 

to customers would be around £8 a 

year; CC Water argued this would 

not be enough to persuade many 

people to switch supplier.

Chief executive Tony Smith 

said: “We are not convinced by 

many of the more positive as-

sumptions that Ofwat has made in 

its analysis. In particular, we ques-

tion how many water customers 

would be interested in switching 

supplier for such a small amount 

CCW: which household 

scenario is most likely?
of money. We are also concerned 

that large numbers of customers, 

particularly the elderly and others 

living in vulnerable circumstanc-

es, may not participate actively 

in the market and that could cost 

them money.”
Smith added: “We do not want 

to see the water sector experience 

the same problems that have af-

fected the energy market.” 

The Competition and Markets 

authority is studying digital com-

parison tools, such as price com-

parison websites and switching 

apps, across markets. The find-

ings would be relevant for water, 

should the government opt for 

household switching.  

WSSL fees to be based on market share

Ofwat has set out how it plans to 

fund its administration of, and CC 

Water’s work on, the new Water 

Supply and Sewerage Licensing 

(WSSL) regime on an ongoing basis. 

In a consultation published last 

month, the regulator proposed re-

covering 10% of its costs through a 

flat fee, shared equally between all 

WSSL holders, with the remain-

ing 90% allocated to licensees on 

a variable basis based on their 

market share. Market share would 

be defined according to wholesale 

charges paid. Ofwat explained it 

wanted to keep the flat fee element 

low to avoid the cost being a bar-

rier to entry for those with only a 

small number of customers. These 

fees will be on top of the one-of 

application fee of £5,250. 

Noting that “costs of regulating 

the WSSL regime are uncertain” 

given the market is new, the regu-

lator provided some indicative 

cost estimates. It calculated the 

total cost of regulating the new 

market – this would cover, for 

instance, the cost of setting price 

controls, managing code changes, 

resolving disputes, monitoring 

and enforcement work and as-

sociated legal costs – would be 

£725,000 in 2017-18. In line with 

MOSL’s approach, it allocated 50% 

of these costs to the WSSL licens-

ees and 50% to the undertakers, 

giving a total estimated cost to the 

WSSLs for 2017-18 of £363,000. 

Ofwat assumed there might rea-

sonably be 35 WSSLs in the first 

year, which implies a fixed fee of 

£1,036 each and variable costs of 

£326,000 in total, at a cost of 27p per 

customer (based on 1.2m custom-

ers). It added that it would adjust 

fees annually to take account of any 

under- or over-estimate of the costs.

CC Water proposed its costs 

be recovered slightly differently. 

It put the total cost for monitor-

ing the WSSL regime and han-

dling complaints and enquiries at 

around £0.43m in 2017-18, and 

allocated 64% of these costs to the 

WSSL licensees and 36% to the 

undertakers. This gave a total esti-

mated cost to the WSSLs for 2017-

18 of £0.28m.
Licensees will be obliged under 

condition 9 of the standard condi-

tions of WSSLs to pay an annual 

licence fee (DEFRA has issued up-

dated standard licence conditions). 

Ofwat added that it was con-

scious that turnover is uncertain 

until the market opens and that 

cash flows will be uncertain for 

some time. It suggested the fol-

lowing solution:

❙  For year 1 (2017-18) of market 

operation, it will delay the annual 

invoice until October and use data 

from the market operator to al-

locate variable elements based on 

wholesale charges paid as at 30 

September 2017.

❙  From year 2 (2018-19) onwards, 

it will issue an annual invoice early 

in the financial year.

❙  It will charge WSSLs supplying 

eligible Welsh customers on the 

same basis as WSSLs operating in 

England.
Ofwat has also issued a revised 

application form and guidance 

document for WSSLs, for use 

from 1 November. These have 

been updated to include informa-

tion in relation to the following:

❙  Information about self-supply 

applications. 

❙  An option for applicants to ap-

ply for a wholesale or supplemen-

tary authorisation to allow them 

to introduce water into an ap-

pointed water company’s network.

❙  Further guidance on the three 

requirements the regulator as-

sesses against − managerial com-

petency, financial stability and 

technical competency. 

Since we published last month, 

WSSLs have been granted to Business 

Stream, Cobalt Water, Pennon Water 

Services and Thames Water Com-

mercial Services. South East Water 

has applied for a national WSSL 

through its non-trading subsidiary, 

Invicta Water. The move follows an 

application in July  by South East  

Water for a sewerage retail licence 

to provide services in its water  

supply area. Invicta will retail water 

and sewerage services in England 

under the brand, Water Choice 

South East. The parent company will 

provide water and sewerage services 

in its home patch as South East Wa-

ter Choice.
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B ack in the summer, The Water Report marked the 35 year anniversary of WaterAid with a look back at its incredible history –  from its creation in 1981 by inspired water industry leaders right through to its 
achievement to date of helping 25m people in 38 countries ac-
cess safe water. The theme of that piece was the water industry’s 
partnership with the charity through thick and thin. Now we are launching a new occasional series looking at Wa-
terAid’s partnership with individual water companies: the story, 
latest activities, and what the relationship means to all parties in-
volved.  We start this issue with Wessex Water and in particular the 
resourceful way in which the company involves its supply chain in 
raising funds and awareness for some of the world’s poorest people. 

Wessex For africa In 2008, Wessex Water set up the Wessex for West Africa scheme 
(last year the name was adjusted to Wessex for Africa and Mada-
gascar was chosen as the focus country for fundraising). The idea 
was for Wessex to raise funds for WaterAid and spread its mes-
sages to a wider audience by facilitating the involvement of its 
contractor partners in helping a specific geographical area. Managing director Andy Pymer explains Wessex had previ-
ously involved its contractors in other ways – the flagship event 
being a biennial race night that many supported. But Wessex for 
West Africa took this to another level by involving many of its 
key suppliers in a year-round calendar of events, for which they 
pay a fee to cover costs, with the remainder going to WaterAid. 

Wessex’s head of wholesale services and business change Steve 
Arthur says the idea was triggered by “people and their passion 
– for us this is something more than just a bit of CSR”. In par-
ticular, he attributes the contractor partnering idea to Wessex 
director David Elliott, who he describes as “a true innovator”. 
Arthur continues: “A lot of people know about the great work 
water companies do for WaterAid – running marathons dressed 
as a tap, salary donations and that sort of thing. But David and 

West CouNtry

Wessex Water has a clever and mutually beneficial way of involving its contractor partners in its support of Wateraid – with life changing effects, both in Madagascar and back home.

WaterAid looked at how we could develop our relationship fur-
ther. We realised there were suppliers we were spending hun-
dreds of millions of pounds with and we thought ‘how can we 
leverage that’?”

So the idea of Wessex for West Africa was born. The scheme 
offers contractor partners a number of benefits for the year:
❙  At least three business breakfasts and two dinners which act as 
formal networking opportunities with each other and with Wes-
sex Water.
❙  A place for one person on Business4Life – a staff development 
scheme which Wessex has run since 2005. The scheme places 12 
up-and-coming staff members (six from Wessex and six from 
contractor partners) together for a year during which time they 
take part in management training sessions in subjects like mar-
keting, financial control, project management, negotiating and 
presentation skills, and spend some time with WaterAid finding 
out about fundraising and charity law. The team is challenged to 
raise funds for WaterAid over the 12 months with the last group 
raising over £55,000. There have been seven groups to date and 
they have collectively raised around £240,000. ❙  A place on a bespoke trip to one of WaterAid’s country 
programmes to see the difference their fundraising is mak-
ing to people living in extreme poverty. Contractors visited 
Nigeria in 2008, Mali in 2010, Burkina Faso in 2012 and, in 
September this year, Faratshio in Madagascar. In the latter, 
they saw where their money was being used in a community 
water scheme that will benefit a number of hamlets, schools 
and medical centres.
❙  In addition, contractors are supported to raise money within 
their own companies and among their own network of suppliers 
– for instance, help planning a black tie fundraising ball. Arthur 
says this amounts to a “virtuous trickle-down effect” through the 
supply chain. 

So far, and excluding any additional donations contractors 
have made under their own steam, Wessex for Africa has raised 
approaching £400,000 (and this doesn’t include the Business4Life 
contributions). Clearly fundraising is the main objective, but it is Wessex Water managing director andy Pymer has been with the company for 24 years – not quite back to the time Wateraid was founded in 1981, but not far short. He describes Wes-sex’s relationship with the charity over the years as “very, very strong”, being built on both a genuine desire to help those who are in the most basic state of need, and good business sense. He explains where Wessex for africa fits in to the company’s broader relationship with Wateraid.

He identifies the involvement of Wessex’s supply chain partners as one of four key layers of the company’s activities with the charity. the others involve: 
❙  Customers – inserts in Wessex customer bills lead to donations to Wateraid of around £1.6m a year. in addition to raising much needed funds, Pymer says the fact that Wessex shares a goal with its customers in supporting Wateraid – helping everyone, everywhere have access to 

safe water and sanitation – gives the company “a good point of connection” with those it serves. 
❙  employees – no one in the industry can be un-aware of the amazing levels of dedication and commitment that water company staff show to their sector charity, and Wessex people are no exception. Pymer says “a tremendous amount” goes on. He recalls the first time he was closely involved with a fundraiser was in 1997 when the company held the world’s biggest duck race, launching 100,000 plastic ducks into the river avon (he has the Guinness Book of records certificate to prove it). He points out that on top of the fundraising benefits for Wateraid, involvement with charity events has benefits for the individual too: learning new skills (such as project planning or liaising with the media); personal and professional growth; increased job satisfaction; and a renewed appreciation for the day job of providing vital water and sanitation 

services to customers. 
❙  the business – in addition to the above, Pymer says involvement with Wateraid brings together people in different departments within Wessex, and people in different companies across the country, helping them build relationships that in turn help the business to run smoothly. He adds that the company’s partnership with the charity has survived privatisation and many other twists and turns over the past 35 years because Wes-sex’s ethos as provider of an essential public ser-vice persists. “We have a strong moral impera-tive to be a force for good,” he explains. “it’s a natural fit for us, a natural extension of our work on public health protection for our customers…sometimes artificial barriers are put up between people because of where they are from and so on, but deep down we all have the same hopes and aspirations; we all want good lives for ourselves and our children. We have far more in common than divides us.”

Wessex for africa in context
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Time to put the 
house in order
We can reasonably expect to learn more about the govern-
ment’s intentions on opening the household market on 23rd of 
this month. It has had two months to digest Ofwat’s thorough 
cost benefit analysis, and it would seem remiss of the Treasury 
not to use the occasion of the Autumn Statement to signal some 
intention, particularly as the decision will affect strategies in the 
non household segment which is opening in just a few months. 
Remember it was the Treasury (along with BIS) that kicked off the 
debate on domestic competition almost exactly a year ago, 
when it bundled the idea into a paper covering an assortment 
of pro-consumer measures. 

But would a household market really be pro-consumer? Of-
wat clearly seems to think so. When it delivered its September 
cost benefit analysis, all its communications dwelt heavily on 
the positives: the £2.9bn benefit over 30 years; the innovation, 
improved customer service and new offers that would flow 
out; possible improvements in water efficiency and reductions 
in bad debt; and the widespread desire among customers for 
the freedom to choose their supplier.

However, the Consumer Council for Water feels differently. It 
has pointed out what is obvious to most of us: that people sim-
ply won’t switch for a maximum £8 saving, and that the market 
carries risk as well as potential benefit – particularly for customers 
least likely to engage. This intervention is significant. The govern-
ment surely has to take it seriously when a customer representa-
tive which is supportive of business competition cautions against 
household switching, having considered the costs and benefits. 

DEFRA, Ofwat and CC Water are understood to be in talks. We 
will of course have to wait and see which way government favour 
falls – if indeed it doesn’t opt to kick the decision into the long 
grass. Brexit would be a good excuse to do that, should the gov-
ernment not have the stomach for a decision right now. 

But one thing CC Water has called for seems perfectly sensible 
and something the government should demand: that Ofwat 
identify which of the four scenarios it scoped out in its September 
report it believes is most likely to materialise. After all, it would not 
serve customers well to talk 
up potential £3bn benefits 
if there is only an outside 
chance of realising them. 
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I magine an hour off supply. Pretty an-noying, eh – not being able to wash your hands or boil the kettle or flush the loo? Now imagine an entire day without water. That’s more than annoying; that would affect the fabric of life – going without a shower, having to get bottled water for the basics, leaving the laundry and probably developing a new found ap-preciation for the flushing toilet. Any lon-ger than a day off supply and the situation becomes altogether more serious. The unfortunate few don’t have to imag-ine. In 2007, around 150,000 people in Gloucestershire went without water for up to ten days after the Mythe water treat-ment works was flooded. Severn Trent got through the incident by deploying bowsers and with the help of neighbouring water companies. But the experience left it deter-mined not to leave customers in Birming-ham, where the supply was fed by a single source, vulnerable to outage. A Mythe-type outcome in that city could be dangerous as well as difficult and disruptive. The com-pany and Ofwat worked together to ensure investment for a resilience scheme for Bir-mingham was included at PR14.Even where supplies are restricted in a controlled way because of shortage rather than cut off abruptly due to an emergency, the knock-on effects of being without wa-ter can go surprisingly deep. Aside from the general inconvenience, anecdotes from places like Los Angeles, where all outdoor watering was banned as a result of drought, tell of the depressing effects on the whole community and the quality 

of life impact of brown lawns, dead gar-dens, dry fountains and dirty cars. 
London without waterNow let’s imagine applying what we know from such experiences to the south and east of England and, specifically, to Lon-don. Water shortages there would likely mean heavyweight restrictions being imposed, given hosepipe bans wouldn’t make much impact in a densely-packed city where many don’t have gardens let alone hoses. You could be looking at shut-ting down the Tube because of insufficient fire system supplies; hotels closing be-cause their catering and laundry facilities couldn’t function; financial and business centres being unable to remain open on health and safety grounds; in short, Lon-don grinding to a halt. Aside from the so-cial and possible health consequences, the economic cost of the city closing for busi-ness has been put at over £300m a day. And, given London’s role within the wider UK economy, these impacts are national, not just local or regional. Experts estimate that should supply restrictions on this scale ever be needed, it would likely be at least five weeks before they could be lifted, even with a fair wind. And yet we live with this risk every day – and the risk of similar supply restric-tions elsewhere in the south and east. Why? And what can we do about it? Those were among the questions explored on 13 October when Indepen brought together a roundtable meeting of experts including water company leaders, government, in-

vestors, supply chain representatives and customers to discuss the water resource position of the south east and beyond.To dispel any doubt that the threat of supply restrictions is real, the meeting kicked off with an anecdote from the “hidden drought” of 2012. Two dry win-ters on the trot meant in the first quarter of that year, just ahead of being in the world’s spotlight as host of the Olympics, London was staring down the barrel of supply restrictions. The city takes around 2,000ml/d and there is a requirement to keep 800ml/d flowing over Teddington Weir [where the tidal meets the non-tidal Thames and freshwater meets salt wa-ter]. In 2012 this fell to below 700ml/d. The capital was only saved from a cata-strophic fate by a very wet second quarter. This outcome only had a 3% probability – a fact which caused then water minister Richard Benyon to reportedly remark the country had “dodged a bullet”. But unlike Severn Trent with Mythe, UK plc doesn’t seemed to have learned its lesson from this and other better known droughts, such as that of 1976, when there were famously standpipes in the streets. Once the immediate emergency has lift-ed, the tendency is to carry on as before, hoping for the best. But the bald fact is the risk of water shortfall is ever pres-ent. One attendee at the Indepen meeting remarked: “If London was being run as a business, it would not be acceptable to carry this level of risk.”Of course the water companies haven’t been sitting on their hands. They have Wa-

buLLetFormer water minister Richard Benyon reportedly said the country had “dodged 

a bullet” when heavy rainfall prevented supply restrictions during the 2012 
Olympics. A high level Indepen round table meeting last month favoured 
developing a better resilience strategy over further reliance on luck. 

bIte the

ter Resource Management Plans (WRMPs) which feature, among other things, strate-gies to manage demand, model risk to future supply scenarios and operate more efficiently. Indeed some at the meeting ref-erenced the impressive achievements such approaches have had: one reported that total demand has fallen despite a recent 6% population rise. However, others em-phasised passionately that pursuit of effi-ciency without accompanying investment in new resources (the last investment in the region’s water resources was made over 40 years ago) was actually increasing the risk of failure by eroding headroom. Moreover, new research published by Water UK on the country’s 50 year resource position (see box p10) is incredibly sobering, de-spite factoring in existing achievements and ambitious demand side assumptions.  One commentator concluded: “The UK is going to run out of water, especially in the south east. All you need to know is the south east is always red [indicating water shortage, on maps showing possible sce-narios for 2065].”
So why have we allowed ourselves to slip into this position? Why, given the wider social and economic risks that would accompany supply restrictions, isn’t finding a solution top of the public and political agendas? And how can the issues be brought to the surface for thor-ough debate and decision-making?

