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Merry Christmas and
happy birthday

Just when you thought you’d spend your Christmas holidays with
a bit of light reading on resilience, Water 2020 and abstraction
reform (papers on which were due to be published after this edition went to press – see our January issue for full coverage), the
Treasury offers the early present of domestic retail competition by
2020. The department seems to have side-stepped the small matter of evidence-based policy making to announce that Ofwat will
conduct a cost benefit analysis on household switching next year
before the government – seemingly regardless of the outcome –
gets the ball rolling on opening the market by 2020. At first glance,
it seems there will be little in it for customers in the way of benefits
and potentially significant costs, but we shall see what the number-crunchers make of it.
Meanwhile, here at The Water Report we are celebrating our
first birthday. I’m not exaggerating when I say it’s been a fantastic
year. When I founded the publication, I believed there would be
an appetite for fair, balanced reports that did more than skitter
over the surface of what are – let’s face it – the complex and difficult issues the industry is grappling with today.
But I have been genuinely blown away by the strength of support we have attracted across the board. My heartfelt thanks go
to all our subscribers, contributors and interviewees; to everyone
who has given us a platform and welcomed us to their events;
to everyone who has shared their information and insight with
us and allowed us to share it with others. A special mention here
for Indepen, with whom we have worked from the outset, and to
Alan Sutherland at WICS, our very first interviewee.
There are lots of people I’d like to thank individually but obviously
don’t have space to do so here. But to everyone who has joined
our Expert Forum, and who takes the time and trouble to respond
to our bimonthly surveys – this is incredibly valuable and gives us
a unique insight into the views of industry leaders on emerging
issues. Our latest findings (on non household retail market readiness) are on p22-25. We are very grateful to our research partner
Accent for making this possible.
And finally, many thanks to Water UK, which recently chose us
as media partner. Read our first report as partner from Water UK’s
Innovation Hub on consumer
Feedback, comments and
vulnerability on p8-11.
suggestions very welcome.

Karma Ockenden, editor,
The Water Report

Contact me on
karma@thewaterreport.co.uk
or 07880 550945.
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Report | Wholesale markets

minister preaches
“prudence” on
upstream reform

Ahead of Ofwat’s Water 2020 consultation, industry
leaders expressed a wide range of opinion on the
scale and pace of wholesale market reform.

O

fwat was due to publish its
consultation on Water 2020
on 10 December, after The
Water Report went to press
this month. The regulator is expected to
scope out its preliminary position on a
number of aspects concerning PR19, the
most high profile of which is how quickly
and how extensively competition should
be introduced into wholesale markets. At
the Marketforce Water 2015 conference
in London last month, water minister
Rory Stewart provided a flavour of the
policy context in which Ofwat will take
its decisions. Both he – and Environment
Agency director of water, land and biodiversity Pete Fox – spoke in favour of
cautious reform.
Stewart said that in his first few months
as minister, he had been very impressed
with the water industry, its achievements
to date and the calibre of its chief executives – both in the companies and Cathryn Ross at Ofwat. He indicated he was
listening hard – including to customers
and companies – and was absolutely not

minded to introduce any left-field policy
changes for the sake of it. (The Treasury
could perhaps take a leaf out of his book
– see feature on domestic competition on
p20-21). “I’m not into innovation for innovation’s sake; I’m not into newfangledness,” he said. He added that if and when
changes are introduced, his department
would “well signal them”.
Asked when he envisaged enacting the
relevant outstanding provisions of the
2014 Water Act, Stewart admitted he was
unable to give a precise answer. He said
that while he was “quite keen to make sure
we get on with it,” there was the “basic
rule of prudence” to consider: that “basically speaking, [the industry is] a success
story”, so he will make sure everything is
well thought through.
This cautious approach was echoed by
Fox. He described market reform as “a
great opportunity to focus on and get a
sense of value into water” – for instance,
reform should incentivise usage efficiency
and spur innovation, and could be beneficial in areas including sustainable drain-

age and water resources management.
But he added that there were also risks to
consider.
He explained water needs long term
thinking, investment and commitment;
“you can’t be here today, gone tomorrow”.
He commented that in the waste sector,
environmental issues had arisen with
new and transient entry. He praised the
growth of catchment based thinking and
partnership working, adding: “Competition must not get in the way of thinking
strategically”. Fox commented too that
the existing model had delivered for the
environment. He concluded by warning
against “unintended consequences”.
Neil Griffiths-Lambeth, associate managing director at Moody’s, described the
minister’s statements as “reassuring”. He
said: “Ofwat has thrown out a blank sheet
of paper with ‘competition’ on. Cathryn
[Ross] says markets don’t necessarily
mean competition…but I don’t understand the difference”. At its UK Water
Sector Conference in October, Moody’s
made the case for limited upstream reform, pursued in dialogue with investors.
The ratings agency cautioned that the
sector’s existing financing arrangements
could unravel if reform is extensive or if
full consideration is not given to business
and financing risks.
At Water 2015, Griffiths-Lambeth discussed some of the key issues for investors
that are likely to be dealt with – in what
degree of detail was unknown at the time
of writing – in Ofwat’s December Water
2020 publication. These included if and
how Regulatory Capital Value is allocated
along the value chain, and the potential
impact of a move away from use of the Retail Price Index (RPI) in price setting. He

Albion says no thanks to business retail
Jerry Bryan, one of water competition’s greatest advocates, told the Water 2015 conference that he currently saw little future in non
household retail for Albion. Observing there
was a vibrant market in Scotland (see report,
p26), he described the margins on the table in
England as “woefully thin”, adding “I think they
are technically illegal at the moment because
they constitute margin squeeze”. Moreover he
said non household customer data was a major
issue. He cited the example of some work Albion
had done for a high street bank which identified
that 18% of its sites did not even receive a bill. He
noted too that data was still difficult in Scotland,
years after the market opened.
4
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Bryan reported that six to nine months ago, he
identified what he thought was an opportunity
in the market after witnessing the small water
only companies “struggling with the enormity of
being ready”. He put together a proposition for
the WOCs to work together, to collectively find
some value in the market. However, he had to
“admit defeat” because “I couldn’t find enough
traction in that community [at that time]”.
The Albion chairman predicted all WOCs and
a few WASCs would exit the market as soon as
they could because they would “realise they are
not cut out to be retailers”. He added that he
was encouraged by that prospect, because it
would make way for a new breed of retailers –

probably including some of those already active
in Scotland – who would recognise customers
are prepared to pay for differentiated services.
“And these retailers will demonstrate the success
of retail market opening; it will be a success.”
Bryan was speaking ahead of the Treasury’s
announcement very late last month on the introduction of household competition, so his comments didn’t reflect that information. However,
he suggested a successful business retail market
would give politicians confidence to open
the household market. In that eventuality, he
predicted today’s companies would in the main
end up as wholesalers, with a small number of
retailers drawn from their ranks.
THE WATER REPORT

Wholesale markets | report

“Embrace it, or
life will be hell.”
Les Dawson, ex gas
& Southern Water

“We are looking for
water companies to
see the future and
understand that
it requires a blend
of skills, not all
of which they will
have in house.”
Jerry Bryan, Albion
Water

said: “Ofwat will likely move away from
RPI indexation at PR19 to a greater or
lesser extent” – greater being an overnight
switch; lesser being only applying the new
indexation method to new investments,
or something of that nature.
Embracing reform
Wessex Water chief executive Colin Skellett meanwhile spoke in support of extensive upstream reform, arguing this would
be necessary to meet the challenges of
resilience and affordability, and to secure
customer trust and confidence. His vision
was of a catchment wide water market,
within which the only natural monopoly
element was the network. He said water
companies should “stop thinking about
being monopolies and think about service provision” and outside the regulated
network element could trade, compete
and work with other agencies/parties to
deliver the best outcomes. Skellett urged
his fellow water companies to “be imaginative, embrace change, and lead it” because far better it is led by those involved
THE WATER REPORT	

“I’m not into
innovation for
innovation’s
sake; I’m not into
newfangledness.”

“Competition
must not get
in the way
of thinking
strategically.”

“Ofwat will likely
move away from
RPI indexation at
PR19 to a greater or
lesser extent.”

“Stop thinking
about being
monopolies
and think
about service
provision.”