It’s not about the moneyLet’s first discount a few possible explana-tions of why we are carrying such a high 

level of risk. It cannot be attributed to the fact that the cost of building resilience to drought in the south and east would be prohibitively expensive. The Water UK research puts a very cheap average cost of £4 per customer per year (£5 under drier climates) for the extra spend needed to increase resilience to severe drought, as-suming the right measures are taken early enough. There was repeated use of the term “no brainer” at the Indepen meet-ing to describe the decision to boost re-silience to drought given the negligible cost. Indeed, a number of people includ-ing customer and investor representatives commented that customers would be ap-palled should that money not be spent on securing the top consumer priority of safe, reliable supply – particularly as the country has been able to steer a course to investing in a £4bn wastewater tunnel un-der the Thames. 
Those with residual concerns about adding to hard pressed customers’ bills in any way, shape or form could take com-fort from a point made by Ofwat chief executive Cathryn Ross at a water confer-ence hosted by Moody’s the day before the Indepen meeting: that companies should look to offset resilience increments on bills by pursuing hard efficiencies else-where – for instance, on bad debt costs (see report, p23).

Coming at this from another cost an-gle, one attendee reported a new £1.5bn reservoir would pay for itself in five days, should Level 4 restrictions costing the economy £300m a day be imposed in 

London. And even if smearing the cost across the domestic customer base of the south east is unpalatable, business customer willingness to pay could be ex-plored under the beneficiary pays prin-ciple, provided the wholesale charging principles were applied correctly.If anything, the cost benefit case cries out for taking proactive action to build resilience to drought, rather than wait-ing for shortages to hit and then being backed into a corner. One delegate at the round table offered insight from Austra-lia, where authorities in the east and west of the country took very different ap-proaches to the millennium drought, with very different outcomes. Eastern Austra-lia stood accused of “playing Russian roulette with people’s health” after failing to engage the public and proactively re-spond to the looming drought situation. It ended up dashing to build an expensive advanced treatment plant at Wivenhoe Dam in Queensland – an asset that has subsequently come under fire for being stranded once the drought had lifted. In stark contrast, the water corporation of Western Australia made what the del-egate described as a “timely and visionary call” to advocate a mission that was sum-marised as “water forever, whatever the weather”. This involved extensive public engagement (based around the concept of a drying climate rather than a drought, as the latter implies the situation will pass) as well as investment in desalination and groundwater recharge alongside well managed supply restrictions. This en-
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Water UK’s research on a 
50 year planning frame-
work for water resources 
was our cover story last 

month. More specifically, we focused on 
its call for the government to set consis-
tent national minimum levels of resil-
ience to drought in the public interest.  

We have followed up on these issues in 
this edition by polling our The Water re-
port expert Forum – leaders and opinion 
formers from in and around the industry 
(see box) – on their views on resilience 
decision making and funding, and their 
own organisations’ resilience strategies. 

Who should decide?
as chart 1 shows, nearly two-thirds (59%) 

of respondents identified the UK govern-
ment as the stakeholder that should have 
the most influence on decisions on resil-
ience. only 6% of our respondents said 
customers should have the most influence 
on such decisions (29% said they should 
have the least influence of all stakeholders 
listed). one Forum member commented: 
“Customers do not always make rational 
decisions about what is good for society 
as whole as they are typically influenced 
by their own personal situations. Hence, I 
strongly believe that matters like resilience 
should be delivered without reference 
to customer views.” another said: “We 
should not leave the resilience of a sector 
as important to the country’s economy and 
social wellbeing as water to local decisions 
driven solely by customer surveys.”

For others, customer views are im-
portant, but should not be depended on 
principally. one commented: “Customers 
views are essential [but] it is very difficult 

UK government 59%
Devolved government 6%
Local government 12%
Companies 17%
Customers 6%

National taxpayers 35%
Local taxpayers 6%
Customers 47%
Shareholders 12%

Chart 1: Which of the following 
stakeholders should have the most 
in�uence on decision on resilience?

Chart 2: Who should bear the larger part 
of the cost of investment in resilience? 
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Chart 3: From the list provided of interlinked 
systems, please identify the three that you 
consider most important in your resilience 
plan.
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Never 12%

Chart 4: When were you or your 
department last asked to contribute to a 
resilience plan for your organisation? 
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ChART 1: WhICh OF ThE 
FOLLOWINg STAKEhOLdERS 
ShOULd hAVE ThE MOST 
INFLUENCE ON dECISIONS 
ON RESILIENCE?

This month we asked our 
expert Forum who should take 

decisions on water sector 
resilience and who should 

pay. The findings back up calls 
from other quarters for the uk 
government to call the shots, 

though who should pick up 
the bill is less clean cut. 

neeD For 
a LeaD

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 December for the 
January issue of The Water report. We would be de-
lighted 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|experT Forum
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for customers to have full and accurate 
information on the technical issues and 
risks”. Some saw a role for customers in 
refining or building on government-set 
standards – for instance: “resilience lev-
els should be set in a way that ensures the 
UK water service is resilient to similar 
levels geographically to prevent a post-
code lottery on water supply…Customers 
must play a part in resilience setting but 
government must set a minimum stan-
dard…Set resilient standards will encour-
age sharing both of water but also of assets 
especially if over-resilience is tackled and 
over resilient companies are encouraged, 
via incentives, to share with other less re-
silient companies.”

a few participants pointed out regula-
tors should have influence over resilience 
decision-making. For instance, one said: 
“There is clearly a role for economic 
regulators to ensure that approaches to 
setting price controls and other inputs 
allow for the suitable investment in re-
silience which account for both current 
and future customers.” Some favoured an 
empowered third party decision-maker: 
“Multi-agency approaches require owner-
ship and accountability. Central govern-
ment needs to devolve powers and clearly 
delegate and empower decision makers. 
e.g. [on] flood management. There should 
be a single accountable body with balance 
sheet.” 

But as noted, it was government that 

most felt should hold the reins. one said 
simply: “It would be very useful to have 
national standards for resilience issues. 
What return frequency of storms should 
we design our sewer networks for? What 
river flooding frequency should we pro-
tect against?” There was also a sense of 
urgency among some – for instance, from 
the member who said: “There is an ur-
gent need for action now, especially in the 
south and east of england, given lag times 
for delivering infrastructure solutions, 
which will often be part of the mix. policy 
frameworks need to be strengthened to 
ensure that companies and regulators can 
work together to deliver what is needed to 
secure long term resilience at lowest cost.”

Some Forum members offered addi-
tional thoughts on delivery details and 
related matters. Some comments we re-
ceived were:
❙  If organisations are set up correctly then 
they should naturally seek to resolve resil-
ience issues…The first step therefore is to 
get [the] incentive right, rather than being 
interventionist and forcing artificial solu-
tions.”
❙  “resilience is often not seen as a priority 
until something goes wrong. This makes 
planning for possible events difficult and 
requires senior management support. 
The audit and governance structures can 
ensure that appropriate processes are in 
place and resilience measures are relevant 
and proportionate.”

The WaTer reporT experT Forum|REPORT

❙  “by identifying all viable resilience options and 
undertaking a thorough whole life cost analysis 
to demonstrate that whatever option is chosen 
it represents best value at the time the decision 
was made.”
❙  “clear assessment of the risk and the assump-
tions behind the assessment; clear assessment 
of the impacts on an economic basis and an 
understanding of where the impacts hit, how 
hard and if there are any particular target 
groups hit hardest; review of the options for 
improving resilience and a clear - and sensitivity 
tested - assessment of the costs and benefits at 
different scales.”
❙  “in a similar way to we now approach infra-
structure through the infrastructure commission; 
i.e. long term horizons, spread expenditure and 
consensus.”
❙  “Large scale investment needs to be justified 
at an overall industry level, and not just at the 
company level because of the diseconomies 
of scale that apply in parts of the south east, in 

particular.”
❙  “natural capital approach.”
❙  “The balance between price and service both 
now and in the future is key and stakeholders 
should resist the urge to encourage short time 
price reductions and rather create rhetoric and 
actions that clearly balance both service and 
price.”
❙  “The decisions need to be the ‘best’ they can 
be between short and long term. in particular 
there can be no distortions biasing decisions, 
e.g. historic benefits for water companies to 
invest in assets or short term lack of capital 
driving to short term solutions. There is no way 
of guaranteeing decisions might look wrong 
with perfect hindsight, but decisions should be 
documented and kept so that the reasons why 
decisions were made can be seen.”
❙  “There are long established examples where 
infrastructure investment has been completed 
with the recovery over the much longer term, 
which seem to have been accepted. Strong 

customer engagement and a view of willingness 
to pay should play a key part in this balance.”
❙  “We must continue to consider realistic sce-
narios in resilience planning. multiple incidents 
are feasible and have higher consequences, 
but are much less likely. it is important that we 
don’t ‘over egg’ these scenarios and focus on 
accounting for the core modes of failure that 
are most likely to present. resilience is not about 
eradication of risk, but management of risk.”
❙  “We must understand multiple scenarios of risk 
and build low regret options that perform well 
against a range of futures – such as universal 
metering and leakage reduction – as well as 
build in trigger points and abilities into decision 
making that allow us to flex and adapt.”
❙  “We need to show that we have made best 
use of available modelling, and then test the 
best blend of solutions before coming up with 
plans. Those plans should be multi-sector (not 
just utility companies), regional (not just local) 
and long term.”

hOW CAN WE ENSURE OUR dECISION-MAKINg IS REgARdEd AS ROBUST By FUTURE gENERATIONS?
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❙  “ecological resilience must be a con-
sideration. The water sector absolutely 
depends on natural capital to supply 
and treat water. an objective of any re-
silience plan should be how to support 
and increase ecological resilience, not just 
consider the environment as a cost to be 
borne / minimised in securing resilience 
of systems and structures.”
❙  “revising any plan and making amend-
ments is important.”

For some, however, it was a case of first 
thing first. Some respondents felt we need 
to get the basics right before moving for-
ward. For instance:  “I am not sure we are 
asking the right question. I think we need 
to be clear: ‘what is it we want to be resil-
ient, to what set of impacts is it to be re-

silient and for whose benefit is resilience 
targeted’?”; and “No one has visibility of 
the current levels of resilience, it is not 
gathered or shared…The debate on resil-
ience is being carried out in the absence 
of the above and this is hindering decision 
making and no party is taking the lead on 
driving this sharing forward.” 

Separately, we asked: How can we en-
sure our decision-making process is re-
garded as robust by future generations 
(even if the outcome is not later seen as 
optimal)? a selection of responses is 
shown in the box on p5. 

Who should pay? 
We asked The Water report expert Fo-
rum who should bear the cost of invest-
ment in resilience. Chart 2 shows the pro-
portion of respondents identifying each 
potential payer as the group that should 
bear the most cost. opinion was more 
divided on this subject. Nearly half (47%) 
believed water customers should foot the 
lion’s share of the bill. among the com-
ments supporting this view were: “The 
current model of economic regulation 
provides a framework for customers to 
bear the appropriate costs for an appro-
priate efficient expenditure to be borne 
by customers. This includes consideration 
for intergenerational impacts between 
current and future customers”; “This is all 
about delivering the service reliability ex-
pected by customers so it is only right that 
this is reflected in customer charges”; and 
“Whilst the benefit of a resilient water sec-
tor is widely felt, it is still appropriate that 
water customers should bear the cost and 
[the process be] managed via company 
business plans.” 

However over a third (35%) said the 
lion’s share of the cost should be funded 
by the national taxpayer. one supporter 
of this stance explained: “This is an ar-
gument about how the cost burden is 
distributed. Water company charges are 
not based on an equitable distribution 
of wealth i.e. they are not generally de-
termined by people’s ability to pay. taxa-
tion measures are more directed towards 
those who have/earn more pay more. This 
is the least regressive approach to fund-
ing national level capital infrastructure 
investments.” another indicated support 
for this view, but indicated a pragmatic 
approach might be the order of the day: 
“The benefits of resilience are felt by users 
and by wider economy and society. But 

taxpayer funding is unlikely. The close 
match between users and taxpayers in 
utilities means that a pragmatic solution is 
for government to set policy frameworks, 
and for companies (having engaged with 
customers) to come forward with best 
value plans to deliver resilience, which 
regulators can support.”

Water organisations’ plans
Finally, we asked a series of questions 
around the resilience strategies being pur-
sued by our respondent organisations. on 
the whole, responses indicate the water 
sector is active and aware on this crucial 
issue. 58% of respondents said they or 
their department had been asked to con-
tribute to their organisation’s resilience 
plan this year; 76% within the last two 
years (see chart 4). Moreover, most said 
a wide range of groups should be part of 
their organisation’s resilience planning – 
both helping to respond as well as feed-
ing into the plan. all respondents said 
customers should be involved, followed 
by supply chain companies, shareholders, 
local people, relevant interest groups and 
others including Local resilience Forums. 

Finally we asked the Forum to identify 
failures in which three of a list of inter-
linked systems they consider most impor-
tant in their organisation’s resilience plan. 
The results are shown in chart 3. It is in-
teresting that cyber security is now consid-
ered a top priority failure, ranking in joint 
top spot with electricity supply. tWr
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Regular exclusive research from The Water Report & 
Accent into the thoughts of industry leaders on the 
sector’s key issues. Topics to date include:
❙ The post election water policy landscape
❙  The future of customer engagement and 
empowerment
❙ upstream markets and prospects for Water 2020
❙ business retail readiness
❙ Domestic competition

Contact karma@thewaterreport.co.uk to suggest 
Forum topics or to enquire about joining. 
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At present the three biggest 
challenges to the market [are] 

data, data and data…
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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.
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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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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
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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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imagine an hour off supply. pretty an-
noying, eh – not being able to wash 
your hands or boil the kettle or flush 
the loo? Now imagine an entire day 

without water. That’s more than annoying; 
that would affect the fabric of life – going 
without a shower, having to get bottled 
water for the basics, leaving the laundry 
and probably developing a new found ap-
preciation for the flushing toilet. any lon-
ger than a day off supply and the situation 
becomes altogether more serious. 

The unfortunate few don’t have to imag-
ine. In 2007, around 150,000 people in 
Gloucestershire went without water for 
up to ten days after the Mythe water treat-
ment works was flooded. Severn trent got 
through the incident by deploying bowsers 
and with the help of neighbouring water 
companies. But the experience left it deter-
mined not to leave customers in Birming-
ham, where the supply was fed by a single 
source, vulnerable to outage. a Mythe-type 
outcome in that city could be dangerous as 
well as difficult and disruptive. The com-
pany and ofwat worked together to ensure 
investment for a resilience scheme for Bir-
mingham was included at pr14.

even where supplies are restricted in a 
controlled way because of shortage rather 
than cut off abruptly due to an emergency, 
the knock-on effects of being without wa-
ter can go surprisingly deep. aside from 
the general inconvenience, anecdotes 
from places like Los angeles, where all 
outdoor watering was banned as a result 
of drought, tell of the depressing effects 
on the whole community and the quality 

of life impact of brown lawns, dead gar-
dens, dry fountains and dirty cars. 

London without water
Now let’s imagine applying what we know 
from such experiences to the south and 
east of england and, specifically, to Lon-
don. Water shortages there would likely 
mean heavyweight restrictions being 
imposed, given hosepipe bans wouldn’t 
make much impact in a densely-packed 
city where many don’t have gardens let 
alone hoses. You could be looking at shut-
ting down the tube because of insufficient 
fire system supplies; hotels closing be-
cause their catering and laundry facilities 
couldn’t function; financial and business 
centres being unable to remain open on 
health and safety grounds; in short, Lon-
don grinding to a halt. aside from the so-
cial and possible health consequences, the 
economic cost of the city closing for busi-
ness has been put at over £300m a day. 
and, given London’s role within the wider 
UK economy, these impacts are national, 
not just local or regional. experts estimate 
that should supply restrictions on this 
scale ever be needed, it would likely be at 
least five weeks before they could be lifted, 
even with a fair wind. 

and yet we live with this risk every day 
– and the risk of similar supply restric-
tions elsewhere in the south and east. 
Why? and what can we do about it? Those 
were among the questions explored on 13 
october when Indepen brought together 
a roundtable meeting of experts including 
water company leaders, government, in-

vestors, supply chain representatives and 
customers to discuss the water resource 
position of the south east and beyond.

to dispel any doubt that the threat of 
supply restrictions is real, the meeting 
kicked off with an anecdote from the 
“hidden drought” of 2012. two dry win-
ters on the trot meant in the first quarter 
of that year, just ahead of being in the 
world’s spotlight as host of the olympics, 
London was staring down the barrel of 
supply restrictions. The city takes around 
2,000ml/d and there is a requirement to 
keep 800ml/d flowing over teddington 
Weir [where the tidal meets the non-tidal 
Thames and freshwater meets salt wa-
ter]. In 2012 this fell to below 700ml/d. 
The capital was only saved from a cata-
strophic fate by a very wet second quarter. 
This outcome only had a 3% probability 
– a fact which caused then water minister 
richard Benyon to reportedly remark the 
country had “dodged a bullet”. 

But unlike Severn trent with Mythe, 
UK plc doesn’t seemed to have learned its 
lesson from this and other better known 
droughts, such as that of 1976, when there 
were famously standpipes in the streets. 
once the immediate emergency has lift-
ed, the tendency is to carry on as before, 
hoping for the best. But the bald fact is 
the risk of water shortfall is ever pres-
ent. one attendee at the Indepen meeting 
remarked: “If London was being run as 
a business, it would not be acceptable to 
carry this level of risk.”

of course the water companies haven’t 
been sitting on their hands. They have Wa-

buLLeT
Former water minister Richard Benyon reportedly said the country had “dodged 
a bullet” when heavy rainfall prevented supply restrictions during the 2012 
Olympics. A high level Indepen round table meeting last month favoured 
developing a better resilience strategy over further reliance on luck. 

biTe The
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ter resource Management plans (WrMps) 
which feature, among other things, strate-
gies to manage demand, model risk to 
future supply scenarios and operate more 
efficiently. Indeed some at the meeting ref-
erenced the impressive achievements such 
approaches have had: one reported that 
total demand has fallen despite a recent 
6% population rise. However, others em-
phasised passionately that pursuit of effi-
ciency without accompanying investment 
in new resources (the last investment in the 
region’s water resources was made over 40 
years ago) was actually increasing the risk 
of failure by eroding headroom. Moreover, 
new research published by Water UK on 
the country’s 50 year resource position 
(see box p10) is incredibly sobering, de-
spite factoring in existing achievements 
and ambitious demand side assumptions.  
one commentator concluded: “The UK 
is going to run out of water, especially in 
the south east. all you need to know is the 
south east is always red [indicating water 
shortage, on maps showing possible sce-
narios for 2065].”

So why have we allowed ourselves to 
slip into this position? Why, given the 
wider social and economic risks that 
would accompany supply restrictions, 
isn’t finding a solution top of the public 
and political agendas? and how can the 
issues be brought to the surface for thor-
ough debate and decision-making?

it’s not about the money
Let’s first discount a few possible explana-
tions of why we are carrying such a high 

level of risk. It cannot be attributed to the 
fact that the cost of building resilience to 
drought in the south and east would be 
prohibitively expensive. The Water UK 
research puts a very cheap average cost of 
£4 per customer per year (£5 under drier 
climates) for the extra spend needed to 
increase resilience to severe drought, as-
suming the right measures are taken early 
enough. There was repeated use of the 
term “no brainer” at the Indepen meet-
ing to describe the decision to boost re-
silience to drought given the negligible 
cost. Indeed, a number of people includ-
ing customer and investor representatives 
commented that customers would be ap-
palled should that money not be spent 
on securing the top consumer priority of 
safe, reliable supply – particularly as the 
country has been able to steer a course to 
investing in a £4bn wastewater tunnel un-
der the Thames. 

Those with residual concerns about 
adding to hard pressed customers’ bills in 
any way, shape or form could take com-
fort from a point made by ofwat chief 
executive Cathryn ross at a water confer-
ence hosted by Moody’s the day before the 
Indepen meeting: that companies should 
look to offset resilience increments on 
bills by pursuing hard efficiencies else-
where – for instance, on bad debt costs 
(see report, p23).

Coming at this from another cost an-
gle, one attendee reported a new £1.5bn 
reservoir would pay for itself in five days, 
should Level 4 restrictions costing the 
economy £300m a day be imposed in 

London. and even if smearing the cost 
across the domestic customer base of 
the south east is unpalatable, business 
customer willingness to pay could be ex-
plored under the beneficiary pays prin-
ciple, provided the wholesale charging 
principles were applied correctly.

If anything, the cost benefit case cries 
out for taking proactive action to build 
resilience to drought, rather than wait-
ing for shortages to hit and then being 
backed into a corner. one delegate at the 
round table offered insight from austra-
lia, where authorities in the east and west 
of the country took very different ap-
proaches to the millennium drought, with 
very different outcomes. eastern austra-
lia stood accused of “playing russian 
roulette with people’s health” after failing 
to engage the public and proactively re-
spond to the looming drought situation. 
It ended up dashing to build an expensive 
advanced treatment plant at Wivenhoe 
Dam in Queensland – an asset that has 
subsequently come under fire for being 
stranded once the drought had lifted. 

In stark contrast, the water corporation 
of Western australia made what the del-
egate described as a “timely and visionary 
call” to advocate a mission that was sum-
marised as “water forever, whatever the 
weather”. This involved extensive public 
engagement (based around the concept of 
a drying climate rather than a drought, as 
the latter implies the situation will pass) 
as well as investment in desalination and 
groundwater recharge alongside well 
managed supply restrictions. This en-
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abled the area to provide confidence on 
supply continuity and even to accommo-
date growth. The expert emphasised the 
importance of the public education and 
engagement piece; the need to win both 
“head and heart” to maintain support for 
operational actions and to encourage ev-
eryone to do their bit. 

Bringing this lesson home, another del-
egate commented that should 2012 have 
turned into a ‘visible’ drought, measures 
would have been taken in haste and we’d 
probably be regretting them now. 

it’s not too difficult
Nor is building more resilience to drought 
an intimidating technical challenge. of 
course it is a million miles from a walk 
in the park: there are many future un-
knowns, as well as known difficulties 
including engaging the public, quality is-
sues and securing planning permissions. 
But the industry has a clear vision of the 
need for twin track demand side and sup-
ply side action. The 50-year resources 
research set out in practical terms what 
needs to be built where, as well as ambi-
tious strategies for leakage, water efficien-
cy and demand management. 

For sure, refinements and further work 
are needed, both to hone the proposals 
already made and to flesh out new oppor-
tunities and unanswered questions. New 
opportunities might include, for example, 
innovative ways to reduce per capita con-
sumption at new developments by baking 

in reuse and efficiency, as albion Water 
is exploring at its rissington site. an opti-
mistic model that assumes all new develop-
ments are built to achieve the water efficien-
cy of sites like rissington would see a 60% 
reduction in the size of the future supply gap 
(500Ml/day by 2065) predicted by Water 
UK’s work on long-term supply resilience. 

an area ripe with unanswered ques-
tions is system operation – specifically, as 
we scale up from the local resource man-
agement performed by water companies 
to managing water from a national posi-
tion, who is best placed to act as system 
operator and how? But the fact remains 
that the bones of a plan are now scoped 
out and ready to be built on. 

and for those who are suspicious of 
water company motives in advocating 
building assets as a means to enhance 
their regulatory Capital Value and hence 
returns, ofwat’s pr19 policy offers relief. 
The regulator has opened the door to third 
parties delivering £100m+ projects; to 
counter claims of rCV avarice, all major 
works could be competitively tendered. In 
fact, delivery by a separate, licensed entity 
would offer other opportunities too. For 
instance, to counter prospective bidder/in-
vestor fears of asset stranding, something 
along the lines of payment for availability 
rather than usage could be worked out. to 
avoid any politically unpalatable burdens 
on the taxpayer, mechanisms could be 
found for water customers to foot the bill 
as is happening with tideway. 

is the framework fit?
So with cost and practical issues scoped 
out (to some extent at least), the Indepen 
panelists moved on to look at the policy 
and regulatory framework. Some argued 
the system is sufficiently flexible and long 
term in its approach and hence that it does 
not get in the way of building resilience to 
drought. WrMp guidance has been re-
cently updated which addresses some of 
the previous shortcomings. and the price 
control system, with its express objective 
of delivering customer priorities and the 
new resilience duty for ofwat, should be 
a suitable mechanism for delivering safe 
secure supplies – if customers are indeed 
supportive of the marginal cost increases 
this would necessitate. 

However two major criticisms of the ex-
isting policy framework surfaced. First, the 
fundamental matter that there is no long 
term minimum standard for resilience – 
the focus on the industry has been on in-
creasing efficiency which can mean reduc-
ing unused capacity. Unfortunately that 
headroom is the insurance policy against 
supply failure.  and second, the corner-
stone of the existing planning framework 
– WrMps –  can still be backward looking. 
They have tended to take account of guid-
ance which assumes scrutiny of historic 
supply/demand and climate data, but have 
not required forward projection (although 
the new guidance does begin to address 
this issue). one delegate remarked you can 
guarantee little by relying on past data but 
“you can guarantee historic models will 
be wrong”. referring to the Mythe case, 
another participant observed that a key is-
sue had been that “we’d been looking in the 
rear-view mirror too long”.  

The obvious counter to these deficien-
cies would be a forward looking national 
plan for water. The meeting discussed the 
merits of a top-down route, under which 
resilience levels are a policy choice for gov-
ernment, versus the existing bottom up ar-
rangements, under which companies base 
their resilience activities on their customers’ 
sentiments and willingness to pay. The for-
mer would undoubtedly ease the wheels of 
resilience delivery; one attendee pointed out 
a new reservoir for the south east has been 
under discussion for the past 20 years and 
that some of the relevant land had even been 
bought but progress remained thwarted. He 
added that the need to get on was urgent, 
given it would take a minimum of 15 years 
to deliver any major new resource (five 

❙  There is already a significant and increasing risk 
of severe drought across many regions, particular-
ly in the east and south of england. Those compa-
nies whose Wrmp anticipates no deficit or surplus 
against planning standards, and being resilient to 
the worst historic drought on record, still run a 12% 
chance of seeing a drought event with standpipes 
or similar in place for two to three months over a 
25-year planning period.
❙  Future scenario modelling suggests there is the 
potential for huge and widespread deficits.
❙  our current plans for drought response have not 
been tested in anger.
❙  There is an indisputable cost benefit case for 
ramping up resilience. There is an average cost of 
£4 per customer per year (£5 under drier climates) 
to cover the extra spend needed to increase resil-
ience to severe drought if the right measures are 
taken early enough. There is a “strong economic 
argument” for providing resilience to extreme 
drought; that is costed at £8/customer/year (£10 

under drier climates). 
❙  customers put a value of £40-£160 on avoiding 
a single day of restrictions. costs to the economy 
come on top. economic losses to businesses and 
other water users across england and Wales are 
costed at £1.3 billion per day.
❙  The central estimate of the benefit/cost ratio is 
greater than 10:1; it remains greater than 5:1 even 
if lower bound benefit estimates are assumed.
❙  Water companies’ level of resilience to drought 
is a matter of public policy and the uk and Welsh 
Governments should set consistent national mini-
mum levels of resilience in the public interest and 
develop a wider supportive policy framework. 
❙  The country needs to pursue a twin track 
strategy of ambitious demand management 
and supply enhancement – in particular through 
large-scale transfers of water between companies 
and regions, supported by storage and new local 
resources.
❙  Further work is required to develop the position.  

KEy POINTS FROM WATER UK’S REPORT ON A LONg TERM PLANNINg 
FRAMEWORK FOR WATER RESOURCES 

REPORT|WaTer reSourceS
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years for build and ten years for planning 
and other permissions). “Can we really con-
tinue with the ifs, buts and maybes? Fifteen 
years out, we need to be doing something.” 

a water investor added government-
specified levels of resilience and risk would 
help bring the money in: at present, inves-
tors won’t fund the likes of desalination 
plants that will only be used at times of peak 
demand because they won’t be remuner-
ated for them. “risk has to be driven at the 
national level,” she said, adding: “We can’t 
pay for risk.” a clear and consistent national 
policy framework would mean new re-
sources could be invested in from a position 
of providing valuable insurance rather than 
of dicing with asset stranding risk. 

The wider issue of who should fund resil-
ience investments is a live one – the taxpay-
er, the water customer, investors, businesses 
that benefit, a combination of the above or 
even some more innovative arrangement? 
one participant highlighted the Flood re 
scheme as an example of the sort of deal 
that might be possible; under Flood re, all 
household insurance policy holders pay 
around £10 a year to cross-subsidise flood 
insurance for those living in vulnerable ar-
eas. tideway experience suggests the gov-
ernment would be keen to keep the taxpay-
er out of the picture so innovative thinking 
could be order of the day. 

prioritising water policy
referencing Singapore’s National Water 
agency pUB, another participant illus-
trated the progress that could be made 
with committed political backing. Singa-
pore’s issue is not shortage of water, but 
shortage of storage space and consequent-
ly a reliance on supplies from Malaysia 
(which it is keenly aware would be sub-
jugated to domestic demand in a drought 
situation). The government took the de-
cision to acknowledge water as a funda-
mental driver of the wider economy; to 
empower pUB to engage extensively with 
the public and to innovate; and to make it 
so “all other policy bowed to water poli-
cy”. It has identified four national “taps”: 
“active, beautiful clean” catchments; its 
only river, which is kept healthy as a pri-
ority; “new water” including desalination 
– this tap now contributes around 55% of 
supply; and imports from Malaysia which 
it is working to close off by 2035. a fifth 
tap is under development: stormwater, to 
be collected and stored underground in 
caverns – an innovative initiative. 

Clearly resilience is on the UK govern-
ment’s agenda and so the hope is the sec-
tor is pushing at an open door. But the 
Indepen meeting heard that decisive and 
specific action is needed urgently. The 
Water UK report took the view that water 
companies’ level of resilience to drought is 
a matter of public policy and the UK and 
Welsh Governments should set consistent 
national minimum levels of resilience in 
the public interest. 

others pointed out that while the new 
WrMp guidance had given companies 
more flexibility, deviating from the ex-
pected path of basing decisions on histor-
ical data remained hard going. Southern 
Water managed to build future scenario 
planning into its models, but only three 
years and 83 meetings later. 

another delegate questioned whether, 
in this “era of incentives and performance 
commitments” the government needed 
to “go the extra mile” and offer financial 
incentives as well as a facilitating frame-
work. He noted that with reputational risk 
alone, progress has been slow. 

Speak up and step up
While an appropriate policy framework 
was top of many of the Indepen panel-
ists’ wish lists, they did not shy away from 
accepting the sector itself could do more 
too. at the head of this particular list was 
better communication. a business cus-
tomer representative explained that even 
among very large users where water is 
critical to operations in some cases, the 
risk of supply restrictions is only vaguely 
on the radar. So the sector needs to rally 
business customer understanding of the 
real resource position, and do likewise 
with all other stakeholders that will be af-
fected. This includes agriculture, energy 
and powerful membership associations 
such as the Wildlife trusts, WWF and the 
rSpB. Not only would greater stakeholder 
understanding assist with demand side 
initiatives, but it would ensure there was a 
broad coalition of interests with the same 
end goal: a safe secure water supply, be it 
for their children to drink, their crops to 
grow, their business to function or their 
environment to thrive. 

one participant concluded that in the 
battle against drought: “Communications 
will help you or will kill you. That includes 
lack of communication, wrong communi-
cation, even the wrong words.”

There was also extensive discussion of 

the role of leadership in working towards 
a system that is more resilient to drought: 
is anyone leading; who should lead; and 
what are the blockers to someone stepping 
up? one delegate explained with convic-
tion that individual water companies had 
shown leadership on the issue – including 
for instance by taking on the challenge of 
reaching a 50-year view on the national 
water resource position, and by pushing 
the boundaries of WrMp guidance. 

New approaches to collaboration are 
occurring, for instance in east anglia, 
with Water resources east (Wre). The 
Wre strategy and action plan, although 
led by anglian Water, will be discussed, 
researched and agreed through a broad 
collaboration, including other regional 
water companies, large abstractors (such as 
agriculture and power companies), envi-
ronmental organisations, business leaders, 
local authorities, Local enterprise partner-
ships (Leps), water company customers 
and their representatives, regulators, com-
munity representatives and others. 

Might anyone else take a leading 
stance for the South east? The finger 
briefly pointed at investors at the meet-
ing: with the power of the purse strings, 
could committed investors lead the case 
for better protection against supply re-
strictions? according to one refreshingly 
plain-speaking investor, this was an un-
likely role for her kind to adopt, despite 
their genuine interest. “If you are looking 
to investors to lead this debate, you’ll be 
waiting a long time as their needs are too 
divergent,” she said, adding: “Investors 
would rather be led than lead.”

Some felt an independent, non-partisan 
champion would be useful. But others in-
dicated that companies, customers, inde-
pendents and investors alone could only 
go so far. one participant felt that as well 
as the more supportive policy and regula-
tory framework that is emerging, a clearer 
political voice is needed to champion the 
benefits to the country as a whole.

So the sector has thrown down a chal-
lenge: resilience is a national issue that 
needs national leadership, it won’t be 
solved through bottom up plans from 
companies. The $64,000 question is: who 
will listen, and will action be bold enough, 
and soon enough?   tWr

❙  See The Water report expert Forum 
research on resilience responsibility and 
funding, p 4-6. 

WaTer reSourceS|REPORT
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an independent stock-take of 
the UK’s infrastructure, pub-
lished last month, has called 
for a twin track approach to 

making our assets fit for today and tomor-
row: scaleable, flexible “low regrets” in-
vestments on the one hand, teamed with 
bold policy choices where necessary on 
major projects. “Certain critical decisions 
need to be made about major investment 
and policy commitments. Many of these 
decisions are now overdue,” the National 
Needs assessment report said. 

on water it calls for more vigorous ac-
tion to manage water demand, further 
reductions in leakage, the development of 
new resources where demand side action 
alone is insufficient– potentially includ-
ing water transfers, storage, groundwater 
recharge, desalination and effluent re-
use. Moreover, it calls for investment in 
wastewater asset renewal, and a holistic 
approach to flood management. among 
the specific recommendations made are: 
❙  Government or NIC should review 
the need for changes in policies re-

LoW reGreTS inveSTmenTS 
anD boLD poLicY choiceS

The national needs assessment calls for a 
twin track approach to better infrastructure.

The assessment, an expert review of 
how our infrastructure across all sectors is 
performing and what needs to be done, is a 
significant document because it “provides 
the National Infrastructure Commission 
(NIC) with a blueprint for its own National 
Infrastructure assessment (NIa). It guides 
the NIC towards the immediate infrastruc-
ture interventions that are required now, 
the decisions needed to deliver services for 
the next generation and scenarios for our 
infrastructure needs until 2050.”

Last month, chancellor philip Ham-
mond announced the NIC is to become 
an independent executive agency with 
its own budget. It will come into force 
in January 2017, with Sir John armitt 
acting as interim deputy chair. an open 
competition will now be held to find the 
commission’s first permanent chair and 
new additional commissioners to boost 
the team and take forward its work.  
a call for ideas has also been launched 
to inform the commission’s next in-
depth study, following reports which 
identified the benefits of Crossrail 2, 
transforming Northern connectivity 
and smart power.