Rory Stewart, DEFRA

Neil Griffiths-Lambeth,
Moody’s

in day to day operations and for the long
term than by “politicians who come and
go; civil servants who come and go; or external experts”. According to Skellett, this
vision of reform could be reality within
ten years.
Les Dawson, now an independent
consultant but formerly chief executive of Southern Water and responsible
for the network code and systems delivery for domestic retail competition
in gas, agreed. He said that in gas, “the
whole world changed completely in
seven years”. In 1993, the Monopolies
and Mergers Commission reported on
the gas industry and its future structure
came under review. By 2000, incumbent
British Gas had been split three ways:
the networks and storage arm Transco
(which subsequently merged with National Grid); retailer Centrica; and upstream exploration and production company BG. Dawson told water company
bosses on market reform: “Embrace it, or
life will be hell”.
Eager to take advantage of upstream

Pete Fox, EA

Colin Skellett,
Wessex Water

opportunities is Albion Water. Executive chairman Jerry Bryan told the Water
2015 conference the options for fleetof-foot smaller players are “fantastically exciting”. Describing Albion as an
“environmental services company”, he
explained one of its key offerings is for
developers whose ambitions may be constrained by water availability or prohibitive cost.
The broad assumption on water consumption at new developments is 130
litres per person per day, with peak demand (which sets the design standard)
at double the average. In areas where the
supply/demand balance is tight, this can
be restrictive. “Where developers come up
against the buffers…we can supply dual
supply systems, for potable and recycled
water,” Bryan said. This can drive potable
consumption down to 80l per person per
day, with peak demand approaching the
average. The benefit for developers is obvious, but water companies would also
benefit from the lower consumption and
the avoided cost.
December 2015
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Flood management hopes washed away
There is insufficient consensus within
the sector for water companies to
take on responsibility for flood management, water minister Rory Stewart
told delegates at Water 2015. The
idea has been mooted by some
water companies and is in fact a long
running issue that has resurfaced recently in light of heightened flood risk
resulting from climate change, and
resource constraints in local authorities and the Environment Agency.
There are variations on the
theme, but a common thread is that
water companies could extend the
Regulated Asset Base model that
has served them so well in providing
water and wastewater assets to flood
assets. Wessex’s Colin Skellett said
his view was that the Environment
Agency should set flood policy, but
the private sector should deliver it, as
is the way with water quality.
However, Stewart said there
seemed to be differences of opinion
among water companies and hence:
“My basic instinct at the moment is
the industry doesn’t quite have the
appetite.” In addition, he said the
policy would carry political risk in that
there would very likely be objections
to what would in some quarters b
perceived as the sale of public flood
assets.
Moreover, with a new “transformative” six-year (as opposed to the previous annual) budget – and one that
is protected from cuts – the minister
said he expected flood defence to
improve under existing arrangements.
He concluded: “The policy agenda is
not up for really radical change”.

He added that Albion’s backbone offering could give rise to a variety of innovative propositions – for instance, potentially a site being developed could offset its
drainage costs by storing water on site and
releasing it to the water company when
demand was high.
Bryan said Albion is already offering
services to developers, but that this could
become significantly more widespread
if water companies were willing to collaborate more. “We are looking for water
companies to see the future and understand that it requires a blend of skills, not
all of which they will have in house,” he
commented.
Is there willingness in the industry to
6
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collaborate? Bryan said it’s quite a mixed
bag, from companies like Wessex which
are willing to innovate to those whose
“boards are driven more by testosterone
than market opportunity”. But in the
round, he sees progress: “I am seeing a
great deal more innovation within the
sector than was ever the case. That evolution is progressive, evolutionary – it
doesn’t frighten the horses. At Albion,
we deal with radical innovation. We are
a small commercial organisation operating in a monopoly world. If we can’t find
niches, we’re lost. [Our appeal] is to be demonstrably different.”
Bryan added that while he saw big
challenges looming for the non house-

hold retail market (ee box, page 4), he was
“amazed” at the amount of work water
companies had put in to retail preparations so far, commenting he had seen “ no
evidence of dinosaurs”. TWR
❙ See p22-25 for the views of The
Water Report Expert Forum on
market readiness.

Analysis of Water 2020
The January issue of The Water Report
will carry analysis of Ofwat’s 10th
December Water 2020 consultation.
It was released after this edition went
to press.
THE WATER REPORT
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Willingness to
pay and PR19

Willingness to pay experts Accent and PJM
Economics have published some thoughts on
how WTP research needs to evolve in time for
the next price review. They invite engagement.

A

ccent and PJM Economics
have put forward proposals for discussion on how to
improve the quality of willingness to pay (WTP) evidence at PR19.
The two companies, leaders in the field
of WTP and responsible for the bulk of
the work conducted at PR14, are circulating a note on the subject.
This was designed to stimulate debate
in light of both Ofwat’s Water 2020 work
and a number of reviews of PR14 customer engagement practices. According to the
note: “There are some questions with the
way that WTP evidence was collected and
used at PR14, and that the approach to be
taken at PR19 may need to be re-thought.”
Willingness to learn
The companies have suggested the following improvements:
❙ Simplify the choices customers are
presented with and make them less abstract. Many of the criticisms made of the
PR14 WTP approach related in some way
to the complexity of the choices facing
customers, and/or their abstract nature.
The note called this “a fair criticism” and
added: “It is perhaps the key challenge for
the future evolution of the WTP approach
to try and capture the same detailed WTP
data, but via an instrument that engages
customers on a simpler level.”
❙ Have WTP researchers and CCGs engage early to discuss the methodology.
The companies noted that many stakeholders did not understand how the WTP
results were derived from the customer
choice data, and how they were used
within the business plan process. The
researchers observed that where there
was no, or little, engagement between the
WTP researchers and the Customer Challenge Groups (CCG), there was less trust
and understanding than when there was
early and frequent discussions.
THE WATER REPORT	

❙ Include comparative performance
information within surveys. At PR14,
Ofwat opted to abandon the use of WTP
values in setting some of the key performance commitments (PCs) required of
companies on the grounds that WTP values appeared sensitive to how questions
were framed, and because respondents
hadn’t had access to comparative performance information. The note observes:
“This issue was never discussed in the
UKWIR (2011) guidelines on carrying
out WTP surveys, nor was it ever mentioned by Ofwat, to our knowledge, prior
to the draft determination stage of the
price review”. It added that it should, however, be straightforward to build comparative information into PR19 surveys.
❙ Conduct distinct but comparable research to test, validate and triangulate
with the main WTP results. The variety
of results obtained in PR14 suggest this
would be valuable – “either from revealed
preferences/customer behaviour where
possible, or from distinctly designed survey instruments, to ‘triangulate’ the results, and thereby have more assurance as
to their validity”.
❙ Aim to estimate WTP values that are
valid both for setting PCs via cost benefit analyses, and to use as the basis for
setting ODI rates. A paper by Northumbrian Water notes that at PR14, the use
of WTP values to set Outcome Delivery
Incentive (ODI) rates was not consistent
with the contextual framework within
which they were derived (which was
based on the setting of PCs for AMP6).
In their note, Accent and PJM went on to
sketch out some detail on how WTP could
evolve. This included the introduction of
the principle of rational choice under risk
(to avoid having to ask customers about
small changes in risk), and the offering of
a simpler choice of service packages – for
instance between four high level options.

The options could be described in much
simpler, and less abstract terms, than in the
past, and could also make use of comparative performance information. The company and its researchers could consult with
stakeholders at an early stage to ensure that
there was widespread buy-in concerning
how the packages are represented to customers in relation to how the company intends to interpret the results.
WTP plus
While they embraced the prospect of evolution, both companies stood by the core
value of WTP evidence and pointed to its
benefits and success in PR14.
They added that WTP data at PR14
wasn’t in the event all used as was originally
intended. Rather than use the data to support the setting of company PCs via cost
benefit analyses, “Ofwat intervened at the
draft determination stage to revise PCs to
upper quartile levels for five outcome measures, disregarding the costs and benefits of
doing so”. Whatever the pros and cons of
that approach “there will almost certainly be
cases where it costs more to achieve the PCs
specified in the final determinations than
customers would be willing to pay for”.
While the details of how WTP will
contribute to PR19 are yet to be worked
through, it is expected to retain a major
role but to be set in the context of a broader
package of research approaches. This may
include making greater use of existing operational data and new comparative data;
cross checking WTP findings as standard
practice; and looking at customer opinion
at a more granular level. Ofwat looks set
to expect companies to take even greater
ownership of their customer engagement
than at PR14. TWR
❙ For more information or to discuss,
contact Rob Sheldon on rob.sheldon@
accent-mr.com or 07770 755538

It is perhaps the key
challenge for the future
evolution of the WTP
approach to try and capture
the same detailed WTP
data, but via an instrument
that engages customers
on a simpler level.
December 2015
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Vulnerability isn’t a static
concept. Companies
need to understand
customer movements
in and out of vulnerable
situations and respond
to them. For its part,
Ofwat needs to ensure
incentives don’t prevent
collaboration. A report
from Water UK’s November
Innovation Hub.