The announcement followed uncer-
tainty over the future of the NIC after the 
Neighbourhood planning Bill omitted to 
put the body on a statutory footing.  tWr

The environment, Food and rural affairs Select 
committee has warned that government propos-
als for flood resilience “will not rectify fundamental 
structural problems.” The committee has proposed  
a “root and branch review” of the management 
of england’s flood risk to include incentives for 
farmers to store flood water on their land, an 
extension of water firms’ role as water drainage 
companies and a new governance regime that 
displaces the environment agency.

The committee proposed a new governance 
model for flood management including a new 
national Floods commissioner for england, to 
be accountable for delivery of strategic, long-
term flood risk reduction to be delivered by new 
regional Flood and coastal boards that would 
take on current Lead Local Flood authority and 
regional Flood and coastal committee roles. 
also, a new english rivers and coastal authority, 
would take on current environment agency roles 

“to focus on efficient delivery of national flood risk 
management plans.”

in broadening water firms’ parts as Water 
and Drainage companies the committee has 
proposed they should take on the land drainage 
responsibilities currently held by local authorities.

it urged flood risk management bodies to bet-
ter their understanding  of the contribution that 
sustainable drainage systems (SuDs) can make to 
protecting communities from flooding. and it called 
on DeFra to ensure that SuDs are deployed to 
maximum effect in all new english developments.

The committee also proposed exploiting oppor-
tunity arising from brexit to place flood manage-
ment “at the centre of any new support schemes 
for farmers that replace the common agricultural 
policy.” The mps pressed DeFra to consult by July 
2017 on an incentive scheme to pay farmers to 
make land available for storage of flood water in 
the long and short terms.

MPS: WE NEEd A “ROOT ANd BRANCh REVIEW” ON FLOOdS

planning minister Gavin barwell has pro-
vided an update on the government’s 
progress with a review of planning 
legislation and policy as they relate to 
sustainable drainage.

he said DcLG officials, together with 
those from DeFra and the environment 
agency, are gathering evidence now 
with a view to substantially completing 
the process by spring 2017.

The government committed to this 
review in may, in response to a cross-
party house of Lords amendment to the 
housing and planning bill which sought 
to remove the automatic right to con-
nect to a public sewer for surface water, 
as part of a bid to encourage the adop-
tion of SuDS and ease flood risk.

SUdS REVIEW UPdATE

lating to the extension of metering, 
smart metering, new tariff structures 
and requirements for water efficiency  
and innovative technologies (e.g. rainwa-
ter and greywater recycling) in new build-
ing and refurbishment. 
❙  The government should review the case 
for establishing minimum standards of 
resilience for water supplies. 
❙  NIC should work with the water sec-
tor to reduce the risks associated with the 
planning and promotion of new strategic 
water infrastructure schemes including 
water transfers and new storage.
❙  The government should continue to 
analyse flood risk at the scale of catch-
ments and coastal cells. resources should 
be allocated so as to minimise the eco-
nomic risk of flooding. Further action 
should be taken to promote the uptake of 
property-level protection where commu-
nity flood defences are not cost-beneficial. 
❙  Government should establish 
large scale experiments to quan-
tify the benefits of catchment-based 
flood management.
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in a worst case scenario, persistent 
low interest rates teamed with tough 
regulatory choices could leave com-
panies with high levels of expensive 

embedded debt in financial difficulty.
That was a stark message from Moody’s 

when it published a paper last month flag-
ging up the credit negative implications of 
low interest rates for regulated water and 
energy companies. The ratings agency 
pointed out that the market cost of debt 
in the UK has fallen sharply since 2014, 
(gilts have fallen by an average 2% across 
the curve) and is now at a level lower than 
many infrastructure companies’ cost of 
debt, which in a number of cases has been 
locked in 30 or 40 years.  

While companies wishing to raise 
new debt will of course benefit from low 
rates, continuing low yields bring the 
following risks:
❙  Significant returns cuts at pr19: ofwat 
does factor in embedded debt costs when 
setting returns but references a notional 
company, which at pr14 had gearing of 
62.5% and around 33% of index-linked 
debt within its capital structure. There-
fore “companies with higher levels of 
gearing, higher funding costs and longer 
tenors than assumed by the regulator are 
particularly exposed,” Moody’s explained. 
to illustrate possibilities, it modelled two 
wholesale returns post 2020 – 2.14% (im-
plied by the gilt curve) and a 50bp higher 
return at 2.64%. The former lead to ratios 
falling below the guidance for current 
ratings for many. The latter resulted in a 
milder deterioration of credit metrics.
❙  Fair value differences: as a result of the 
market cost of debt being below the av-
erage company cost of debt, the market 
value of debt in the sector is higher than 
reported on companies’ balance sheets. 
Moody’s notes that in addition to these 

‘fair value differences’ relating to fixed-
rate bonds, companies may also have 
significant mark-to-market exposure on 
their swap portfolio. “overall fair value 
leverage (debt at fair value plus mark-to-
market of derivatives) has increased and 
for a number of regulated companies is 
now above 100%.”
❙  equity erosion: to make matters worse 
for some, capital structure choices may 
have eroded equity. Moody’s observed: 
“Fair value leverage takes on greater sig-
nificance when the amount of remaining 
equity may be close to zero. an erosion of 
the equity value could reduce the willing-
ness of shareholders to provide further 
funding. In addition… lenders may in fu-
ture be less supportive of companies with 
high embedded debt costs and potentially 
limited equity value.”

outliers
Stefanie Voelz, vice president of the in-
frastructure finance group at Moody’s, 
said that should low interest rates persist 
long term “the whole sector will suffer”. 
But for now Moody’s has highlighted 
outliers, particularly Yorkshire Water 
and Southern Water, both of which have 
a debt maturity profile extending well be-
yond that of a notional company. Based 
on company published data as at March 
2016, Yorkshire’s fair value leverage stood 
at 132% and Southern’s at 122%. Moody’s 
added these numbers may now stand at 
more than 150%.

For outliers, the risks are greatest,  
Voelz explained: “ofwat said in the past, 
financial decisions are for companies’ 
management and shareholders to take, 
and they should also bear the risks and 
consequences linked to these decisions. 
Bearing that in mind, ofwat may not be 
willing to bail out individual companies 

that suffer from funding choices, which 
are not well aligned with the sector as a 
whole or, indeed, regulatory assumptions 
for an efficiently financed company. How-
ever, if the whole sector faced difficulties, 
it may be a different issue.”

Voelz is first to admit there are a lot of 
ifs and buts here: how long interest rates 
stay low and how deep they go; how the 
numbers are modelled; and, of course, 
what choices ofwat makes at pr19. She 
says the regulator has more flexibility than 
the Moody’s numbers imply. Important 
will be how it defines a notional compa-
ny; how it splits embedded and new debt; 
and the horizon over which it looks in set-
ting the cost of embedded debt. at pr14 
ofwat was guided by historical average 
rates over a ten-year horizon. Moody’s 
said continuing with this will, “absent a 
sharp increase in yields, invariably result 
in a decline in the future allowance for the 
cost of debt, as well as the cost of equity.” 
However ofwat may use a longer period 
than ten years in setting the cost of em-
bedded debt in 2020, which would lessen 
the likely reduction in allowed returns.” 

also in the mix here of course are the 
new approach to cost of debt at pr19 
ofwat has recently consulted on (to in-
dex the cost of new debt) and its plan to 
switch to CpI indexation. Voelz said the 
details on these issues, particularly of-
wat’s approach to embedded debt, are 
“not entirely clear” at this point. 

of course companies as well as ofwat 
have flexibility. For instance, Voelz said 
“Yorkshire Water is actively looking for 
strategies”. The two key levers available are 
deleveraging and dividend control. Voelz 
said both levers are already being pulled 
by outlier companies.  tWr

LoW  
inTereST 
raTe riSk
moody’s warns of 
potentially severe 
implications for 
outlier companies.
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Southern Water’s Customer advisory panel (Cap) has 
published its first annual report, detailing how it has 
monitored, advised and challenged the company in 
2015-16. It has been able to do this because Southern 

opted to continue directly with a pr14-style Customer Chal-
lenge Group once its price review group had run its course; 
there was only the briefest of pauses to refresh the membership, 
re-engage independent chair anna Bradley, agree new terms of 
reference, and rebrand the group to signal things had moved 
beyond the regulator-mandated stage. 

Southern Water chief executive Matthew Wright says the pr14 
experience had left the company “addicted to engagement”. He ex-
plains: “I am firmly of the view that our pr14 business plan was 
a much better product as a result of the CCG process – it added 
huge value…For us, customer engagement is not just about a price 
review, it’s about running a business. So it was entirely natural for 
us to continue this in the business as usual phase.” 

He adds that even just one year in to the Cap’s operation, it is de-
livering “arguably more” value than the CCG did because the advice 
and challenge has become “embedded in the way we do business”. 

Bradley explains the Cap has been formed in the image of 
the CCG and is focusing on the same two issues, though it is 
now taking a different angle on each: how Southern is engaging 
with its customers (on an ongoing basis rather than expressly to 
develop a strategic forward plan); and whether Southern is de-
livering on its promises (rather than working out what it should 
deliver). While the monitoring function is common to all suc-
cessor CCGs – most companies have a group up and running 

now, though many were slower out of the blocks – the customer 
engagement function is particularly pertinent in Southern’s case. 

customers first
In the recently published 2015-16 SIM scores and written com-
plaints data, Southern was the worst performing company in the 
industry (and by a fair way in terms of complaints). responsive 
customer service is one of six main priorities Southern committed 
to deliver in its business plan, underpinned by a number of prom-
ises, including to be among the best in the SIM table by 2020. The 
Cap reported the company had been “refreshingly candid” about 
the challenges it faces in this area; and that in year one, that the 
company had missed its “direct compensation where we let you 
down” and “quick and effective resolution of your queries” targets.

Wright sets out the context: “We have concluded that the 
genesis of our relative underperformance is our metering pro-
gramme.” He explains that the company did its utmost to focus 
on managing the rollout well and ensuring the customer journey 
was smooth, including through offering “safety nets” in the form 
of a changeover tariff and an early form of social tariff. That paid 
dividends – the company did a good job on installations; there 
were few complaints directly about the meters; and consumption 
has fallen 16% on average. Wright calls this “a great success” and 
it certainly vindicates the choice of implementing a universal 
metering programme. But he admits that the company paid less 
attention to “what happens then”. 

He observes that customers are used to, and typically like, 
stable bills, but that “measured bills are by definition more vola-
tile, seasonally at least”. So whether you are a net winner or loser 
from metering, you are likely to experience some unwelcome 
volatility. He further admits that in some instances the situation 
was exacerbated by the company’s billing systems being slow 
to catch up – for instance, a delay in passing on higher charges 
to a customer could result in a build up of debt; equally, over-
correcting a customer’s regular payments to account for higher 
charges could lead to an unnecessary build up of credit. “It has 

buSineSS 
pLanninG 
To buSineSS 
aS uSuaL

Together, Southern Water and 
its customer advisory panel 
have set about turning the 
company’s poor performance 
on customer service around.
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been difficult to find the sweet spot in what customers need to 
pay,” Wright considers. 

Yet Bradley is confident better times are on the horizon for 
Southern customers. She says being free of business planning 
duties has enabled both company and Cap to focus closely on 
customer service and customer engagement, and in fact to set in 
train a “sea change” in the company’s culture and processes. The 
Cap report comments on the “very full engagement of the Ceo, 
senior managers and the attention of the board” in this pursuit. 
Bradley adds though: “It’s not just about the most senior people 
changing, it’s about everyone all through the organisation – like a 
stick of rock. That is not an insignificant challenge for Southern.”  

The company has developed a “turn-around strategy of signif-
icant proportions,” according to the Cap.  The first plank of this 
is a more proactive approach to handling volatile bills. Wright 
observes that with measured charging “you can never get back 
to complete predictability – it’s pointless trying”. So instead the 
company has started to analyse customer consumption data and 
to proactively contact those whose usage shows appreciable in-
creases: to offer information on ways to spread the cost; to flag 
up payment assistance schemes for those who might qualify; as 
well as to provide advice on ways to reduce consumption and, 
since last year, home water efficiency visits. This has involved 
setting up an outbound contact centre and a “sea change from 
a reactive approach to a proactive approach”. Wright adds: “It’s 
about taking away surprises rather than just letting it happen”. 

Changes to inbound contact handling are also in progress. Later 
this month Southern is due to roll out a new e-services platform 
so customers who desire it can transact through digital channels. 
There is also a new customer insight strategy which depends on 
the collection and collation of all the data Southern Water has 
about customers and from customers into one body of knowledge. 
according to the Cap report: “This has both significant system 
and process implications. The plan is still at an early stage and the 
Cap has been pleased to advise on its development, but is keen to 
see this progress more quickly now that the plan is in place.” 

Bradley is upbeat on prospects. “There’s no turning the clock 
back now,” she says, adding that the new approach “seems to be 
bearing fruit”. She is keen to see the groundwork of 2015-16 built 
on and the official results taking an upturn. 

Wright reports some impressive early results: that complaints 
started to fall “precipitously” from November 2015 and have 
halved in the year to date, with the scale of improvement accel-
erating. “We had a big landmark recently: a week with fewer than 
100 complaints,” he says. Wright points out though that while 
that is really something for the company to celebrate, “we’re un-
der no illusion that we’ve still got a long way to go”. He says that 
on year to date performance, Southern would be around 14th in 
the SIM league – “so we’re still not exactly knocking the ball out 

of the park”. Bradley says the Cap will be pushing the company 
to “address the need for a step change on the customer service 
side and to constantly embed learning”. 

other priorities and promises
With a handful of exceptions, the Cap report shows Southern has 
put in a solid performance in year one. Here is a summary of its five 
remaining business plan priorities and its delivery against them. 
❙  a constant supply of high quality water: The company deliv-
ered four of its six promises with industry-leading levels of per-
formance. It fell short on its low water pressure target, though 
says this will soon be corrected with a project coming on stream 
in the Isle of Wight; and on its promise around customer min-
utes with lost supply, which it attributes to a single major burst. 

Being free of business planning 
duties has enabled both company and 

cAp to set in train a “sea change” in 
the company’s culture and processes.
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Bradley says the Cap has scrutinised whether the latter was a 
genuinely exceptional incident that couldn’t have been foreseen. 
❙  removing wastewater effectively: performance was on track 
for three of the four promises in this area, the exception being 
internal sewer flooding. Given the importance customers attach 
to this, the Cap has pressed for more information on why block-
ages occur and how they can be predicted and prevented. 
❙  Looking after the environment: Southern has performed well. 
Wright highlights the area as one he is particularly proud of: the 
company continues to build on five years of improving perfor-
mance on pollution incidents and in the year to date has zero 
failed works. He says his company now puts in high end perfor-
mance in the round compared to its peers – a “massive, massive 
improvement, we’ve come on in leaps and bounds”. on the nega-
tive side, the Cap notes the final number of bathing waters in the 
region achieving excellent status for 2015 was lower than target 
and that this resulted in a financial penalty. It accepts though that 
the company is not entirely the master of its own destiny here, 
given success or failure hinges on the behaviours and perfor-
mance of external stakeholders. It welcomes Southern’s adoption 
of “a new, more strategic and integrated approach to stakeholder 
engagement” which includes the plan to form strategic environ-
mental and county Stakeholder panels. In addition, Southern 
agreed a specific mechanism with ofwat that involves the Cap 
participating in the process of selecting which seven beaches to 
improve this aMp. The panel has focused on advising and chal-
lenging company plans for customer and stakeholder engage-
ment. Decisions will be made late this year. 
❙  Better information and advice: The Cap is working closely 
with the company to develop an evidence based strategy and to 

improve its communications, particularly on the matter of cus-
tomers flushing wet wipes into the system. 
❙  affordable bills: The Cap has supported Southern’s efforts 
to extend access to its social tariff, both through redefining its 
understanding of water poverty and by undertaking further 
research on willingness to pay for additional support. It is also 
supportive of the company’s efforts to align its tariff more closely 
with those of the water only companies nearby and has request-
ed a specific report how the company is responding to ofwat’s 
challenge on vulnerability. 

Year two and pr19
It has been agreed that the Cap will morph into Southern’s CCG 
for pr19. So while all the monitoring work has been going on, 
Bradley and her team have also been preparing to advise and 
challenge the company on its plans for 2025 in addition to its 
current delivery of plans for 2020. Its terms of reference were 
updated accordingly in June. 

There is a purer customer focus in terms of composition of the 
panel than at pr14 when quality regulators were included. This 
time the quality regulators will attend as observers rather than as 
members, as frequently as they wish. The group will share papers 

and agendas so the Drinking Water Inspectorate and the envi-
ronment agency can decide when to come. Bradley adds that 
papers will be on the website going forward, for anyone to see.

ofwat has specified Consumer Council for Water representation 
on pr19 CCGs; Bradley welcomes the expert input but says details 
need to be worked out as the panel will work best if it can form a 
single collective view on issues rather than each member represent-
ing the position of the organisation to which he or she belongs. 

Bradley says CCGs at pr14 had a significant impact despite 
lacking deep knowledge of the industry because there was a lot 
of “low hanging fruit” to gather, in simply getting companies’ 
heads around involving customers in their business plans. For 
pr19, the consumer champion says the groups “will be asked by 
ofwat and expected by companies to help them raise the bar” 
despite this low hanging fruit having been picked. In this they 
will have two new assets. “The Cap has a level of understanding 
we didn’t have at the CCG, particularly on steady state delivery. 
That will help us be more questioning and challenging when it 
comes to the next business plan.” 

and secondly pr19 CCGs will have more access to data bench-
marking companies against each other. Bradley describes ofwat 
as “slightly coy” in its engagement with CCGs at pr14, conscious 
not to infringe their independence or fetter them. But this time 
around, engagement is starting earlier (CCG chairs have quarterly 
meetings with ofwat and each other – another new development 
for pr19) and more information is to be provided up front. She 
welcomes this: “I said in my feedback that ofwat should not be so 
shy of having a relationship with CCGs. We are a quasi-regulatory 
mechanism.” She believes more comparative information will help 
customer groups challenge their companies to stretch.

Wright will not be in the Ceo chair at pr19 having given no-
tice of his resignation to the Southern board. But from his per-
spective, ofwat should continue to afford companies consider-
able freedom in establishing, structuring and dealing with their 
CCGs. He says those who sought prescription at pr14 “com-
pletely missed the point”. 

as year two progresses for the Cap, it will obviously continue 
to monitor Southern’s delivery of its priorities and promises for 
2015–2020. 

In the very immediate term, both company and panel will 
want to engage with ofwat’s consultation on pr19 outcomes, 
due at the end of the month. Bradley says the Cap needs to be 
able to build any specified common outcomes into its thinking 
at the outset rather than have them sprung on it at the end as at 
pr14. She believes “there must be scope for specific outcomes to 
reflect local needs” against this backdrop of some commonality. 

The live issue for Wright is how rewards and penalties will 
deal with situations where companies are not pulling all the 
strings. He refers to Southern missing its target in 2015/16 to 
maintain the number of beaches at excellent standards. He says 
on a four year average, his company’s performance is the best 
in the country, but it faces penalties for this year’s dip despite 
external factors influencing performance – for instance, the 
weather, misconnections, even dogs fouling the beach. “This 
is our first experience of an oDI where we are not in complete 
control,” he explains. “as you move towards an outcomes based 
approach, by definition you give up a bit of control…The ques-
tion is, how should the penalty/incentive mechanism work 
against that backdrop?”   tWr

complaints started to fall “precipi-
tously” from November 2015 and 
have halved in the year to date.

FEATURE|SouThern WaTer cap
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We had our first glimpse of 
outcome Delivery Incen-
tives (oDIs) in action this 
month when ofwat issued 

draft determinations for three companies 
on the back of their 2015/16 performance. 
as the chart shows (Moody’s analysis of 
company annual performance reports), 
on average companies reported more 
net rewards than penalties in year one of 
aMp6, but most opted at pr14 to wait 
for a reconciliation at pr19.  Three firms 
chose to have some payments applied be-
tween price reviews. 
❙  Severn trent: The company has been 
awarded the full reward it claimed, a 
hefty £18.8m extra on its wholesale price 
controls in 2017-18 (for one year only). 
This comprises a £0.98m reduction on 
the water side, and a £19.8 increase on 
wastewater, reflecting its outperfor-
mance on its category 3 pollution inci-
dents target by 32%, its internal sewer 
flooding target by 21% and its external 
sewer flooding target by 7% in 2015-16. 
The bill impact for an average Severn 
trent combined customer is a £6 increase 
(for 2017-18 only), comprising a 50p re-
duction on water and a £6.50 increase on 
sewerage. Severn trent voluntarily gave 
up £1m of additional oDI revenue, for 
reasons relating to a leakage calculation 
error and in respect of customer percep-
tions following a small number of larger 
supply loss incidents. 
❙  anglian Water: anglian too was grant-
ed what it asked for – a £0.5m increase 
in its water price control for 2017-18, 
on the back of leakage outperformance. 
Its leakage in 2015-16 was 189 Ml/d as 
against its performance commitment 
target of 192 Ml/d. This equates for the 

incenTiveS STarT To biTe
Two rewards, one penalty and lots of 
issues surface from ofwat’s first draft 
determinations of in-period oDis.

p28). However, the Consumer Council for 
Water’s position is that they are unpopular 
with customers.  Bernard Crump, central 
and eastern regional chair, said: “We have 
never been comfortable with the con-
cept of oDIs.  In our research, customers 
were opposed to rewards for what they 
saw as companies doing the day job, and 
were lukewarm about penalties. While we 
recognise that anglian and Severn trent 
improved their performance last year, 
they did so against targets that were – in 
some instances – less challenging than they 
could have been.  The result is bill increases 
for customers".  

Later this month ofwat is due to issue a 
consultation. Some key questions for that, 
arising from these draft determinations 
and other sources, include: 
❙  If smooth bills trump the benefits of in-
period adjustments, as the South West deci-
sion seems to be indicating should all true-
ups be at the end of each price control period?
❙  How much do customers value reward-
ing/penalising company performance 
against individual aspects versus overall 
performance?
❙  Does the legitimacy of oDIs hinge on 
how stretching the targets are?
❙  What is the best balance between com-
parability company to company and the 
reflection of local views (common v be-
spoke oDIs)?
❙  How should the regime deal with re-
warding/penalising companies for results 
that are to some extent out of their con-
trol? (see p16).  tWr

average customer to a 27p water price 
rise for next year. 
❙  South West Water: The situation at 
South West was more complicated. of-
wat issued a draft determination without 
the company’s request, after identifying 
a “material error” in the information the 
company provided. It said South West 
should incur a net penalty of £1.7m in 
2017-18, comprising a wastewater pen-
alty of £1.9m (largely a result of missing 
its target on category 1 and 2 wastewater 
pollution incidents by seven incidents), 
partially offset by a small net reward of 
£0.14 million in water. This would result 
in an average wastewater bill reduction 
of £2 for 2017-18. However ofwat said it 
was minded to accept a proposal put for-
ward by South West and backed by its in-
dependent WaterShare panel to defer the 
penalty to pr19, when it could be offset 
against the £3.56m end of period rewards 
the company accrued in 2015-16 – with 
a view to keeping bills smooth. For now 
the regulator will not adjust South West’s 
wholesale price controls for 2017-18, but 
will make a final call next year.

Supporters and critics
oDIs were at pr14, and continue to be, 
divisive. ofwat of course wholeheartedly 
backs them, arguing they drive good be-
haviours and allow higher baselines to be 
set continually as companies beat commit-
ments. our coverage of a project to analyse 
leakage oDIs for 2015-16 seems to support 
the case that oDIs drive behaviours (see 

absolute amounts (left hand scale) and % of base rore (right)
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Three speakers at an Indepen Forum 
event in London last month had a 
stark message for infrastructure 
industry stakeholders: innovate, 

or die. and that doesn’t mean getting to 
grips with a single new development or 
going through a nailed-down change pro-
gramme. It means living with change con-
tinually; embracing it; and always being 
fit to adapt to capitalise on new opportu-
nities and manage new risks as they arise. 

The october Indepen Forum – a regular 
discussion group for infrastructure sector 
leaders, investors and regulators – sought 
to extrapolate lessons for UK infrastruc-
ture from other countries and other in-
dustries. Its three expert speakers brought 
global experience covering multiple sec-
tors and multiple disciplines. to get the 
ball rolling, one of the speakers shared her 
views on the level of change in world mar-
kets. “The amount of change we are cur-
rently going through is gobsmacking, and 
it is no way near done,” she said, explain-
ing one of the biggest drivers is technol-
ogy. This determines not only what com-
panies can do, but also what consumers 
expect, which in turn can prompt further 
change within companies, the evolution 
of new business models, the entry of new 
players and even new markets. 

She went on to share a few examples of 
how momentous change might affect spe-
cific sectors:
❙  Infrastructure – assets may be built dif-
ferently – for instance, using 3D printing 
and modular design. Consumer usage 
patterns may significantly change and 
more data will reveal who uses what and 
when which could affect, for instance, 
how utilities prioritise their investments. 
There could be predictive profiling. How 
customers pay will change, as will how 
assets are monetised – will all assets be 
shared in future? 
❙  education –  traditional three or four 
year degrees will become a thing of the 
past. Students will identify and digest in-

formation differently, including through 
the likes of Youtube. 
❙  Healthcare – Self diagnosis will grow, as 
will preventative medicine. How hospitals 
are used will change. 
❙  roads –  We already have self-driving 
cars. Behavioural change, such as the 
growth of remote working, will mean the 
road use and peak road use patterns of 
20-30 years ago will alter and the network 
will need to adapt. 
❙  energy –  Distributed generation, self 
sufficient homes and storage technol-
ogy developments. We can expect further 
changes in the way energy is generated, 
traded and consumed. 

alongside the specifics relating to each 
sector, the speaker said there is a common 
theme of reusing under-utilised assets in 
new and different ways. The taxi platform 
Uber and holiday rental platform airBnB 
are thriving on that principle already. 

The new normal
another speaker offered the following 
chilling examples of the consequences of 
failing to effectively innovate: 
❙  Kodak and Blockbuster, who failed to 
move with technological progress.
❙  US and european car manufactur-
ers who underestimated the quality and  
efficiency of Japanese and Korean com-
petitors.
❙  osram and philips, who are now exit-
ing the lighting sector as they are unable 
to compete with challenger companies 
who have flourished since the develop-
ment of LeD lighting lowered barriers to 
market entry.

 Water companies that want to avoid 
such fates need to learn the lessons of such 
experiences and consider whether they are 
truly able to see what is coming down the 
line. The honest answer to that will always 
be ‘no’. The recent history of the UK energy 
industry illustrates the twists and turns 
that policy change alone can bring: the rug 
was pulled from under carbon capture and 

storage; renewables subsidies have fluctu-
ated; gas has been both a good guy and a 
bad guy. So rather than predicting the fu-
ture, the speaker said: “The key for infra-
structure companies is therefore to nurture 
the ability to adapt and innovate.” 

another speaker developed the theme, 
arguing what companies really need to do 
is embrace “the new normal”. She explained 
quite simply that “business as usual no lon-
ger exists” and that while we must make 
use of our past experiences, we also need 
to “shed the arrogance” of thinking we can 
plot a precise “roadmap for the future”. 

Her fellow speaker added: “The real-
ity is we can’t see where change is going 
to take us, nor how far nor how fast.” She 
urged organisations to be vigilant, resil-
ient, flexible, and have a “modular mind-
set” – the ability to take strategies and 
ideas, continually assess them as develop-
ments unfold, break them up into their 
component parts, and reassemble them as 
the context demands. 

She added that companies must think 
strategically and look forwards, and must 
not fall into the trap of believing the past 
can reveal the future, observing: “Legacy 
thinking is worse than legacy assets!” The 
message: “We need to retrain ourselves to 
accept uncertainty as the new normal and 
to continually embrace change.”

plus ca change?
In discussion following the opening pre-
sentations, some attendees at the Forum 
disputed the premise underpinning all 
three speakers’ talks: that times of great 
change are new. one argued change has 
been a constant state since the begin-
ning of time. Those that lived when the 
first book was printed, when prospectors 
struck oil, when canals were dug and rail-
ways built would have felt as we do now. 
Moreover, to forget the lessons of history 
because we imagine the future will be so 
different would be a grave mistake. 

others questioned the inference from the 
debate that the UK performs badly on in-
novation in infrastructure and is ignorant 
of better practice elsewhere. one pointed 
out that in infrastructure industries in the 
developed world, the UK is seen a leader 
on innovation – particularly on customer 
engagement, regulation and asset manage-

chanGe: The neW normaL
infrastructure industries must embrace uncertainty 
and ongoing change if they are to thrive in today’s 
world. in particular, they should learn global lessons 
and consider repurposing under utilised assets.



tHe Water report november 2016 19

innovaTion|REPORT

ment. another said there is no obvious evi-
dence that UK utilities that have been active 
in overseas markets (e.g. National Grid in 
the US), or that are owned by foreign play-
ers, have reaped any particular benefit. He 
added that if there was genuine innovation 
elsewhere, it is unrealistic to imagine the in-
formation and experience wouldn’t find its 
way to these shores. 

However, most appeared to concur that 
the speed of change today, and the types of 
change technology is enabling, is unprec-
edented. For instance, social media and 
other emerging channels mean individual 
members of the public can make their 
views heard. one participant commented 
that this will force companies to adapt to 
collaborate with consumers on an individ-
ual level, and will result in the public hav-
ing a stake in decision making. This begs 
the question: how can water companies get 
fit for whatever the future throws at them? 

addressing blockers
part of the subsequent discussion focused 
on identifying and addressing barriers to 
innovation here in the UK. Those identi-
fied fell loosely into three main categories 
(though there was little agreement among 
delegates on either what the obstacles are 
or how they might be challenged).

 
❙  policy: one participant shared with the 
Forum the statistic that it takes an average 
30 years for an invention to be fully com-
mercialised; at the fastest pace, 20 years. 
Thirty years is six parliaments, which 
means there is plenty of opportunity for 
the playing field that triggers an innova-
tion to be churned up before that innova-
tion is ready for market. There is therefore 
a mismatch of timescales (which is fur-
ther complicated by the much faster tim-
escales of It and technical developments) 
and it is difficult to line things up. 

❙  Regulation: Many participants raised 
variations on the theme of regulatory bar-
riers to innovation. Chief among these 
was risk: regulatory aversion to it, which 
drives risk aversion in companies; limited 
regulatory understanding of risk and con-
sequent timidity in allocating and financ-
ing risk; a (long and resource intensive) 
uphill struggle for those who want to de-
viate from accepted practice; and the gen-
eral mismatch between the nature of in-
novation (dynamic, spontaneous) and the 
nature of regulation (planned, cyclical). 

However, one regulator present rejected 
these criticisms, arguing his organisation 
essentially agrees a sum to provide a service 
– beyond that, it is companies’ choice how 
services are provided and how schemes are 
delivered. another attendee observed that 
some of the most innovative companies in 
the UK energy space are the regulated gas 
networks – out-innovating both genera-
tors and competitive suppliers. 

❙  companies: one Forum member 
spoke of “legacy thinking” in the water 
companies – a default setting borne of 
experience since the Victorian era that 
building assets is the answer whatever the 
question. He said this prevents consid-
eration of alternative approaches or the 
repurposing of existing assets. another 
said innovation is justifiably not very high 
on the agenda of infrastructure industry 
Ceos; yet another that the size and nature 
of many utility businesses makes innova-
tion difficult – indeed, that many would 
“go crazy” in a world of absolute flexibility 
where little was assured. 

However others raised counter points. 
one company representative rebuffed the 
accusation of legacy thinking, citing in 
example the fact that less water is put into 
supply now than decades ago despite ris-
ing population and without a major new 
resource being built. on a related note, 
the chair raised the issue of transition: 
how we might manage the change of use 
of legacy assets and how we might effec-
tively monetise them.   

one of the speakers declared she was 
“gobsmacked” to hear some in the indus-
try did not consider innovation a subject 
worthy of the Ceo agenda. on the size is-
sue, a speaker cited Ge as an example of 
a very large company that has managed 
to stay nimble, innovate and gain market 
share. another offered up DC Water in 
the US, whose leader five years ago really 
shook things up – from striking innovative 
financing deals and raising millions for 
infrastructure, to powerful public engage-
ment. For instance, instead of staying out 
of the way of the press, the business now 
employs 14 pr professionals and publicly 
responds to problems such as burst pipes 
in such a way as to engage the public and 
educate them on the need to invest. 

innovation ingredients
aside from addressing any perceived ob-
stacles to innovation, the Indepen Forum 

also looked at factors that might positively 
encourage it. one of the speakers offered 
that pockets of innovation are identifiable 
globally, and that in many instances, these 
are driven by simple necessity. For instance, 
the water authority in perth has refocused 
on desalination, reuse and recharge in the 
face of drought; while Singapore’s national 
water agency pUB is widely regarded as 
world leading on innovation, because it has 
had to be creative to ensure supply meets 
demand in such confined territory.

aside from necessity, the speaker 
identified leadership and collaboration 
as vital ingredients. She said innovation 
and the delivery of better outcomes must 
be led from the front and applauded 
those who have had the bravery to act 
to successfully deliver change in their 
organisations. She also extolled the vir-
tues of cross nation and cross sector col-
laboration, particularly in infrastructure 

industries which are interlinked and face 
common challenges including ageing as-
sets, flooding and population growth. at 
present, she said there is still a lot of silo-
thinking and separate working, so this 
is an area where improvement is clearly 
possible. For those operating in competi-
tive markets, it will however be impor-
tant to find the right balance between 
collaboration and competition. 

More generally, the Forum heard that 
transparency could only be positive for 
innovation, and that it is critical to culti-
vate the right mindset. For instance, part 
of pUB’s success is because it is not afraid 
to fail. as in any change scenario, altering 
ways of thinking and behaviours can be 
one of the hardest aspects – particularly 
in industries where many key individuals 
are long servers. 

Finally, the Forum heard that for any 
organisation wishing to try something 
new, there is a need to bring stakeholders 
along too. This might mean reassuring a 
quality regulator of safety; convincing an 
economic regulator of efficiency; getting 
the buy in of investors and financiers; 
winning over customers; incentivising 
supply chain companies so their interests 
are aligned with that of the main compa-
ny; and/or many other things.   tWr

We can’t see where change 
is going to take us, nor 

how far, nor how fast
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back in the summer, The Water report marked the 
35 year anniversary of Wateraid with a look back at 
its incredible history –  from its creation in 1981 by 
inspired water industry leaders right through to its 

achievement to date of helping 25m people in 38 countries ac-
cess safe water. The theme of that piece was the water industry’s 
partnership with the charity through thick and thin. 