Anyone,
anytime
T

he way water companies understand and manage consumer vulnerability needs to – and is –changing. While
this is in part driven by developing regulatory expectations, companies are already looking to learn from other
sectors and share good practice. Ofwat will need to adapt incentive mechanisms in line with its expectations to ensure the
best outcome for customers.
These were some of the key messages that emerged from Water UK’s Innovation Hub on consumer vulnerability, held last
month in London. Ofwat has work in progress on vulnerability,
and outcomes from the Hub will be fed directly into the regulator’s work.
Vulnerability: dynamic and broad
Ofwat chief executive Cathryn Ross set out how the regulatory
landscape on vulnerability is changing. First and foremost, vulnerability is now seen as a dynamic concept not a static state.
Ross said the financial services regulator the Financial Conduct
Authority (FCA) had done impressive work in this area which
Ofwat is engaged with through the UK Regulators Network. (Joanna Elson, chief executive of the Money Advice Trust (MAT),

8
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praised the fact that regulators are working together, noting that
it would be bad for customers if different approaches were being
taken in different sectors).
Ross said the FCA’s report was “compelling” on the point that
vulnerability depends on circumstances. It can be a long term
state for some; can turn up over night for others (for example,
following a bereavement); and can fluctuate for others still (for
instance, as a result of mental or physical health problems). Ross
observed that to date, the water industry has tended to categorise
vulnerable customers into defined groups. “But this risks oversimplifying the situation in a way that could be dangerous.”
Water UK chief executive Pamela Taylor concurred. She reported there has been profound change in the industry’s understanding of how vulnerability is defined and how it responds
– from the provision of special services for defined groups of
customers, to a realisation that customers move in and out of
vulnerability; that individuals’ circumstances can change repeatedly; and that anyone could become vulnerable at any time. She
said companies are now asking questions including: who is vulnerable, at what points in their lives, and how can companies
know?
THE WATER REPORT
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Even seemingly innocuous things can be important in shifting perceptions of what it means to be vulnerable. A Barclays
representative at the event explained terminology is important:
labelling certain customers as “vulnerable” suggests they are
somehow separate from everyone else but actually vulnerability can affect anyone at any time. Consequently, Barclays now
speaks of “customers in vulnerable circumstances” rather than of
“vulnerable customers”.
The second key thrust of developing regulatory thinking is
that vulnerability must be viewed as broader than just affordability. Clearly a customer’s inability to afford their water bill is one
(and a very important) driver of vulnerability. It was the focus
of action at PR14. But there are many other drivers too, including those related to health, age, ability and standalone life events
such as divorce or bereavement.
This broader definition is not entirely new territory for companies. Wessex Water chief executive Colin Skellett said the industry had a good record on identifying and helping customers with
particular issues, such as those on dialysis or those (for instance,
the elderly) who request water company staff use a password
when they visit. But he observed the industry had “shied away”
from many issues related to wider vulnerability – for instance,
mental health issues – labelling them as the responsibility of social services, healthcare providers, local authorities and so on.
Skellett argued water companies must step up and take on wider
responsibility: “This is the job of water companies; all customers
are our customers.” He listed a range of factors that companies
need to be responsive to, including: poor literacy skills (he said
one in seven adults has the literacy skills of an average 11 year old);
low income; unemployment; mental illness; physical illness; and
financial instability (he said half of UK adults don’t have enough
money put aside to cover un unexpected bill of £300).
Moral and commercial drivers
All speakers at the Water UK Innovation Hub concurred that
looking after vulnerable customers properly was absolutely vital, for both moral and commercial reasons. On the commercial
side, outstanding debt carries cost for all customers, and those
who find paying their bills difficult commonly have a high cost
to serve. Morally, tailoring service to meet the individual needs
of those in difficulty is simply the right thing to do. Taylor said
treating everyone the same is “just not on anymore” and if companies did they would be “doomed to fail”.
A number of speakers highlighted the economic strains
households are under. MAT’s Elson noted steady increases in the
number of people contacting National Debtline owing arrears
on household bills such as rent, water, energy and, in particular,
council tax.
Moreover there was broad agreement that affordability as an
issue isn’t going anywhere. Elson said how the government’s National Living Wage policy interfaces with tax and benefit changes
will be crucial; it expects some people won’t be able to cope under more austere arrangements.
There is a point too where water company commercial and
moral drivers collide. Ross said providing the services customers
want at a price they can afford sits “at the heart of Ofwat’s trust
and confidence strategy” and that the way companies interact
with the vulnerable is the “acid test” of their commitment to customers, trust and confidence.
THE WATER REPORT	

SIM at PR19
With consensus that water company practices around vulnerability need to evolve, the debate at the Innovation Hub naturally
turned to how this would best be achieved. A recurrent theme
was that companies would do well to collaborate and share best
practice, to deliver the best outcomes for all vulnerable customers regardless of which company serves them. To achieve this,
the Service Incentive Mechanism, which rewards and penalises
companies for their relative performance, needs to change.
One senior delegate declared himself a “fan of comparative
competition” generally, but said vulnerability is an area where
sharing would work better than competing. Noting that the
SIM “may have seen the end of its useful life by 2020” he urged
Ross not to disincentivise collaboration as Ofwat considers what
might replace the SIM. “At PR19, I wouldn’t want to see incentives to compete on vulnerable customer care,” he said. Ross
agreed with the position; she said sharing best practice is vital
and that vulnerability “does not strike me as an area that’s right
for comparative competition”.
Among other issues that came up for Ofwat to consider as it
plans for PR19 were how vulnerable customer satisfaction with
the service they receive can best be measured, and how the incentive regime will recognise that customers in vulnerable situations tend to have a high cost to serve. The logical conclusion
here is that better and more widely available vulnerable assistance may well come at a higher cost.
Ross said Ofwat will publish a report in February highlighting
good practice from PR14 – for example, on good partnership

Barclays now speaks of “customers
in vulnerable circumstances” rather
than of “vulnerable customers.
working with national and local organisations – but that the intention was to stimulate debate and learning, not to provide a
regulatory “cookbook”.
At the Hub, both Skellett and Mogford shared some details
of how their companies are currently approaching vulnerability.
The challenge for the industry is to chart a way of understanding customer movements in and out of vulnerable situations and
catering for them.
Wessex approach
Skellett argued water companies need to be proactive, and
should prioritise action where they can make the biggest impact. He said it’s all about delivering great customer service to all
customers, tailored to their individual needs. Specific actions to
consider include:
❙ Partner with expert organisations. Customers are rarely
in financial difficulty with their water company only and benefit from holistic advice. Working with trusted third parties is
key. Wessex has an invaluable network of partners; the Money Advice Trust for instance has been excellent. The company
financially contributes to some partnerships to help sustain them.
❙ The right staff are vital. Staff must have the right attitude
and approach, appropriate training (Wessex for instance
December 2015
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trains its staff to deal with mental health issues), the right
tools and the right incentives. Staff must be empowered so
the “computer never says no”. They must not be encouraged
to get through a call quickly, rather to handle it well and have
a proper conversation. Good staff must be recognised and rewarded.
❙ Set up an affordability action plan to reach customers in financial difficulty. Things can’t be done on the hoof and there
must be defined options on the table to help vulnerable customers. Wessex has a Tailored Assistance Plan: a package of measures including a social tariff, flexible payment plans, WaterSure
Plus, debt repayment schemes and more. Around 19,500 of its
customers receive help of some kind, with solutions always tailored to their needs.
❙ Ensure customers can talk to a person: Wessex does not use
IVR; calls are answered quickly by local people, not machines or
people offshore. But also offer customers choice in the way they
communicate with you.
❙ The British Standard on Inclusive Services is worth going
for as it will help identify capability gaps and is a best practice
benchmark.

United Utilities approach
Mogford explained United Utilities’ fundamental belief that if it
is to give customers a good experience and improve their satisfaction, it needs to understand them better. The company is
using data to “unpeel the onion” layer‐by‐layer to reveal the issues it faces and to help improve service performance. This data
includes:
❙ Economic data – There is extensive deprivation in the north
west. In general terms, the region lags behind national economic
trends. Some communities are in the lowest percentile for income and consequently, household debt is high. Moreover, welfare reform is biting. The company has developed a greater understanding of the impact deprivation has on its domestic retail
cost to serve.
❙ Payments to other services – United Utilities has also studied
data relating to council tax and TV licence payment behaviours,
because both are service providers with whom customers have
long term relationships and who can’t cease supply if bills aren’t
paid. It found a strong link between people in debt for water services, council tax and their TV licence.
Mogford said United Utilities is committed to continually im-

Cross sectoral insights
How well does water industry practice on vulnerability compare with that of other industries?
Ross said in cross sector comparisons, water isn’t
mentioned as having any particular difficulties
– but that this shouldn’t give water companies
false confidence. Skellett said he felt the sector
was playing catch up. The Money Advice Trust’s
Elson said there are leaders and laggards in
each industry, but that overall financial services
is out in front, because it has had to respond to
the FCA’s work. The Water UK Innovation Hub
sought insight from that leading sector, and also
from water’s close utility relation, energy.

❙ Work is ongoing and will develop and change
over time; it’s not about a shiny initiative that is
short lived.
❙ Prioritise your action areas for different parts of
your business – they will be different. A blanket
approach won’t work.
❙ Don’t get distracted by what is perceived as
too difficult. Parcel up your programme into
manageable packages to get things moving.