Now we are launching a new occasional series looking at Wa-
teraid’s partnership with individual water companies: the story, 
latest activities, and what the relationship means to all parties in-
volved.  We start this issue with Wessex Water and in particular the 
resourceful way in which the company involves its supply chain in 
raising funds and awareness for some of the world’s poorest people. 

Wessex For africa 
In 2008, Wessex Water set up the Wessex for West africa scheme 
(last year the name was adjusted to Wessex for africa and Mada-
gascar was chosen as the focus country for fundraising). The idea 
was for Wessex to raise funds for Wateraid and spread its mes-
sages to a wider audience by facilitating the involvement of its 
contractor partners in helping a specific geographical area. 

Managing director andy pymer explains Wessex had previ-
ously involved its contractors in other ways – the flagship event 
being a biennial race night that many supported. But Wessex for 
West africa took this to another level by involving many of its 
key suppliers in a year-round calendar of events, for which they 
pay a fee to cover costs, with the remainder going to Wateraid. 

Wessex’s head of wholesale services and business change Steve 
arthur says the idea was triggered by “people and their passion 
– for us this is something more than just a bit of CSr”. In par-
ticular, he attributes the contractor partnering idea to Wessex 
director David elliott, who he describes as “a true innovator”. 
arthur continues: “a lot of people know about the great work 
water companies do for Wateraid – running marathons dressed 
as a tap, salary donations and that sort of thing. But David and 

WeST 
counTrY

Wessex Water has a clever and mutually 
beneficial way of involving its contractor 

partners in its support of Wateraid 
– with life changing effects, both in 

madagascar and back home.

WeST
aFrica
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Wateraid looked at how we could develop our relationship fur-
ther. We realised there were suppliers we were spending hun-
dreds of millions of pounds with and we thought ‘how can we 
leverage that’?”

So the idea of Wessex for West africa was born. The scheme 
offers contractor partners a number of benefits for the year:
❙  At least three business breakfasts and two dinners which act as 
formal networking opportunities with each other and with Wes-
sex Water.
❙  a place for one person on Business4Life – a staff development 
scheme which Wessex has run since 2005. The scheme places 12 
up-and-coming staff members (six from Wessex and six from 
contractor partners) together for a year during which time they 
take part in management training sessions in subjects like mar-
keting, financial control, project management, negotiating and 
presentation skills, and spend some time with Wateraid finding 
out about fundraising and charity law. The team is challenged to 
raise funds for Wateraid over the 12 months with the last group 
raising over £55,000. There have been seven groups to date and 
they have collectively raised around £240,000. 
❙  a place on a bespoke trip to one of Wateraid’s country 
programmes to see the difference their fundraising is mak-
ing to people living in extreme poverty. Contractors visited 
Nigeria in 2008, Mali in 2010, Burkina Faso in 2012 and, in 
September this year, Faratshio in Madagascar. In the latter, 
they saw where their money was being used in a community 
water scheme that will benefit a number of hamlets, schools 
and medical centres.
❙  In addition, contractors are supported to raise money within 
their own companies and among their own network of suppliers 
– for instance, help planning a black tie fundraising ball. arthur 
says this amounts to a “virtuous trickle-down effect” through the 
supply chain. 

So far, and excluding any additional donations contractors 
have made under their own steam, Wessex for africa has raised 
approaching £400,000 (and this doesn’t include the Business4Life 
contributions). Clearly fundraising is the main objective, but it is 

Wessex Water managing director andy pymer 
has been with the company for 24 years – not 
quite back to the time Wateraid was founded 
in 1981, but not far short. he describes Wes-
sex’s relationship with the charity over the years 
as “very, very strong”, being built on both a 
genuine desire to help those who are in the most 
basic state of need, and good business sense. 

he explains where Wessex for africa fits in 
to the company’s broader relationship with 
Wateraid.

he identifies the involvement of Wessex’s 
supply chain partners as one of four key layers 
of the company’s activities with the charity. The 
others involve: 
❙  customers – inserts in Wessex customer bills 
lead to donations to Wateraid of around £1.6m 
a year. in addition to raising much needed 
funds, pymer says the fact that Wessex shares a 
goal with its customers in supporting Wateraid – 
helping everyone, everywhere have access to 

safe water and sanitation – gives the company 
“a good point of connection” with those it 
serves. 
❙  employees – no one in the industry can be un-
aware of the amazing levels of dedication and 
commitment that water company staff show to 
their sector charity, and Wessex people are no 
exception. pymer says “a tremendous amount” 
goes on. he recalls the first time he was closely 
involved with a fundraiser was in 1997 when the 
company held the world’s biggest duck race, 
launching 100,000 plastic ducks into the river 
avon (he has the Guinness book of records 
certificate to prove it). he points out that on 
top of the fundraising benefits for Wateraid, 
involvement with charity events has benefits 
for the individual too: learning new skills (such 
as project planning or liaising with the media); 
personal and professional growth; increased job 
satisfaction; and a renewed appreciation for the 
day job of providing vital water and sanitation 

services to customers. 
❙  The business – in addition to the above, pymer 
says involvement with Wateraid brings together 
people in different departments within Wessex, 
and people in different companies across the 
country, helping them build relationships that in 
turn help the business to run smoothly. he adds 
that the company’s partnership with the charity 
has survived privatisation and many other twists 
and turns over the past 35 years because Wes-
sex’s ethos as provider of an essential public ser-
vice persists. “We have a strong moral impera-
tive to be a force for good,” he explains. “it’s a 
natural fit for us, a natural extension of our work 
on public health protection for our customers…
Sometimes artificial barriers are put up between 
people because of where they are from and 
so on, but deep down we all have the same 
hopes and aspirations; we all want good lives for 
ourselves and our children. We have far more in 
common than divides us.”

WESSEx FOR AFRICA IN CONTExT
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also clear that a key element of the programme’s success is the 
business benefits it provides to contractor partners. 

Supplier view
richard Brown is managing director of Selwood pump rental 
Solutions. The company has been a Wessex Water supplier for 
over ten years and one of its framework suppliers for at least 
eight of those. It signed up as a Wessex for West africa part-
ner in 2012 after attending one of the programme launch eve-
nings Wessex hosts annually – and has been partnering every 
year since. “Why wouldn’t you?” Brown questions, saying the 
partnership is fantastic value from a business point of view as 
well as valuable in helping some of the world’s poorest people. It 
cost Selwood around £7,000 in 2012, and £9,000 this year (there 
is now a menu structure, where partners pay around £3,000 for 
each main element, enabling them to pick relevant aspects and 
tailor to budget).  

on the Business4Life programme, Brown says the training is 
“second to none, and would cost three times more if you paid 
commercially” (much of the training is donated by Wessex). 
He describes the incredible personal and professional growth 

he witnessed in one young person Sel-
wood put through the programme, 
adding that person was promoted six 
months after the course completed.  on 
the business breakfasts, he says they 
are always well attended and informa-
tive – and most importantly, facilitate 
excellent networking with both Wessex 
directors and senior level staff of fellow 
contractor companies. 

But it is clear from speaking to Brown 
that going on the trips – he went on 
both the Burkina Faso and Madagascar 
visits – has transformed his view of the 
partnership with Wessex: from a benefi-
cial business arrangement first and fore-
most, to a cause to enthusiastically em-

brace in its own right. “everything changed for me,” he explains, 
recalling his first visit to africa, “from thinking of Wateraid as 
just another charity to seeing what their work means in real life 
to real people. It makes you so grateful for what you’ve got, and 
makes you realise how important clean water and sanitation is… 
to hear it, see it, touch it and feel it first hand – it really gets to 
you.” 

He retells a few experiences from his trips that stay with him 
as powerful – and motivating – memories. From Burkina Faso, 
where there was “no water to be seen anywhere” and where 
drinking for the local people meant walking 2-3km to a dried 
up river bed and digging down to pools of muddy water. He re-
members thirsty children lying flat on the mud to drink it, and 
mothers scooping it into the mouths of their babies. and he 
remembers the village elders explaining to him that those who 
couldn’t afford medical care for the diarrhoeal diseases that are 
rife, often simply die. 

From Madagascar he recalls seeing villagers filling containers 
from a stream that a few moments later a passing animal defecat-
ed in. There, 11.7 million people don’t have safe water, 88% don’t 
have access to improved sanitation and 2,100 children die every 
year from diarrhoea caused by unsafe water and poor sanitation.

Brown tells too of coming back to england so inspired that 
“despite not having done any exercise for years” he and 21 col-
leagues took on the Three peaks challenge and raised £22,000 for 
Wateraid.   tWr

Brown 
(below top) 
and locals 
collecting 
water in 
Faratshio. 
Below right: 
a host  
family.
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Speaking at a water sector con-
ference hosted by Moody’s last 
month ofwat chief executive 
Cathryn ross told companies 
ofwat would not tolerate the be-
haviour it suspected in pr14: 
firms working their business plans 
backwards from flat bills. “If any 
company out there now is think-
ing of working their business plan 
backwards from a flat bill, still less 
a baseline of flat bills with various 
‘resilience increments’ on top, it 
ought to be obvious by now that 
this is not what good will look 
like,” she said. She offered as an 
illustration the possibility of re-
ducing bad debt costs from £21 to 
£9 as a way of offsetting – for in-
stance – the £4 average additional 
cost Water UK’s long term water 
resources report published last 
month calculated would be need-
ed to build resilience to drought. 

pursuing aggressive efficien-
cies and catering for resilience 
were among the themes for pr19 
ross highlighted in her Moody’s 
speech. elsewhere she said ofwat 
would:
❙  offer more clarity upfront than 

it had at pr14 on what good looks 
like – by setting out principles 
rather than a “cook book”. The 
trade off would be it would not do 
as much “hand holding” through 
the process, particularly given the 
extra workload that will result 
from six price controls. 
❙  Seek stretch in terms of cus-
tomer service – partially a result 
of its recent detailed scrutiny of 
competitive markets. This will in-
clude integrating great service for 
customers in vulnerable circum-
stances. 
❙  extend opportunities for out-
performance. as well as totex and 
financing outperformance (as of-
wat planned to stick with its sec-
tor wide notional approach to the 
cost of debt and equity), she said 
she was “interested to explore the 
scope for putting more money at 
risk through oDIs”. 
❙  Be able to take “a more nuanced 
approach to assessing the loss of a 
comparator” in light of more mar-
kets, further separation of price 
controls and the greater informa-
tion these would bring. 

ross acknowledged the wide-

spread political and economic 
uncertainty Brexit had brought 
for the country, but emphasised 
elements of continuity in water, 
namely: the ongoing importance 
of customer legitimacy; the con-
tinued investability of the sector; 
and ofwat holding a firm course 
on market reform. She firmly shut 
down any suggestion that ofwat 
should put its reform plans on 
hold given the disrupted back-
drop: “I have had conversations 
with various people from the sec-
tor and the investor community 
since the Brexit referendum re-
sult…one or two of them have fol-
lowed that with a suggestion that 
– what with everything else going 
on at the moment – ‘now is maybe 
not the time’. Well, in my view, 
now is exactly the time. Now more 
than ever. and that goes right 
back to everything I said in my 
speech here last year about the im-
perative of this sector finding ways 
of delivering more for less if it is 
to maintain customer legitimacy 
in face of the combined challenges 
of service delivery, resilience and 
affordability.”

pr19: less help, more stretch
❙ Flush out the truth: Water 
uk has written to Trading 
Standards to condemn 
misleading claims that wet 
wipes and other sanitary 
products are suitable to 
be flushed down toilets. a 
global statement signed 
by more than 247 com-
panies in 18 countries has 
recommended consumers 
must be given unambigu-
ous information about ap-
propriate disposal meth-
ods of products. Water uk 
said it costs £88 million a 
year to unblock sewers.

❙ Condition B: ofwat is 
consulting on a licence 
modification that will en-
able companies to “levy 
charges to recover short-
falls in revenue in previous 
charging years that are 
calculated in accordance 
with the Wholesale reve-
nue Forecasting incentive 
mechanism, regardless of 
the annual limits on the 
change in revenue in the 
price controls for whole-
sale activities that we set 
for the 2015-20 period”.

❙ Lords on Brexit: The eu 
energy and environment 
Sub-committee is con-
tinuing its short inquiry on 
environment and climate 
change policy after brexit. 
Water uk’s environment 
director Sarah mukherjee 
was among those who 
gave evidence at the 
start of the month. 

❙ British Water CEO: brit-
ish Water has appointed 
Lloyd martin as its chief 
executive.

❙ RAg update: ofwat has 
published updated regu-
latory accounting Guide-
lines for 2016-17. These fac-
tor in changes including 
on water resources and 
sludge markets, outcomes 
reporting and disclosure 
requirements. 

ne Ws
in  Brie F

Dr Jon hargreaves, cbe F.i.c.e., the 
first chief executive of Scottish Water, 
has died aged 66 after a short illness.

Jon was a scientist by training but 
spent most of his working life involved 
in the water industry at home and 
abroad. born and raised in Lan-
cashire, he graduated bSc in applied 
biology and was awarded a Doctor-
ate from Durham university.

he began his career at northum-
bria Water in 1975 and became 
managing director of northumbrian 
Water, in 1993. he was also manag-
ing director of enTec europe and 
managing director of northumbrian Lyonnaise inter-
national.

in July 2000, Jon joined east of Scotland Water as 
chief executive and in april 2002 was appointed Scot-
tish Water’s first chief executive. he played a pivotal 
role in leading the transformation of water services to 
customers in Scotland. he retired from Scottish Water 
in november 2007 and pursued a number of chair 
and non executive roles. 

it was always more than just work for this dynamic 
and charismatic leader. The need to provide safe 
drinking water around the world and a strong desire to 
clean up the environment was embedded in his Dna 
from the moment he first got involved with the water 
industry. he was a committed Wateraid supporter and 

believed every person in Scotland and 
in the world deserved the same safe 
drinking water.  This ethos is at the heart 
of everything that Scottish Water does 
today. 

he was passionate about the job of 
improving Scotland’s water infrastructure 
and built a strong team to improve the 
service to Scottish Water’s customers 
and the network.   he imbued a belief 
in everyone who worked with him that 
anything is possible if you work together 
and believe it is the right thing to do. 
under his stewardship Scottish Water 
quickly established real improvements in 

its first few years, driving charges down and ensuring 
Scottish Water delivered the investment the country 
needed. 

Scottish Water is today providing an industry leading 
service to its customers – and that is no small part due 
to Jon’s inspiring leadership, having laid the founda-
tions of the successful public utility we have today. 

Jon will be greatly missed by his many friends and 
colleagues in Scottish Water. he is survived by his 
wife hilary, who supported him throughout his career, 
daughters clare and kate and three grandchildren. 
An abridged form of the obituary penned by Ronnie 
Mercer, former chair of Scottish Water. With thanks to 
Scottish Water for providing this. 

OBITUARy – dR JON hARgREAVES
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The Consumer Council for Water, 
ofwat and DeFra are under-
stood to be in discussions about 
prospects for domestic compe-
tition following the consumer 
watchdog’s intervention to say the 
economic regulator’s cost benefit 
review was “overly optimistic”. 

Specifically, CC Water has 
called on ofwat to identify which 
of the four possible scenarios it 
scoped out in its September sub-
mission to government was the 

most plausible outcome. The most 
positive scenario included strong 
competition, widespread innova-
tion, low cost and a net present 
value of £2.9bn; the least positive 
scenario included weak competi-
tion, little innovation, high cost 
and a NpV of -£1.45bn.

The water watchdog last month 
wrote to the industry regulator chal-
lenging some of the more positive 
assumptions it made. In particular, 
ofwat’s best case scenario showed 

the savings that would be available 
to customers would be around £8 a 
year; CC Water argued this would 
not be enough to persuade many 
people to switch supplier.

Chief executive tony Smith 
said: “We are not convinced by 
many of the more positive as-
sumptions that ofwat has made in 
its analysis. In particular, we ques-
tion how many water customers 
would be interested in switching 
supplier for such a small amount 

ccW: which household 
scenario is most likely?

of money. We are also concerned 
that large numbers of customers, 
particularly the elderly and others 
living in vulnerable circumstanc-
es, may not participate actively 
in the market and that could cost 
them money.”

Smith added: “We do not want 
to see the water sector experience 
the same problems that have af-
fected the energy market.” 

The Competition and Markets 
authority is studying digital com-
parison tools, such as price com-
parison websites and switching 
apps, across markets. The find-
ings would be relevant for water, 
should the government opt for 
household switching.  

WSSL fees to be based on market share
ofwat has set out how it plans to 
fund its administration of, and CC 
Water’s work on, the new Water 
Supply and Sewerage Licensing 
(WSSL) regime on an ongoing basis. 

In a consultation published last 
month, the regulator proposed re-
covering 10% of its costs through a 
flat fee, shared equally between all 
WSSL holders, with the remain-
ing 90% allocated to licensees on 
a variable basis based on their 
market share. Market share would 
be defined according to wholesale 
charges paid. ofwat explained it 
wanted to keep the flat fee element 
low to avoid the cost being a bar-
rier to entry for those with only a 
small number of customers. These 
fees will be on top of the one-of 
application fee of £5,250. 