British Banking Association:
MAT’s Joanna Elson chairs a task force on
vulnerability for the British Banking Association.
Its aim is to examine the FCA guidance, identify
any gaps, highlight good practice and to make
Barclays:
recommendations. The task force will report on
Barclays has spent the past year developing
28 January but among emerging best practice
and implementing a strategy on customers in
themes are:
vulnerable circumstances. It has identified a
❙ Excellent customer service in general comnumber of priority areas for action:
monly provides the backdrop to best practice
❙ Identify situations and circumstances when
on vulnerability.
customers may be vulnerable and agree the
❙ Specialist teams work, though all staff have to
priority areas for different parts of the business.
have enough knowledge of vulnerability issues
For example, one of the key areas of priority for
Barclays is how to protect customers from scams. to be responsive.
❙ Learning from others works.
❙ For these areas, develop and enhance your
❙ Frontline staff have a key role to play.
solutions and processes. For example, create
flexibility in services to support customers who
British Gas:
have additional needs.
Janet Tremayne, regulatory manager, ex❙ Agree how to record customer information
plained British Gas set up a vulnerability team in
and what and when you will share across the
business. Only collect information you will use to November 2014.
British Gas acknowledges vulnerability is
improve things for the customer.
Barclays’ key learnings at the end of year one transient and is embedding a single approach
to vulnerability across its activities: energy and
are:
other services; household and non-household.
❙ Take people from all levels of the organisation
So far it has designed a 4-hour training modwith you, and be clear about your aims.
10
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ule for all staff. This started with the company’s
specialist frontline vulnerability team but has
now been rolled out to all frontline employees,
including field staff who are key to identifying
vulnerability on the ground. The training includes
hints and tips on looking and listening for clues
that a customer may be in need, even if they
don’t spell it out.
British Gas provided assistance in 2014 worth
around £400m to offer practical support to
vulnerable customers.
Among the next steps British Gas has planned
are: a review of all internal systems used to record
vulnerability to enable advisors to be more
proactive when identifying vulnerability; proactive targeting of vulnerable customers for smart
meter installation where this would be beneficial
for them; ongoing partnering – for example with
disability charities, Citizens Advice Bureau and
StepChange; and better data sharing – this can
be very difficult but where it is appropriate it is the
best way to proceed (the company is keen to
explore this opportunity with water companies).
British Gas has learned:
❙ Business leaders must be fully on board.
❙ Vulnerability cannot be treated as an afterthought; it is a fundamental part of the company’s responsibility.
❙ It is important to use language customers use
and understand.
❙ Identify people who are applicable for entry
onto the company’s Priority Services Register;
listen and look but don’t be intrusive.
❙ Data sharing is beneficial, but not without
challenges.
❙ Go for quick wins first.
THE WATER REPORT

Consumer vulnerability| feature
proving the help it gives to customers who are struggling.
Among its activities are:
❙ Data sharing – It has reviewed 1.6 million customer records
and now shares information with credit reference agencies to
build a fuller picture of customers and their circumstances. This
has helped it to better understand each one as an individual and
target specific help to them.
❙ Flexibility – the company has moved away from a one size fits
all approach and has instead provided agents with a series of options they can tailor to suit each customer’s situation. It has also
invested in more training so staff can recognise vulnerability and
offer early assistance.
❙ Specialism – there is a specialist team to handle the most challenging cases.
❙ Broad financial assistance package – United Utilities provides support of one kind or another to 80,000 people a year.
It has a charitable trust fund and offers a support tariff, a social tariff and flexibility payment plans. It is also working with a
range of organisations to provide wider support including three
of the largest free money advice services in the UK: Step Change,
Payplan and the National Debt Helpline. It is looking to widen
these partnerships to include support for customers with mental
health issues, terminal illnesses or disabilities.
Mogford concluded the company’s work in this area would be
relentless to improve customer satisfaction and reduce debt and
its costs.
Direction of travel
The Wessex and United Utilities presentations, and the wider debate, highlighted that companies need to consider the following
as they shape their future vulnerability strategies:
❙ Inclusive services for all. Rather than specific services for
defined groups, it will be important to provide services that are
inclusive and that meet the needs of all customers, but that can
be tailored to individual circumstances. One delegate questioned
whether companies should label customers as vulnerable at all:
“If we have the right channels, support, staff empowerment etc,
we should be able to deal with a whole range of customers with
a whole range of needs. We could drop the vulnerable label altogether.”
❙ Know and understand customers. Ross said the “single most
important thing water companies can do is get to know their
customers and learn about their circumstances”. She added that
at PR19, Ofwat won’t be telling companies what to do but it will
be looking for assurance on their actions, and will expect them
to learn from each other.
❙ Partnering. Most water companies have been proactive in
working with third parties of various sorts around affordability – for instance, MAT, StepChange, Citizens Advice and local
support organisations. These partnerships have generally proved
immensely valuable and should be built on as vulnerability becomes more amorphous.
❙ FCA recommendations. Given the lead Ofwat is taking from
the FCA on vulnerability, water companies would be wise to
study the financial regulator’s findings and consider which might
THE WATER REPORT	

also be applicable to water. Ross mentioned a number of findings that she considered relevant: don’t overwhelm customers;
ensure staff are trained to be sensitive to customers’ difficult
circumstances; and ensure payment systems are flexible enough
to respond to individual circumstances. In addition, two more
contentious issues came out of the Innovation Hub discussion:
❙ Data sharing. Water companies have long sought access
to Department of Work and Pensions datasets to help them
identify customers likely to have difficulty paying their bills.

At PR19, I wouldn’t want to see
incentives to compete on vulnerable
customer care.

They have also sought to make landlords liable for the debts of
their tenants if they don’t provide tenant data. These calls have
fallen on deaf ears, with government policy and data protection law the most formidable obstacles. Individual companies
have pursued more limited and more local data sharing initiatives where they have been able to gain customer consent. But
delegates discussed that even where such schemes have been
pursued, practical problems commonly get in the way – for
instance that different organisations have different vulnerable
customer codes, different data qualities, different project lead
times and so on. Data sharing is devilishly complicated, but
many agree that, done correctly, it could be incredibly valuable.
Elson said her top wishlist picks for delivering a better service
to customers are constructive data sharing among creditors
and a standard financial statement to enable all creditors to
treat those who need help consistently.
❙ Technology. There was mixed opinion on how far technology could help companies address vulnerability. Some cited how
powerful a tool the internet is in helping customers access assistance and how social media could be used to communicate with
customers, for instance. Others cautioned that technology would
not provide all the answers, and that in fact some of the hardest
to reach groups may not have internet access at all or may not be
confident online.

Measuring success
Ross put forward some suggestions for what good might look
like: companies treating everyone as an individual; listening and
responding to their individual needs; being flexible and responsive as customer circumstances change. She added that “frontiertype work” could include intervening at an early stage and assisting the struggling silent – customers who don’t ask for help and
pay their bills but struggle in the process.
However, it was very apparent that there are no easy or obvious answers on how success should be precisely measured.
Many suggestions were forthcoming though, including scrutiny
of complaints statistics, at bad debt levels, at how easy customers
find it to access help.
Elson’s comment on the issue was one Water UK and
companies may wish to take forward. She speculated: “This is
potentially an issue that could be thrown back to regulators
via the UK Regulators Network: how do we benchmark success?” TWR
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Report | Interim results

The great
and the
good

Interim results for the sector’s
listed water and wastewater
businesses show a decent start
has been made to the new
price period. But with base
returns lower and more riding
out outperformance, all eyes
will be on ODIs over AMP6. By
Trevor Loveday

F

irst half figures for 2015-16 from
the three London-quoted water
and sewerage businesses, United
Utilities, Severn Trent and Pennon, spanned the fair-to-middling range.
Sales at two companies after the first six
months of the new price control regime
were essentially flat compared the first
half of 2014-15, with Pennon’s water business posting a 4% increase. Underlying
profit before tax for the first half year was
up on the previous period by more than
12% at Severn Trent with a 0.9% year-onyear rise at Pennon’s South West Water
business. United Utilities (UU) had an
£11 million increase in reported pre tax
first-half profit eroded by a combination
of expenditures including increased costs
and compensation payments.
United Utilities
The north west firm cast its first half largely as a triumph over the impact of the new
price controls. Near-flat revenue was assisted marginally by non-regulated sales
and the £2 million increase was “despite