Noting that “costs of regulating 
the WSSL regime are uncertain” 
given the market is new, the regu-
lator provided some indicative 
cost estimates. It calculated the 
total cost of regulating the new 
market – this would cover, for 
instance, the cost of setting price 
controls, managing code changes, 

resolving disputes, monitoring 
and enforcement work and as-
sociated legal costs – would be 
£725,000 in 2017-18. In line with 
MoSL’s approach, it allocated 50% 
of these costs to the WSSL licens-
ees and 50% to the undertakers, 
giving a total estimated cost to the 
WSSLs for 2017-18 of £363,000. 

ofwat assumed there might rea-
sonably be 35 WSSLs in the first 
year, which implies a fixed fee of 
£1,036 each and variable costs of 
£326,000 in total, at a cost of 27p per 
customer (based on 1.2m custom-
ers). It added that it would adjust 
fees annually to take account of any 
under- or over-estimate of the costs.

CC Water proposed its costs 
be recovered slightly differently. 
It put the total cost for monitor-
ing the WSSL regime and han-
dling complaints and enquiries at 
around £0.43m in 2017-18, and 
allocated 64% of these costs to the 
WSSL licensees and 36% to the 
undertakers. This gave a total esti-
mated cost to the WSSLs for 2017-
18 of £0.28m.

Licensees will be obliged under 

condition 9 of the standard condi-
tions of WSSLs to pay an annual 
licence fee (DeFra has issued up-
dated standard licence conditions). 

ofwat added that it was con-
scious that turnover is uncertain 
until the market opens and that 
cash flows will be uncertain for 
some time. It suggested the fol-
lowing solution:
❙  For year 1 (2017-18) of market 
operation, it will delay the annual 
invoice until october and use data 
from the market operator to al-
locate variable elements based on 
wholesale charges paid as at 30 
September 2017.
❙  From year 2 (2018-19) onwards, 
it will issue an annual invoice early 
in the financial year.
❙  It will charge WSSLs supplying 
eligible Welsh customers on the 
same basis as WSSLs operating in 
england.

ofwat has also issued a revised 
application form and guidance 
document for WSSLs, for use 
from 1 November. These have 
been updated to include informa-
tion in relation to the following:

❙  Information about self-supply 
applications. 
❙  an option for applicants to ap-
ply for a wholesale or supplemen-
tary authorisation to allow them 
to introduce water into an ap-
pointed water company’s network.
❙  Further guidance on the three 
requirements the regulator as-
sesses against − managerial com-
petency, financial stability and 
technical competency. 

Since we published last month, 
WSSLs have been granted to Business 
Stream, Cobalt Water, pennon Water 
Services and Thames Water Com-
mercial Services. South east Water 
has applied for a national WSSL 
through its non-trading subsidiary, 
Invicta Water. The move follows an 
application in July  by South east  
Water for a sewerage retail licence 
to provide services in its water  
supply area. Invicta will retail water 
and sewerage services in england 
under the brand, Water Choice 
South east. The parent company will 
provide water and sewerage services 
in its home patch as South east Wa-
ter Choice.
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Water retailers that form part 
of a wider group could en-
joy a competitive advantage 
over stand alone new en-

trants. Meanwhile, wholesaler risk expo-
sure would increase significantly should the 
household market be opened to competi-
tion. 

Those were two of the findings con-
tained in a Moody’s report on the retail 
water market issued last month. on retail-
ers, firstly, the ratings agency said those 
in larger groups would secure working 
capital facilities and required payment 
protections on more favourable terms 
than their smaller competitors. Moreover 
that a requirement under the Wholesale-
retail Code for the retailer to maintain a 
minimum investment-grade rating may 
be difficult to achieve for a standalone 
new entrant, and an additional collateral 
requirement to offset weak standalone 
credit quality could be expensive.

Moody’s modelled the credit quality of 
a hypothetical water retailer – “a small to 
medium-sized company with an exist-
ing footprint in the market, such as an 
incumbent water company’s retail sub-
sidiary, or a new entrant with a customer 
base acquired from an incumbent water 
company that has exited the competitive 
retail market”. It rated the stand alone 
credit quality of this hypothetical com-
pany at single-B – weak, reflecting along 
with financial metrics aspects including 
relatively small size, lack of track record in 
a newly-opened competitive market, and 
limited ability to differentiate services.

However the ratings agency said retail-
ers that are subsidiaries within the wider 
group of an incumbent water company 
should enjoy credit quality “broadly simi-
lar” to that of an existing integrated water 
company. The average water sector rating 
is around Baa1. Moody’s said: “Such im-
plicit or explicit parental support could 
come in the form of debt or performance 
guarantees, or even the integration of the 
competitive retail activities within the 
holding company that sources financing 
for the entire group.”  It noted that while 
regulated water companies’ licences pro-
hibit direct cross-subsidisation or guaran-
tees from the regulated monopoly busi-
ness to affiliated companies within the 
wider group, parent holding guarantees 
could create substantial benefits, provid-
ing access to an investment-grade credit 
profile. This may also significantly reduce 

the water retailer’s costs in providing 
credit support under the arrangements 
with the wholesaler. 

retailer credit metrics will be important 
in the new market because retailers will 
act as cash collection agents for wholesal-
ers. ofwat has put in place a number of 
credit options for the market, but because 
of a likely mismatch of payment cycles in 
some instances (between retailers having 
to pay wholesalers, and retailers collect-
ing payment from customers), retailers 
will need financing liquidity and access 
to working capital. This is exacerbated 
by the fact that retail margins are inher-
ently low. Moody’s observed: “While the 
proposed credit terms provide protection 
for the wholesaler, the potential costs of 
maintaining 80 days of working capital 
as cash collateral or procuring alternative 
security could erode the retailer’s margin.” 
In this environment, controlling cost to 
serve will be critical; Moody’s advised that 
particular focus should go to the cost of 
bad debt and debt management, “which 
may account for up to a third of the total 
in any given year”. 

Wholesaler risk
Some retailers could pay the ultimate 
price of poor credit credentials – going 
under. ofwat has made provision for cus-
tomer protection should their supplier go 
down. It has made provision for whole-
salers too, by giving them a greater share 
of protection than retailers in its credit 
terms. Nevertheless wholesalers will be 
exposed to greater counterparty credit 
risk that at present: “Monopoly incum-
bent wholesalers will swap exposure to a 
multitude of diverse business customers 
for exposure to a far smaller number of 
retailers, and potentially just one, which 
are likely to have low credit quality,” the 
paper pointed out.

Moody’s considers the level of exposure 
to risk to be manageable for wholesal-
ers while the market is confined to non 
household customers. “ofwat currently 
assumes an average payment cycle of 80 
days. This would result in a maximum 
loss of around 4.3% of one year’s revenue 
for the wholesaler in the event of retailer 
default, for the NHH business.” 

However, this would “increase signifi-
cantly” should the household market be 
opened – to a maximum loss of 17.6%. 
Stefanie Voelz, vice president of the infra-
structure finance group, described this as 
a “step change” in risk, with wholesalers 
potentially exposed to “six counter par-
ties, not 600,000”. She added that of all the 
reform elements currently on the table, 
domestic competition carried “the most 
risk potential”. 

Moody’s has published previously on up-
stream reforms. In summary, it sees limited 
risk in a water resources market as it has 

been scoped out, given existing assets will 
be largely unaffected. a sludge market in 
itself, said Voelz, was “relatively small beer” 
though it heralds a more risky direction of 
travel in “slicing and dicing the rCV on a 
focused basis”. More detail is needed on ex-
actly how the transition to CpI will be man-
aged before its impact can be assessed. 

aside from market reform, Moody’s 
identified persistent low interest rates as a 
significant credit pressure for water sector 
finances post 2020 (see report, p13).  tWr

neW enTranTS 
Face hiGher  
barrierS To enTrY
moody’s analysis finds financing 
advantages for associated retailers

parent holding guarantees 
could create substantial 

benefits, providing access 
to an investment-grade 

credit profile.
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What might market reform 
mean for leakage? as 
wholesalers and retailers 
struggle to get their houses 

in order ahead of business retail market 
opening in april, you could be forgiven 
for thinking that isn’t the most pressing 
question of the moment. But some of 
those who specialise in leakage believe 
market reform could have a profound 
effect on their work. In fact, taken to its 
logical conclusion, market opening could 
ultimately lead to leakage being redefined. 

The impact of business retail competi-
tion imminently, and household retail 
competition potentially, was one of the key 
themes under scrutiny at this year’s Water 
UK Leakage Conference. Held last month 
in Birmingham, the event was chaired 
by former Thames Water chief executive 
Martin Baggs, and brought the industry 
together with regulators, consumer repre-
sentatives and many other stakeholders to 
discuss developments and horizon scan. 

So how could retail market opening 
lead to the alteration of the very defini-
tion of leakage? The issue hinges on what 
separating retailers from wholesalers will 
mean for customer side leaks. Discussion 
at the conference illuminated the fact 
that, despite being just five months away, 
there is not a common understanding 
of what will happen to leaks on business 
customer supply pipes once retailers and 
wholesalers are separate entities. 

on paper, the market arrangements 
are clear: helping customers reduce leaks 
on the pipes they are responsible for is a 
job for retailers. Moreover, there is evi-
dence from other markets that retailers 

ShouLD LeakaGe 
be reDeFineD?
if retailers lead on supply pipe leaks once 
the market is open, should leakage be 
redefined to cover distribution losses only? 
That was one of many questions on market 
reform debated at this year’s Water uk 
Leakage conference. 

do actually deliver this service. ofwat se-
nior director for Water 2020 David Black 
pointed to evidence from Scotland, and 
said there is evidence that business cus-
tomers here are keen to work with retail-
ers to manage demand. 

The point was echoed by andrew Buck-
ley, chief executive of industrial and com-
mercial customer representative the Major 
energy Users’ Council. “MeUC members 
will expect demand management to be 
part of the retail contract in many cases,” 
he said, adding suppliers and customers 
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in energy have struck innovative deals to 
reduce consumption. “The energy experi-
ence suggests retailers did learn over time 
that customers are more profitable if kept 
over time. Helping customers to reduce 
their costs is part of that.” He said this can 
be “a win/win/win situation” –  for custom-
er, retailer and wholesaler. 

But throughout the day, a number of 
delegates expressed scepticism that with-
out an obligation or incentive to reduce 
leaks, retailers may not always act. one 
question from the floor summarised the 
doubt: retailers will want to maximise 
profit, so what is their incentive to reduce 
demand? another delegate expressed the 
view that it seems we are taking some-
thing of a leap of faith in retailers; we are 
essentially relying on the fact that they 
will offer consumption-saving services 
including on leakage to deliver cost sav-
ings for customers because the market’s 
low margins won’t allow much in the way 
of straightforward price discounts.  

There was also discussion of the practi-
cal aspects of retailers taking on respon-
sibility for customer side leaks. In a panel 
session on the greater use of markets in 
water, the need for good relations be-
tween wholesalers and retailers came up, 
if retailers are to help customers with net-
work (and hence wholesale-type) prob-
lems. MoSL chief executive Ben Jeffs re-
assured delegates that the thinking on this 
had already been done and is contained in 
some 4,000 pages of code documents. He 
added that one of the biggest challenges 
will be ensuring arm’s length relationships 
between hitherto unified companies; this 
is one of the aspects that should be prac-
tised in the shadow phase. 

Consumer Council for Water chief ex-
ecutive tony Smith picked up the point. 
“The retail/wholesale relationship will 
be absolutely crucial,” he said, observing 
that the two interests “should be allies” 
but that it would be for each wholesaler to 
decide how they deal with each retailer in 
practice. Smith envisaged “it will be pain-
ful at times and there will probably be all 
sorts of battles” as wholesale/retail rela-
tionships are worked out – but ultimately 
this would be good for the market. 

household headaches
The leakage professionals at the Water UK 
conference seemed reasonably sanguine 
about these questions and concerns while 
the retail market is confined to businesses. 
Not so if the government opts to extend 
competition to households (see box be-
low for speakers’ views on this issue). 
Glen Mountfort, asset planning manager 
at South Staffordshire Water, presented on 
“the supply pipe challenge”. He first shared 
some details of his company’s position in 
terms of leakage: it is in a stable position 
on reported leaks and is content to sit 
within its Sustainable economic Level of 
Leakage (SeLL) range. However it is con-
cerned by a trend of a rising number of 
reported leaks on customer supply pipes, 
at a time when there is a falling number 
of reported leaks on mains. Moreover it 
is aware of the incredibly long asset life 
expectations on supply pipes: it is aware 
of 0.06% of supply pipes a year being re-
placed, which infers an asset life of 1600 
years (compared to 100-200 years for dis-
tribution mains). South Staffs currently 
assists customers with supply pipe fixes 
voluntarily, dealing with around 2,200 

repairs per annum (of a total of 600,000 
properties in its supply area). Mountfort 
noted that compared to other means of 
funding repairs – e.g. through insurance 
– this offers good value to the customer. 

He went on to make a number of obser-
vations about the introduction of domestic 
competition as regards supply pipe leaks:
❙  The repair and replacement activity 
South Staffs currently undertakes would 
be difficult if domestic competition forced 
household retail separation; it may even 
breach level playing field rules. 
❙  at present, the uncertainty over what 
will happen in the household retail seg-
ment is making it “difficult for companies 
to make long term strategic decisions” 
about their supply pipe strategies. He 
considered whether there is more risk in 
waiting for a decision from government 
or pushing on with trials regardless.
❙  Leakage and demand management is 
strongly linked to meter technology and 
read frequency. In a reformed domestic 
market, the wholesaler would own the 
meter (if the non household model is fol-
lowed) but the retailer would be respon-
sible for reading it. This would complicate 
practical arrangements. 

These observations prompt a number 
of questions. How can holistic metering 
and data collection strategies for demand 
management be developed in a competi-
tive market? Should the wholesaler take 
ownership of supply pipes? Who should 
pay and who benefits from smart net-
works? Mountfort made his view clear on 
one key aspect: “What is not right is the 
wholesaler having to manage leakage in a 
world where it loses control.” 

This led him to reflect on whether do-

❙  MOSL’s Ben Jeffs: noting it will take a brave politician to open the 
household market in the wake of brexit, Jeffs’ view was that domes-
tic switching is “inevitable” and the right way forward. “i believe in 
markets,” he explained, adding his preference would be for swift 
action as a delay could “destroy value”. pushed for a timetable 
by chairman baggs, Jeffs said a household market was feasible 
“before 2020”. in part this is because the business retail market has 
been developed with micro businesses included – for instance, the 
customer protection code of practice and moSL’s systems – so 
could be adapted relatively easily to cater for households. 

❙  Water UK’s Sarah Mukherjee: The political will is there, but it is 
right to emphasise there would be customer resistance. if it hap-
pens, it shouldn’t be for ten or so years. 

❙  MEUC’s Andrew Buckley: There should be a domestic market 

when the market can deliver a worthwhile margin. in energy, 
where potential savings are much higher, switching levels are poor 
and the cma recently criticised customers for not engaging. With 
only minor savings on the table in water, buckley remarked: “God 
help the water customer!” 

❙  CC Water’s Tony Smith: customers are disinterested in a £5-10 
saving. only a small number would likely engage to save such a 
small amount. ofwat’s recently published cost benefit analysis 
is broad, looking at everything from an active, strong market to 
a slow, weak market. if it happens at all, domestic competition 
should not be until after 2020. 

❙  Martin Baggs: people like an easy life and like saving money. if 
someone knocked on my door and said they could provide one 
bill (for various utilities) and save me money, i’d probably say yes.

VIEWS ON dOMESTIC COMPETITION 
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A summary of a presentation given at the Water UK 
Leakage Conference by Andy Ball, head of asset 
management, South East Water.

Leakage was one of two mandated outcome 
Delivery incentive areas at pr14 but companies 
led on financial rewards and penalties. Different 
companies took different approaches. it is only 
year one of amp6 so early days, but Water uk is 
supporting a project to analyse company ap-
proaches  and the impact rewards and penalties 
are having on leakage activity. Fifteen companies 
are taking part. emerging findings are as follows.

The leakage OdI picture is varied
❙  There is a wide range of penalties and rewards in 
place, from zero to a maximum £60m penalty and 
a maximum £36m reward. however there is consis-
tency in that penalties are almost always greater 
than rewards - but by varying factors, from ten 
times to four times, to almost symmetrical rewards 
and penalties. 
❙  Some have caps and collars while others don’t.
❙  Some look at annual performance, others at 
performance over a few years.
❙  Some are payable in amp6, others in amp7.

What influence are OdIs having?
❙  oDis are influencing company approaches to 
leaks. The study grouped companies into four 
categories, ranging from those to have no intent 
to outperform to those who have specific outper-
formance targets. See table 
❙  75% of companies are focussing on avoiding 
penalties. 
❙  Those with rewards (these range from £1m-£36m) 
are chasing them. Some are going all out to 
obtain 100% of the reward on the table, while 
others are targeting just a proportion of the reward 
available. altogether, those companies in the 
most active category are targeting 45.5ml/d more 
leakage reduction than in their performance com-
mitments. This would yield a reward of £55m of the 
total £106m available. See table and chart.
❙  on top of an oDi with a reward, South east 
Water has a customer satisfaction oDi which 
is influenced by its performance on leakage. it 
has improved customer satisfaction so far from 
3.5/5 to nudging 4/5. For companies more widely, 
improved customer satisfaction resulting from im-
proved leakage performance could have positive 
effects on Sim scores (where penalties are larger 
than for leakage oDis). 
❙  There is a mixed picture on whether leakage 
oDis are driving innovation. Some companies 
are exploring new technologies, while others are 
focusing on getting better results from traditional 
approaches. Some are considering methodology 
changes.
❙  For those pursuing reductions, it is not cost free 
– you have to spend money to get the reward. 
South east Water’s strategy is cost neutral.