Severn Trent Water
presented a bullish report
with a forecast for the year
end of a £10 million reward
from ODIs.
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new regulated price controls,” according
to its financial overview.
UU reported first-half pre-tax income
up 5% year-on-year at £216 million,
buoyed largely by £37 million fair value
gains in debt and derivatives following a £20 million loss in 2014-15. But, at
£205 million, the underlying figure was
some £17 million down on the previous
first-half and reflected a £35 million fall
in underlying operating profit offset by
an £18 million decrease in underlying financing costs.
Operating profit took a near 20% slump
from the previous first half-year figure to
£278 million. The fall was exacerbated, UU
reported, by a £25 million compensation
payout to customers following the cryptosporidium contamination incident earlier this year and a £5.4 million charge for
preparations for business market reform.
Those translated as an underlying operating profit of £308 million – £35 million shy
of the 2014-15 underlying result.
“Our progress over the first six months
of this new regulatory period underpins
our confidence that our targets remain
tough but within reach,” said chief executive Steve Mogford. The company said it
was “unlikely” to report rewards at the
end of the 2015-16 financial year under
the Outcome Delivery Incentive (ODI)
programme installed under the PR14
price controls.
Severn Trent Water
Severn Trent Water presented a bullish
report with a forecast for the year end of a
£10 million reward from ODIs. It claimed
progress in 83% of its operational indicators and secured efficiencies of £372 million in its asset management programme
and anticipated £50 million more by May.
The firm reported a creditable financial start to life under the new price control regime. Group profit before tax for
the first half year to 30 September 2015
was up 36% on the same period last year
at £186.2 million, on sales virtually unchanged at £896.1 million. Underlying
pre-tax income was £174.7 million – a
12.9% hike year on year while underlying operating profit was up 2.6% at £281
million.
Severn Trent restructured this year into
two main businesses, Regulated Water
and Waste Water and Business Services.
Regulated Water and Waste Water comprises Severn Trent Water’s wholesale

operations and household retail activities
and related support functions and generates the bulk of the group income. Business Services takes in the businesses in the
USA, UK, Ireland and Italy, the group’s
renewable energy business and Severn
Trent Water’s non-household retail business.
South West and Bournemouth
Pennon’s water business, comprising
South West Water (SWW) and newly acquired Bournemouth Water, presented a
strong start to the price control period.
SWW maintained efficiencies and outperformance in total expenditure as well as
increased demand during the six months
to 30 September 2015. It has predicted efficiency gains over the five-year price control period of about £27 million through
synergy with its new Bournemouth business. SWW chief executive Chris Loughlin predicted further such gains from the
duo: “The combined business is aiming
to set the benchmark for efficiency at the
next price review,” he said.
The business reported net rewards under the new ODI programme of about
£2.2 million from bathing water, odour
and supply restrictions after penalties for
outages and pollution incidents.
South West’s revenue was down 3.4% to
£259.1 million on the same period in the
previous year with profit before tax down
3.1% at £83.5 million. Revenue from
Bournemouth boosted Pennon’s water
operation sales to £279.3 million – a 4.1%
hike year on year – and income from the
acquisition lifted the water business pre
tax profit to £87 million, up 0.9% on the
previous year’s first half. “South West Water is confident of delivering and outperforming its business plan [over the price
control period],” said Loughlin.
SWW gained a significant advantage
over its London-quoted rivals through
having the lowest cost of borrowing of the
trio. For the first half of 2015-16, its cost of
debt was 3.2%, outstripping United Utilities’ 3.7% and Severn Trent’s 4.6% over the
same period.
South West Water’s declared strategy
for business retail market opening in 2017
is to retain existing customers and target
growth out of area. Its separate business
retail company will “capitalise on opportunities from [Pennon’s waste business]
Viridor’s national footprint and customer
relationships”. TWR
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Abstraction Incentive Mechanism | report

N

ailing down a method to curb
the environmental impact of
abstraction has proved to
be a tough task. Original intentions to include it in PR14 had to be
abandoned as the data needed was not
available at an adequate quality. And Ofwat recognised that it would have been
ill-advised then to embark on the significant work needed to address the data
quality shortfall mid price review.
All the while, abstraction is putting
pressure on our inland water environment. Flows have been shown in many
cases as insufficient to support a sound
ecology and to achieve “good ecological status” under the Water Framework
Directive (WFD). So from April 2016,
water companies will have to navigate an
Abstraction Incentive Mechanism (AIM),
designed to protect environmentally sensitive sites from abstraction at unacceptable rates. Ofwat is consulting on the incentive until 14 January.
In its original draft, the AIM was to be
based on financial rewards and penalties. But the model currently in train will
be based initially on reputational risk. A
taskforce of 12 people – nine from water
companies and one each from Ofwat, the
Environment Agency and WWF – drew
up and published in October this year
what will be required of companies to report their performance under the AIM in
the period to 2019-20.
The taskforce has:
❙ listed the environmentally-sensitive
AIM sites that each company has agreed
with the Environment Agency (England
only; there are no listed sites in Wales)
❙ provided options for the implementation of reputational incentives
❙ advised on a financially based AIM that
might be applied post 2020
❙ put forward solutions to vexed data issues.

Fundamentally the incentive will
act to ensure that sensitive sites are
protected only at times when they are
vulnerable. But formulating a means to
determine a site’s environmental sensitivity and how that might trigger the
AIM for that site is challenging. And
chief among the challenges, according to Ofwat, has remained the absence
of wholly reliable data which thwarted
progress in earlier work.
Data difficulties
Problems have been as fundamental as
identifying the appropriate threshold for
determining when the AIM should apply.
Among particular issues cited by Ofwat
are surface water bodies with no gauging
station nearby.
Ofwat had considered using environmental flow indicator (EFI) levels to set
the trigger points at which the AIM would
apply. EFI is a hydrological classification
used to determine the extent to which water flow is behind a failure to achieve good
ecological status. But stakeholders suggested that the EFIs were not designed to
be the basis for incentives. The regulator
had also planned to use data on abstraction at surface water bodies calculated as
being in one of three bands – each indicating a degree of non-compliance with
EFI. But flow band calculations are intrinsically complex and require large amounts
of abstraction and flow data.
The taskforce has proposed that the
data issues could be addressed by placing identification of AIM sites with the
water companies in consultation with
the local Environment Agency office and
other regional stakeholders. The taskforce’s thinking is that this pool of local,
detailed knowledge of water bodies on
matters such as the impact of groundwater abstractions on surface water flows,

AIM in
sight

Local knowledge
pools will be used
to overcome data
difficulties when the
Abstraction Incentive
Mechanism gets
underway in April. By
Trevor Loveday
the location of gauging stations and so on
would be more up to date and accurate
than the data sources previous considered
by Ofwat.
Companies have, for various reasons
that are listed in the consultation document, reduced the number of abstraction sites originally considered by Ofwat
for inclusion in the AIM. The watchdog
has proposed that the water companies
engage with their customer challenge
groups and publish their reasons for rejecting abstraction sites. “We think this
will improve the legitimacy of the AIM
with stakeholders,” said Ofwat.
The regulator asserted that reputational
incentives will be effective in bringing
about the changes needed to improve the
environmental record of abstraction. It
said: “We know that reputation is a powerful motivator and can help drive company behaviour. We have seen, for example, the power of regulatory league tables
in driving companies to seek to improve
their position by changing what they do
and how they do it.” TWR

Key aspects of the AIM
❙ AIM triggers: The taskforce has proposed that
the incentive mechanism would be triggered by
locally determined conditions specific to each
identified AIM source. Typically these would be a
fall in a river flow or ground water level below a
certain level. The AIM would then apply for the
duration of the AIM trigger conditions.
❙ AIM sites: A water company will identify AIM
sites by applying three “filters”:
❙ filter 1 will identify a potentially unacceptable
impact on the environment if operated at curTHE WATER REPORT	

be the baseline measure. A company would
determine its response to the AIM by subtracting the abstraction rate under the AIM from the
baseline rate and multiplying the result by the
length of the AIM period. A positive result would
indicate that the company had outperformed
the AIM while a negative AIM score would show
underperformance.
To compare companies, the AIM score would
❙ AIM score: For a site that is considered to war- be normalised as the ratio between the AIM
rant an AIM, the taskforce has proposed that the score and the product of the baseline and the
AIM period.
mean abstraction rate prior to the AIM should
rent rates
❙ filter 2 will require the site “probably” to have
an existing replacement source of water
❙ filter 3 allows the water firm to add further
filters.
Ofwat has said that the word “probably” may
need to be removed and is looking through its
consultation to define the third filter more clearly.
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In Brussels this month:

A storm is brewing over
stormwater overflows...
So in Brussels this month we got the early
warning signs of a potentially big battle
next year, regarding stormwater overflows.
Essentially, the Commission thinks
it has to act in this area and is seriously
considering applying standards that apply across Europe, which could cost sewer
operators a lot of money.
Earlier this year the Commission instigated a study into stormwater overflows
and we have just seen the initial findings.
The study highlights some fundamental
challenges. It says there is no common
understanding or definition across Europe about what stormwater overflows
are. It also points to limited access to information about the legal requirements,
guidance and permitting in each country.
The study found 16 member states
have national standards that regulate
storm water overflows. Another eight
member states have standards that cover
only one part of storm water issues, are
non-binding or cover only part of the
country.
The authors of the study also reflect a
lot on the US experience, where there are
clear and more rigid nationwide laws and