AN EARLy VIEW ON hOW LEAKAgE OdIS ARE WORKINg
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WhAT ARE ThE REWARdS ANd PENALTIES?

COMPANy RESPONSES
companies grouped into one of four groups
group No of companies
a. no intent to outperform – inappropriate 1
b. no intent to outperform – oDis not a big enough 6
c. intent is to outperform – but no specific target 3
D. intent is to outperform - have a target in mind 5

Typical comments
a. customers did not support reward for leakage reduction
b. analysis shows it’s not cost beneficial…we are focussing on avoiding penalty
c. We are also investing in new software and equipment to improve leakage target-
ing and the funding for this has come as a direct result of the oDis
D. The oDis provided us with a real incentive. our board asked us to identify some 
ways to achieve oDis and leakage is a key one for us
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ARE REWARdS dRIVINg BEhAVIOURS?

Target Reward % of Available
max £36m 100%
min £1m 7%
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mestic retail market opening should result 
in leakage being redefined to cover only 
distribution leakage rather than total leak-
age. He observed those making market 
arrangements seemed confident retailers 
would be able to make a better fist of re-
ducing supply pipe leaks than today’s ex-
isting integrated companies, so why not 
“give them the responsibility?” Mountfort 
seemed sceptical on the merits of the belief. 
“How can retailers find leaks better than 
us?” he asked. He added it is “difficult to 
see what is driving retailers to reduce leaks” 
and questioned: “How are extra people in 
the equation going to help?” He concluded 
that all of this and more needs consider-
ation and debate before any household 
market follows the non household model.

market pros and cons
Before it moved on to other issues, the 
conference debated other pros and cons 
of market reform for leakage. Several peo-
ple throughout the day raised issues relat-
ing to greater complexity resulting from 
the wholesale/retail split. a representative 
from United Utilities, for instance, ques-
tioned who would investigate queries on 
volumes for those charged with calculat-
ing leakage numbers for their companies. 
told it would be the retailer, she respond-
ed that that would mean a lot more work 
– going to lots of different retailers instead 
of just her company’s business retail team. 

CC Water’s Smith observed: “The first 
real test of the market will be when some-
thing goes wrong.” He pointed out that all 
customers will remain customers of the 
wholesalers, regardless of their choice of 
retailer, and that water should learn from 
the energy experience and not let whole-
salers become “too distant”. The MeUC’s 
Buckley endorsed the point: “There has 
got to be a customer access point to the 
wholesaler,” he urged. 

However, others pointed to the upsides 
for leakage management that would re-
sult from market opening. MoSL’s Jeffs 
acknowledged that issues – be they be-
tween incoming and outgoing retailers or 
retailers and wholesalers – would surface, 
but stressed the key was how the market 
deals with them. “Customers must be 
front and centre of our minds as we re-
solve the issues,” he said. He added that a 
pure benefit would be ongoing data im-
provements driven by the market. For in-
stance, a third party that recently took on 
billing responsibility for a large multi-site 

customer chain found 12% of sites were 
under billed and 4% of premises were en-
tirely missing. retailer eyes on the market 
will drive better data. 

However, an even greater prize accord-
ing to Jeffs is that the retailers will be a new, 
informed stakeholder group who will form 
opinions on wholesale costs and service. 
They will “shine a light on wholesalers” 
and provide ofwat with better information 
with which to regulate wholesale prices. He 
said it was “no coincidence” that ofwat ex-
pects cost innovation to be driven through 
subsequent price reviews.

More widely, a number expected the 
market to drive innovation, includ-
ing customer representatives Smith and 
Buckley. The latter commented: “We are 
really fired up by this. There is the oppor-
tunity to save cost by driving consump-
tion down, and to rationalise suppliers. 
Better information can only improve the 
efficiency of the total system.”

resilience and leakage
Moving away from market reform, the 
other matter that dominated discussion 
at the conference was how the industry 
might up its game on leakage manage-
ment. This is a perennial issue, but one 
that has come under the spotlight in re-
cent months as resilience challenges have 
crystallised, particularly on water resourc-
es and drought. anglian Water’s regula-
tion director Jean Spencer presented the 
findings of a research project she led on a 
long term planning framework for water 
resources. In short, this showed drought 
risk is more severe and more widespread 
than previously thought. For the leakage 
community, this means one thing: there 
is a need to innovate to manage demand 
and leaks better and, crucially, to set an 
example to customers who will necessar-
ily need to reduce their own water wast-
age. “Customers don’t understand why 
they should be water efficient if they see 
leaks happening,” she summarised. 

Spencer went further to suggest cus-
tomers don’t really get the concept of 
economic levels of leakage and hence that 
“the economic level of leakage doesn’t 
cut it any more”. She urged the industry 
to think innovatively and to take on the 
challenge of driving leakage down. The 
sentiment was far from universally ac-
cepted though. Dennis Dellow, leakage 
programme lead at UKWIr and techni-
cal consultant for Northumbrian Water, 

said leakage control should always be 
governed by economics “otherwise wa-
ter companies will be expected to oper-
ate uneconomically”. However he added 
there was scope for improving the exist-
ing SeLL model and for “changing the 
economics” by driving costs down. 

regulatory levers
The conference discussed the various ways 
the industry might up its game. These fall 
loosely into two categories. Firstly, regu-
latory levers. ofwat’s Black recapped the 
current state of play. The pr14 settlement 
locked in a broad range in terms of com-
panies’ commitments to reduce leakage 
by 2020, ranging from 0% (those who al-
ready operate at or below SeLL) to 14% at 
affinity Water. The sector as a whole has 
committed to a 5% reduction by 2020. 

Companies are free to choose how they 
go about making the reductions they have 
committed to, drawing on the outcomes 
and totex approach ofwat has imple-
mented. However they have been asked 
to produce annual updates on their per-
formance on leaks. Data from year one 
shows all companies met or exceeded 
their targets in 2015-16 (see chart, p30). 
Some have significantly outperformed – 
for example, Dee Valley’s target was 0% 

but the actual reduction it achieved was 
14%. one delegate suggested to Black that 
the targets may have been too easy given 
the blanket outperformance; the regulator 
accepted the merit of raising the question. 

More broadly, Black reported signifi-
cant achievements to date, with distribu-
tion input falling 10% since 2000 against 
a background of population growth. He 
said this is partly related to successful 
leakage management. 

Going forward, the affordability of 
further measures will be an issue, par-
ticularly as the level of efficiency savings 
available is falling over time. aside from 
the greater role for markets already dis-
cussed (Baggs suggested in addition that 
tradable leakage targets would be worth 
consideration, so a company could, for in-

What is not right is the 
wholesaler having to 

manage leakage in a world 
where it loses control.
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stance, pay another water company to go 
beyond its SeLL if that was cheaper than 
reducing leakage in its own patch), pr19 
will incorporate some features that were 
not in play at pr14. ofwat’s resilience 
duty had not been clearly scoped out at 
in 2014; at pr19 this will be relevant to 
ofwat’s approach to water resources and 
water efficiency. Moreover the approach 
to performance Commitments (pCs) 
and outcome Delivery Incentives (oDIs) 
will be developed; this month, the regu-
lator will publish a consultation on out-
comes which will include consideration 
of whether leakage oDIs should be com-

mon or company specific. Baggs com-
mented that how oDIs are formed for 
pr19 will be a live issue for the industry, 
particularly if there is a move to dynamic 
measures and league table-type compari-
sons between companies given variations 
in leakage measurement methods.

early evidence suggests the oDIs put 
in place at pr14 are working effectively. 
Northumbrian’s Dellow said incentives 
have a “major impact” on innovation, 
reporting that historic trends reflect this: 
companies had a big push on leaks when 
regulatory targets were first set, but “took 
their foot off the pedal” once the eLL 

had been reached. Consequently leak 
rates plateaued. The new pr14 incentives 
should get things moving again, though 
Dellow commented that the patchwork of 
approaches to leakage pCs and oDIs that 
resulted from a lack of guidance from of-
wat was a “missed opportunity” to drive 
improvements across the board. 

South east Water has done some inter-
esting analysis of leakage oDIs and their 
impact on leakage management and in-
novation, as set out in the box on p28. 

However, many felt regulatory levers 
could be better. For one thing, they are 
too short term, particularly in contrast 
with the approach taken in countries and 
regions including China and the Middle 
east, both of which are pursuing ambi-
tious leakage reduction programmes. 
China for instance is looking for net-
work-wide visibility and pursuing single 
figure leakage. Dellow said he saw little 
evidence of english and Welsh compa-
nies planning beyond the five year cycle 
horizon. “No company currently has a 
mains replacement programme,” he ob-
served. He suggested companies should 
develop a longer term cost benefit analy-
sis and collectively go to ofwat and say 
there is a need to look beyond the five 
year planning horizon. 

The chair of innovation at the Future 
Water association alastair Moseley add-
ed that pr19 should recognise the value 
of trying things and reduce the culture of 
a fear of failure.

company initiatives
There was consensus at the conference that 
no company was complacent on leakage. 
Baggs said its ability to hit the headlines 
put it “right at the top of all operational 
measures” at board meetings. a number 
of suggestions came up throughout the day 
of ways in which companies themselves 
could change to manage leakage down.

❙  Supply chain relationships – Compa-
nies could be more open to working with 
SMes and technical specialists. Glyn ad-
dicott, operations director of supply chain 
firm Hydraulic analysis, drew a stark 
comparison between his company’s work 
the Middle east, where there is an appetite 
to work with innovative SMes, and the 
UK, where it can be very difficult to get to 
work with water companies. The Future 
Water association’s Moseley added there 
was too little ‘pull’ from the industry to 
work with SMe innovators, but that such 
businesses can find it hard to get sufficient 
investment to ‘push’ into the market.

❙  collaboration –  Dellow said leakage 
teams were for the most part good at 
sharing learnings company to company, 
but could do more to look at experiences 
beyond water – to gas, for instance. Mose-
ley added that the procurement process 
could at times act as a barrier to collabo-
ration between companies as each is keen 
to secure the best deal for itself. 

❙  Data –  as data quality improves –  be 
it through technology/system advance-
ments, market reform or another route 
–  companies will have more to go on in 
the battle to reduce leaks. andrew oakes, 
supply demand planning lead for aMp6 at 
Thames Water, detailed how the company’s 
universal smart metering programme is 
yielding much more granular data. He ex-
plained Thames is still exploring how best 
to use the information being relayed, but 
that the data is already changing the mind-
sets of staff on the ground – for example, 
from thinking ‘a leak might be present’ to 
thinking ‘where is the source of the contin-
uous flow?’; and to entertain the possibility 
of the existence of a second leak and hence 
the need for a second repair visit. 

The industry is not sitting on its hands 
as it stands though. Dellow provided in-
formation on current and future UKWIr 
projects, including a strategic initiative on 
achieving zero leakage by 2050.   tWr

0% 2% 4% 6% 8% 10% 12% 14% 16%

4%
3%

8%
0%

3%
2%

2%
2%

9%
0%

4%
1%

5%
1%

2%
1%

4%
0%

4%
1%

1%
0%

5%

6%

14%
0%

0%

0%

0%

0%

0%
0%
0%

0%
2%

2%

1%

6%

2%

0%

0
10
20
30
40
50
60

 1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 
Company Reference

£m

Max penalty Max reward

0
5

10
15
20
25
30
35
40

Grouping

Rewards

£m

Max reward

A B C D

AFW

BRL

TMS

WSH

SBW

SVT

SEW

WSX

YKY

NES Northumbra

SES

SRN

PRT

DVW

ANH

NES Essex & Su�olk

SSC South Sta�ordshire

SSC Cambridge

SWT

UU

Actual 2015-16       

CPL 2015-16

Percentage reduction in leakage over AMP 6

COMPANIES’ PERFORMANCE ON LEAKAgE IN yEAR ONE

REPORT|LeakaGe

There has got to be a  
customer access point to  
the wholesaler
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Fewer than one in ten businesses in 
england are aware that they will 
soon be able to switch water sup-
plier according to findings from 

the Consumer Council for Water’s latest 
research among business customers.

The study, Testing the Waters, showed 
that while 60% of businesses polled were in 
favour of having the option to switch wa-
ter supplier, only 8% were aware, without 
prompting, that the water retail market was 
scheduled to open to businesses next spring 
– up just 2% from 2014 . on prompting, 13% 
demonstrated awareness in the latest poll. 
Fewer than one in eight respondents felt that 
competition would be a bad development.

awareness was particularly low among 
small businesses and CC Water voiced 
concern that those consumers could lose 
out unless all parties up their efforts to 
provide more information.

The report included indicators of what 
will be required to gain new business (see 
table, top).However, the study found that 
half of respondents did not know how 
much their company water bill was – al-
though some respondents were not re-
sponsible for management of bills.

CC Water found that 38% of business 

customers said they would be likely to 
switch retailer once they had a choice but 
would need to see a cut in their bills of at 
least 17% on average. and 75% of busi-
nesses quizzed said they would seek a bet-
ter deal with their existing supplier once 
the option to switch was in place.

CC Water chief executive tony Smith 
pledged his organisation “would be do-
ing all we can” to ensure all business users 
were alert. 

CC Water polled 4,000 business cus-
tomers for this latest study and for the 
first time it extended its survey to include 
firms with more than 250 employees. 

Satisfaction
The survey revealed that winning over 
customers in a competitive business retail 
market could be challenging. Satisfaction 
with water and sewerage services is high 

onLY 8% oF buSineSSeS 
knoW oF markeT openinG

cc Water study exposes low awareness levels

industrial and commercial customer 
organisation the major energy users’ 
council polled its members at a meet-
ing in Leeds last month on their water 
retail market strategies and readiness. 
The results showed:
❙  56% have a clear course of action 
on the new water market planned; the 
remainder don’t.
❙  11% have a clear view on which 
supplier(s) they favour; 30% have a 
view but say this needs further con-
sideration; 54% don’t have a view yet 
on a favoured supplier(s) but plan to 
engage with the market; 4% don’t plan 
to engage.
❙  19% are satisfied overall with the ar-
rangements put in place for the new 
market; 57% are neither satisfied nor 
dissatisfied; 17% are dissatisfied; the 
remainder don’t know.

hOW REAdy ANd SATISFIEd 
ARE LARgE USERS?

AWARENESS OF MARKET REFORM, By BUSINESS SIzE
unprompted 
(2014)

unprompted 
(2016)

prompted 
(2014)

prompted 
(2016)

micro 0-9 employees 2% 5% (11% sole 
traders)

6% 9% (17% sole 
traders)

Small 10-49 employees 2% 7% 4% 13%
medium a 50-99 employees 3% 8% 5% 13%
medium b 100- 249 employees 5% 13% 9% 20%
Large 250+ employees n/a 41% n/a 49%

AVERAgE dESIREd SAVINg TO SWITCh, By BUSINESS SIzE
micro 0-9 
employees

Small 10-49 
employees

medium a 50-
99 employees

medium b 
100-249 em-
ployees

Large 250+ 
employees

Would switch for 1-10% 10% 18% 24% 20% 23%
Would switch for 
10-20%

25% 32% 33% 38% 34%

Would switch for 
20-50%

22% 18% 18% 14% 15%

Would switch for more 
than 50%

8% 5% 4% 3% 4% 

i would not switch 26% 16% 14% 18% 14%
i would not switch, 
only for service

9% 11% 7% 8% 9%

across the industry. In overall terms, 92% 
were net satisfied with their water services 
and 74% were net satisfied with sewerage 
services. The net satisfaction score for 
surface water drainage was lower at 63%. 
There were regional differences, with CC 
Water pointing out: “Notably, businesses 
in Wales are significantly more likely to 
be satisfied with all aspects of their water 
supply service than those in england.”

trust was good and improving. The study 
revealed a significant increase in customers’ 
trust in their water companies to 7.6 out of 
ten in 2016 from 7.3 in 2014. Businesses also 
trust their water company more than their 
main energy suppliers, who averaged 6.8.

overall scores for value for money have 
dropped since the previous survey. Com-
petitive opportunities show themselves 
also in advice and support where satisfac-
tion is lower.  tWr
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Water 2016
22nd & 23rd November 2016
Radisson Blu Portman, London

The UK’s premier water conference

Addressing critical questions for the future profitability 
of the sector, Water 2016 will bring together senior 
executives from companies and regulators alike at the 
definitive strategic forum for the Water industry.

@MF_Util
#water16

For the full programme and speaker line-up visit:

WWW.MARKETFORCE.EU.COM/WATER325

Chief Executive Officer,
MOSL

“An impressive line-up of 
highly accomplished, engaging 
and leading edge speakers who 

really knew their stuff.”

Head of Abstraction and Upstream, 
Department for Environment, 

Food and Rural Affairs

“A good event to discuss 
market design and creation 

to promote innovation.”

Key reasons to attend:

Hear how the CEOs of WASCs, WOC and suppliers alike 
are adapting their businesses ahead of market opening

Gain insights from senior directors at 
Ofwat and the Environment Agency

Tailor your event with streams addressing the 
customer alongside network and asset innovation

Explore the potential for reforms in 
upstream, abstraction and flood defence

Connect with more than 150 peers during 
5 hours of dedicated networking time