Neil Dhot is secretary general
delegate at EurEau, the
European Federation of
National Associations of Water
Services. Neil will be providing
an update from Brussels each
month.
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regulations on this issue. They suggest this
as a model that should be followed.
The study concludes that action should
be taken on all the challenges mentioned
above and better monitoring and assessment is needed. It also recommends
member states have action plans to reduce
the impact of storm water overflows, potentially supported by EU guidelines.
Early next year, water companies will
be having a crucial workshop with the
Commission on this issue and the UK
will be well represented. Sarah Gillman of
Scottish Water, who is also EurEau’s lead
on compliance with wastewater regulation, will chair a discussion about future
outcomes. Tony Harrington of Welsh Water will be presenting the work of the 21st
Century Drainage programme, and how
we are already looking at long term solutions for managing wastewater.
Drinking Water Directive update
There have also been some developments
on the Drinking Water Directive review
as the initial consultants’ study into the
effectiveness has just concluded. Overall
the evaluators found the Directive is still
fit for purpose legislation which protects
the health of EU citizens. They state that
setting parameters for microbiological
substances has reduced microbiological
outbreaks, and monitoring the parametric values is an effective way of collecting
the information necessary to show the Directive’s requirements are being met. They
report high levels of compliance among
member states.
As part of the study, the consultants have
also looked at the economic benefits/efficiency of implementation of the Directive.
They estimate €8bn was spent on implementation across the EU in 2014 but the

benefits outweigh these costs considerably.
I am sure we all agree the Drinking Water Directive is one of the better pieces of
EU legislation but the reality is the consultants’ cost/benefit assessment is not actually that robust. As The Water Report was
being printed, the Commission was due
to present the evaluation study in more
detail to European water operators and
stakeholders. There will be a three-day
crunch through all the details also with
drinking water regulators from member
states in late January.
Indian opportunity
Finally, I was lucky enough to be invited
by the EU to go to India to share knowledge with water experts over there. There
is a huge project the government is trying to get off the ground to clean up the
River Ganges. Also, India is attempting to
deliver a piece of legislation like the Water Framework Directive, in particular to
tackle the environmental harm and water
scarcity the country is suffering.
The EU and indeed many of Europe’s
embassies are working hard to secure
delivery contracts for the engineering,
technology and innovation in water services in India. But listening to the Indians,
I think they need something different.
They already have most of the experts
and technology that they need. The underlying reason why water services and
the environment are not improving fast
enough is down to a lack of expertise on
management, effective legal and regulatory frameworks and financing/funding.
We have plenty of this kind of expertise
in the UK and that is something we could
think about exporting. Many other countries are doing this already so why miss
out? TWR
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ireland | report
Contributed by Roger Milne

Think tank: Irish Water and bills must stay to
fund “services fit for a modern economy”
Independent Irish think-tank
Public Policy has published a paper arguing strongly against abolishing Irish Water and scrapping
domestic water charges. Both issues are set to figure prominently
in the country’s upcoming general election due next spring. The
think-tank argued that getting rid
of the water body and abolishing
water charges would “set back the
prospects of having water services
fit for a modern economy”.
It described Ireland’s water industry as “a mess”. Years of underinvestment, poor operations and
old infrastructure meant that at
the start of 2015 over 900,000
people were at risk of drinking
contaminated water, over 23,000
people were on boil water notices
and spare capacity to supply water
to Dublin was just 2%. The water
infrastructure was twice as old as

the European average and costs
were double the UK average.
Ireland, said the think-tank, was
unique in the developed world in
not charging most households for
the water they use. Public Policy
insisted: “The old system for delivering water and sewage services by
31 local authorities had failed”.
It argued that the new utility had already made “significant
progress” although much remained to be done. It highlighted
the fact that some 20,000 people
have already been removed from
boil water notices and spare capacity in the Dublin Region has
increased to 8 per cent – significant progress towards the industry
standard of 15 per cent.
Public Policy acknowledged
that certain aspects of establishing
Irish Water could have been handled better but argued that return-

ing water to local authority control would qualify for Einstein’s
definition of insanity: “Doing the
same thing over and over again
and expecting different results”.
The think-tank said the charging
system was flawed because the cap
agreed to make it politically acceptable was set at a level which meant
that the majority of customers had
no incentive to save usage. What
was needed was a scheme which
provided an incentive to conserve
while protecting the poor.
Ending water charges would be
a retrograde step. An increase in
taxes would be required. Depending on which taxes were increased,
they could either be more regressive than water charges or inhibit
job creation.
The think-tank quoted a PwC
report which highlighted that dependence on the Exchequer for

Overhaul for Irish RBMPs
On 18 December, the Republic
of Ireland’s Department of the
Environment (DoE) will close a
consultation on its second round
of River Basin Management Plans
(RBMPs).The administration has
acknowledged that the exercise
first time round was not a howling success. It was two years late
in meeting the schedule required
under the Water Framework Directive.
The consultation document
noted that the first RBMPs set
very ambitious targets for water
quality improvement and projected that the majority of water bodies would achieve good
status by 2021. The reality was
somewhat different. “The current
status of water quality in Ireland
falls well short of the targets set
out in the first cycle of RBMPs,”
says the report. The DoE blamed
THE WATER REPORT	

the economic downturn for this
failure.
It has also admitted that the
governance regime wasn’t fit for
purpose. “Arrangements were
overly-complex and responsibilities were poorly defined with no
single body having overall responsibility for developing the
plans and overseeing delivery of
the programmes of measures.”
A revised governance model
has been established for the second round of RBMPs based on
a single national approach. The
Eastern, South Eastern, South
Western, Western and Shannon River Basin Districts will
be merged to form one national
River Basin District.
In relation to the North Western and Neagh Bann International River Basin Districts a
single administrative area will be

established in the South for the
purpose of coordinating water
management with authorities in
Northern Ireland.
The water status assessment for
2010-2012 showed that 47 per
cent of rivers, 57 per cent of lakes,
55 per cent of estuaries and 7 per
cent of coastal waters (by area)
required work to bring them up
to standard. Bacterial contamination posed a risk to drinking water
quality, especially in private wells
where there is no disinfection
treatment in place.
The two most important suspected sources of pollution in
rivers were agriculture and municipal wastewater discharges, according to the document.
The DoE plans to publish the
country’s draft RBMPs by December 2016 and the final versions by
the end of 2017.

capital funding had constrained investment in water infrastructure in
the past. It noted that around €300
million was invested in infrastructure in 2013. The Irish Water Business Plan envisages this increasing
to €800 million by 2021.
PublicPolicy pointed out that one
of the key advantages of establishing
Irish Water as a commercial publicly-owned utility was its capacity to
borrow “off the government balance
sheet”. For Irish Water to have that
status over 50 per cent of its income
must come from customer revenue.
Abolishing water charges would
make that impossible.
Pure government funding would
jeopardise water investment. “Given the other demands for public investment in the areas of education,
health and housing, investment in
water is likely to be crowded out as
has happened in the past.”

Independent
green regulator
mooted for NI
Northern Ireland’s environment minister Mark H Durkan
has started consulting on the
options for an independent environmental protection agency
for the Province.
Current government restructuring plans mean his
department will no longer exist next May when functions
including water pollution
regulation are transferred to
others. Durkan insisted: “Most
jurisdictions on these islands
and Europe have some form
of independent environment
body. They have successfully
demonstrated the advantages
of a clear separation of roles
and responsibilities”.
December 2015
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AMR: can you
shift out of peak?

Our board-level briefing this month suggests taking
advantage of the switch to more advanced metering in
energy to negotiate a better deal at contract renewal.

I

n November, energy giant E.On was
forced to pay a £7 million penalty
by Ofgem because it failed to install
advanced (AMR) meters at the premises of many of its business customers.
It’s a mark of how seriously the regulator takes the switch to “smart” meters for
businesses that read consumption every
half hour, instead of just totalling use
over longer time periods.
The AMRs are the start of a switch to
more accurate energy pricing – a change
that has dangers and opportunities for any
business. The change should be easy to
grasp for any company or individual that
understands how much
cheaper it is to take
trains or flights outside
peak times. The same
forces are at work: there
are financial benefits
from helping the system
run more efficiently by
Janet Wood is editor of New
using it at slack times.
Power, an expert publication
In the energy system,
for energy specialists.
that is because at peak
www.newpower.info@Janet_NewPower
times the oldest, least ef-

Question your energy manager
❙ Have advanced meters been installed on our premises?
❙ When is our energy contract due to be revisited or
renewed?
❙ On what basis will we be charged?
❙ Are we using site metering and submetering to give
us more granular energy data and help direct energy
efficiency measures?
❙ Does the price we pay for electricity vary throughout
a 24-hour period and what are we doing to move our
loads to the cheapest periods?
16
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ficient plant are called on, and that means
that the price peaks for everyone at those
times.
In the past, there was not much energy
customers could do about this. Meters simply ticked over a total of how much power
had been used since the last read. As for
energy suppliers, they took a view on when
customers were most likely to use power
(by allocating them to one of a small group
of standard usage profiles), bought power
to meet the need forecast, and shared out
the cost of peak usage according to profiles.
AMR will change that: finally companies
will be able to understand how their energy
use changes throughout the day and week –
and so will energy suppliers. What is more,
thanks to a change in industry codes, and a
hefty software and billing system upgrade,
suppliers will be able to charge companies
according to actual usage throughout the
day, rather than according to a standard
profile – a change known in industry codespeak at P272. What is more, time of use
tariffs could be introduced.
Suppliers will have to offer new-style
contracts for any renewals and renegotiations after 1 April 2016.
What’s in it for you?
Apart from it being generally a good thing
to be charged for actual use, this change
is clearly intended to give companies an
incentive to shift their usage out of peak
(read expensive, and likely most polluting) periods. That should lower costs and
improve security. At the moment all users
are paying, one way or another, to keep
peak plants in readiness and in operation:
a lower peak lowers total cost.

Should it affect your actions? Certainly.
It’s worth saying that you don’t have to
move to a supply contract based on halfhourly billing, or with variable tariffs at
different times. But not changing could be
poor strategy.
A flat rate tariff does not mean you are
not paying for peak use. The cost is simply
hidden within your flat rate, along with
additional cost to cover the risk of energy
companies being hit with higher costs
than expected.
With AMR meters in place, companies
that can move any of their use out of peak
time will certainly do so, especially if they
have a time of use tariff to make the shift
more attractive. That means users left on
standard tariffs will have a higher proportion of peak users – so a smaller number
of standard tariff users will carry both the
peak cost and the cost of the risk associated with it. You don’t want to get stuck
carrying those costs.
The advice for companies is to grab
that AMR data with both hands and do
as much analysis and planning as possible, before you negotiate your next power
contract.
Peak times are typically early morning and 4-7pm. If you use little energy at
those times – or could shift energy out of
those times – you are probably overpaying for peak power and it’s time to negotiate your energy bill downwards.
If you see a lot of power use at peak
times then the answer is to look afresh
at your usage and pick it apart. There are
plenty of consultants who can help with
that investigation, and it might best be
done by installing sub-meters, permanent
or temporary, on particular processes
within your operation. And once you
know exactly what you use and when,
there are many energy management
specialists who will have advice to offer
on how to get costs into cheap periods,
whether it involves new hardware, software or even just behaviour change. Even
your supplier should have some advice
to offer: if they don’t, it may be time to
change your supplier as well as your energy use. TWR
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EA on climate plans: water NEWS
IN BRIEF
sector best but bar is low
The water sector put in the best
climate change adaptation plans
of all sectors, according to the Environment Agency – but the bar
was low.
That was the message delivered
by Richard Lamb, Adaptation Reporting Power (ARP) lead in the
Environment Agency’s Climate
Ready Support Service, to delegates at a CIWEM seminar on
Climate Change Adaptation Plans
at the start of the month.
Lamb said he had read all the
plans submitted to DEFRA by organisations from a variety of sectors. They are reporting under the
second round of the ARP under
the Climate Change Act 2008.
These were published on gov.uk last
month. He praised water for being
the “best sector” but indicated this
hadn’t been difficult to achieve.
“Some of the reports we had in are
frankly shocking, and none of yours
were,” he told water company representatives at the meeting.
Lamb gave delegates a brief
breakdown on where the sector
had performed well and less well
against the evaluation criteria:
❙ Identifying, assessing and ad-

dressing risk: water did pretty
well here. “You can all tick the box
on this,” Lamb commented, adding companies had used appropriate climate projections (such as
UKCP09) and looked at high risk
scenarios. “Hardly anyone is doing horizon scanning though,” he
added.
❙ Actions: this criteria considered
how well companies had delivered
on promises made in their first
round reports (or what reason
they had for not delivering), and
looked at planned second round
actions. Lamb said he found it
hard to see a sector-wide “common thread” on round one delivery explanations, and that there
was evidence of variety between
companies on board level interest.
❙ Opportunities [arising from
adaptation]: the picture across
the industry was “inconsistent”
and in the round, “lists are slightly
lacking”.
❙ Uncertainties and assumptions: on this criteria the industry
was “there or thereabouts”, with
barriers to adaptation particularly
well covered.
❙ Interdependency: Lamb said

Task & Finish Group on resilience
On the day of the CIWEM event, the independent Resilience Task &
Finish Group convened by Ofwat published ten recommendations on
meeting the challenges posed by resilience issues, as part of a wider
report. These were:
1. Agree a shared definition of resilience for the sector.
2. Increase public engagement and education.
3. Ensure clear routes for funding legitimate resilience measures.
4. Ensure coherent planning for resilience at both a national and
regional level.
5. Establish wastewater, sewerage and drainage plans.
6. Improve understanding of risk and failure.
7. Ensure services are resilient under different water sector structures.
8. Develop benchmarking, standards and metrics.
9. Ensure existing plans are stress-tested.
10. Establish a water and wastewater resilience action group.
Ofwat is expected to publish its response as part of its Water 2020 work,
which was due on 10 December after this edition of The Water Report
went to press. We will look at the Task & Finish Group’s report and the
regulator’s response in more detail in our January edition.
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“this is where it all goes wrong”,
adding some companies were better than others though. “Some of
you failed to acknowledge you
are interdependent on things like
power and telephones,” he chided.
❙ Policy development: comments
on this were “virtually absent”
from reports. Lamb pondered
whether companies were “too
scared” of Ofwat to comment.
Lamb said companies would be
asked to report on their climate
change adaptation work again in
2018/19. He advised them in the
meantime to study the reports of
other companies from within and
outside the sector and to work together more. “I think you are all
capable of more, and the key here
is collaboration.”
In the discussion that followed
the presentation, reaction from
water companies indicated the
reporting process itself might
need some work. Thames Water’s climate change and sustainability strategy manager Dr Keith
Colquhoun commented that the
Agency’s approach to evaluation seemed a bit “tick list”. He
explained, for instance, that
Thames considers tacking leakage
as “business as usual” so hadn’t
specifically detailed this activity
in its climate plan – but that the
Agency would mark it down for
that. Lamb said he needed “clear
supporting evidence” from companies of their activities to be able
to evaluate them.
It also seemed that there was
confusion over the definition of
some of the terms companies had
been asked to report against, with
companies and the Agency seemingly having varying understanding of what terms like “opportunities” actually meant. One delegate
also asked what Lamb meant by
“horizon scanning” when he said
companies had fallen down on
that point.

❙ DEFRA budget: DEFRA
was told to make efficiency
savings of 15% by 2019-20
in the spending review last
month. The Chancellor said
South West Water customers
would continue to receive
£50 off bills for the duration
of the Parliament, and that
there was a six year budget
of £2.3bn for flood defence
spending.
❙ Resilience project: Water
UK has commissioned
NERA, Atkins and Mott
McDonald to carry out a
major project scrutinising
the resilience of water supplies over at least the next
50 years. The work will help
shape a high level strategy
and framework for the long
term planning of water
resources.
❙ Packing his Baggs:
Martin Baggs has announced he will step down
as Thames Water chief
executive by the end of
next year.
❙ Cox reappointed: DEFRA
has reappointed Jonson
Cox as Ofwat chair until
October 2020. The announcement came two
weeks after his previous
term officially expired, with
the delay thought to be
due to discussions over the
length of the term.
❙ Charging rules: Following provisions made in the
Water Act 2014, Ofwat has
moved away from approving companies’ charging
schemes. It now sets rules
about charging schemes
that companies must comply with.
❙ Living Wage: Scottish
Water and Northumbrian
Water have joined the
swelling ranks of accredited
Living Wage employers in
the water sector.
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Ex-minister scrutinised as CCG chair
Former water minister Dan Rogerson will take up post in January as chair of the Wessex Water
Partnership, the successor body
to the company’s PR14 Customer
Challenge Group. The Water Report understands his appointment has exercised the industry
because as water minister until
seven months ago, he would have
taken decisions that continue to
affect Wessex Water. The suggestion is he could be compromised
as a consumer representative by
his previous work; a particularly
difficult situation given the customer trust and confidence agenda of the day.
Ahead of accepting the role,
Rogerson sought the advice of the
Advisory Committee on Business
Appointments (ACOBA), a nondepartmental public body which
considers applications under the
business appointment rules about
jobs for former ministers and senior civil servants. ACOBA said:

“The Committee sought the views
of his former department, which
confirmed that his decisions while
in office will have affected all in
the water industry equally, and
that there is no way he could be
seen to have favoured Wessex Water. However, given Mr Rogerson’s
former responsibilities as a Minister, the Committee believed that it
was appropriate for there to be a
gap between that role and his new
position.”
It subsequently approved the
appointment, subject to the following conditions:
❙ He should not take up the post
until 1 January 2016.
❙ He should not draw on any
privileged information available
to him as a minister.
❙ For two years from his last day
in ministerial office, he should not
become personally involved in
lobbying the government on behalf of his new employer, its parent company or its clients.

Wessex Water is understood to
be alert to the perception issue,
but was sufficiently reassured by
ACOBA’s decision that it honoured the recommendation to appoint Rogerson made by the independent panel it convened for the
purpose of recruiting a chair. The
panel comprised representatives
from the Environment Agency,
Citizens Advice and the company,
and was chaired by David Heath,
who was appointed CC Water’s
Western region chair in March.
Like Rogerson, Heath was a Liberal Democrat MP for the south
west until May and a former DEFRA minister.
Among the four other shortlisted candidates Rogerson beat
to the job was Charles Howeson,
who was Heath’s predecessor as
CC Water’s Western regional chair
and chair of five PR14 CCGs –
for Wessex, Bristol, South West,
Bournemouth and Cholderton.
Howeson is now continuing as

independent chair of South West
Water and Bristol’s customer
groups.
CC Water said any political
concerns around the appointment
were a matter for government.
The news of Rogerson’s appointment came as Wessex Water
reported its interim results for the
six months to 30 September 2015.
Operating profit decreased by
£5.1m to £120.2m, while profit
after taxation increased by £13.0m
to £84.1m. Total turnover decreased by £8.4m to £262.2m. The
company said its regulated tariff
turnover decreased by £8.1m of
which £10.3m was due to a 5.9%
price cut imposed by Ofwat, partially offset by November RPI
of 2%. Turnover from non-tariff
activities decreased by £0.3m.
The company also reported solid
operational and customer performance, including the retention of
its position at the top of the SIM
table.

The government must evaluate
the use of mandatory Water Protection Zones (WPZs) to protect
the water environment against
farm pollution following a court
victory for WWF-UK, the Angling Trust and Fish Legal.
The three groups took the government to the High court last
month regarding 44 protected
freshwater sites affected by agricultural pollution. They argued
that in 2009, the government committed to using WPZs – which
provide a legal framework for introducing bespoke local measures
to reflect the needs of a specific
catchment – alongside voluntary
farm action. But that in 2011, DEFRA ministers and the Environment Agency “decided to put the
brakes on the use of WPZs, except
as a ‘last resort’.” The groups said
the decision was not made public
18
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Ducking its duty? WPZs treated as “last resort”
and no WPZs have been put in
place since.
David Nussbaum, chief executive, WWF-UK, said: “This was
an ideologically driven decision,
taken behind closed doors, which
contravened the government’s
public position. It also flies in
the face of DEFRA’s own analysis
which has repeatedly shown that
relying on voluntary action by
farmers alone will not solve the
problem of agricultural pollution.

© Ben Hall / rspb-images.com

WWF wins High Court battle for use of WPZs

“We believe the use of this
‘last resort’ doctrine to evade
installing WPZs has not only
been devastating for our protected rivers and wetlands but is
also unlawful. Worse still, with
these specially protected sites
continuing to be polluted, it is
baffling that WPZs are still not
being used as we approach the
December 2015 deadline – if
this doesn’t count as a time of
‘last resort’, what does?”

The judge recognised the need
for urgent action and asked the defendants to agree with the claimants what steps need to be taken
to progress WPZs in the future.
An agreement was subsequently
reached between the parties.
Nussbaum said: “This takes
the ministerial handcuffs off of
the Environment Agency... the
government must now act with
haste and put necessary measures
in place to tackle pollution from
farms that is devastating these
specially protected sites.”
David Wolfe QC, said: “Defra and the EA’s new statement
should mean that they will now
actively consider WPZs as the way
of delivering benefits for the environment rather than waiting until
other approaches had demonstrably failed before even turning to
them.”
THE WATER REPORT
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There was a chink of light for new entrants, customers and others pressing for
higher retail margins in the competitive
business market when Ofwat published
its Consultation on the review of non
household retail price controls last month.
While the regulator emphasised it was
minded to stick by its PR14 position, the
two key questions it posed in the document opened the door to alternative suggestions. These were:
❙ Should this review focus only on issues
relating to the non-household retail price
controls and the default tariff price caps?
❙ In considering non-household retail issues, should this review allow for the reallocation of costs and margins between
default tariff price caps, but with the constraint that aggregate levels of non-household retail costs and margins remain the
same as in the existing controls?
Ofwat’s PR14 position was that a 2016
review would give water companies the
opportunity to refine their non household
retail cost and margin allocations between
the default tariff caps ahead of market
opening, to ensure they are cost reflective and compliant with competition law.
There would be no reopening of household retail or wholesale controls; no higher overall cost allowances for companies;
and no change in the aggregate allowed
net margin (2.5%) across non household
customer types.
The regulator said it had not so far been
convinced by any new evidence that it
should alter this stance, although it said
it was considering evidence from new entrants which suggests the cost to serve and
net margins in the non household energy
sector are significantly higher than Ofwat
has proposed for water, and that the nonhousehold retail price controls set in December 2014 did not include a sufficient
allocation of costs or margins.
It further argued the level of overall
costs and margins could be tackled at
PR19 “when there is clear evidence about
how competition is developing”. However, Ofwat added that it was “important
that consistency with our final determinations is not misinterpreted as unnecessary rigidity, and we will consider wider
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competition

watch
Ofwat subtly slackens
retail margin stance

Regulator stands by its PR14 position on an
aggregate retail margin capped at 2.5% net, but
says it will listen to evidence to the contrary.
issues if new information emerges that
suggests change is necessary to best protect customers”.
A number of potential new entrants,
particularly Business Stream, have been
very vocal on the fact that the proposed
average margin is far too low: at 6% gross,
it pales compared with what is available in
both the Scottish market and the energy
market. Privately others have questioned
the robustness of the numbers. Some
customers also intend to respond to the
consultation. The Major Energy Users’
Council for instance will flag that such a
low margin carries the following risks for
customers:
❙ Retailers won’t be able to offer customers attractive price discounts.
❙ Retailers won’t be able to invest in service improvements or innovations for
customers.
❙ New entrants will be discouraged, limiting customer choice. This will be an issue
for all customers, but especially for multisites hoping to switch to a single supplier.
The most common solution proposed
is that Ofwat should lower wholesale

prices so retail margins can be expanded
without customers incurring higher costs.
Transparency and consistency
Ofwat proposed a two year non household retail price control at PR14 because
there were significant differences between companies in the allocations of
costs and net margins to apparently similar default tariff price caps. In the consultation, the regulator acknowledged
there is a lot of complexity associated
with default tariff caps, and to illustrate
this, provided an appendix highlighting
the variety across the industry for seemingly similar customer types. In light of
this, it calls for respondents to make proposals on:
❙ Improving transparency in the mapping of tariffs to the default tariff caps.
❙ Changes that would address the apparent diversity in the levels of default tariff
price caps.
❙ Changes that would improve comparability between companies in terms
of default tariff caps and tariff structures. TWR

timetable for the 2016 non-household retail review
Date

Milestone

11 December 2015

Current consultation closes

8 April 2016

Statement on method and data table requirements for the review

15 June 2016

Companies submit any changes to their cost and margin allocations
together with the data tables and supporting evidence.

16 September 2016

Draft determinations

28 October 2016

Responses to draft determinations

16 December 2016

Final determinations

1 April 2017

Price controls come into effect at market opening
December 2015
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Is it really
What will next year’s cost benefit
analysis of domestic competition
find – and will it even matter?

E

veryone will by now be well aware that the Treasury
published a document advocating the extension of
water retail competition to households on 30 November. The paper – A better deal: boosting competition to
bring down bills for families and firms – has no detail but its
core message on water is: “Ofwat will provide an assessment
by summer 2016 of the costs and benefits of extending retail
competition to household water customers. Following this, the
government will work with water companies to begin the transition to household retail competition before the end of this
Parliament.”
This domestic retail ambition is part of a far wider package of
measures for families, which takes in energy, communications,
legal services, banking, health, insurance and even school uniforms, as well as a package of action for businesses, particularly
SMEs. The focus of A better deal is on promoting competition.
It is hard to take issue with the overall intention. The Treasury points out: “Well-functioning markets are the lifeblood of
a thriving economy. They promote growth, innovation and efficiency. Competition fosters consumer choice, resulting in better
products and services at lower prices and ensuring more disposable income in the hands of working people. It is essential to the
UK’s long-term economic success.”
Last minute
However, on water competition specifically, the reality is far less
clear cut. The decision to enable household switching came as a
bolt out of the blue. As far as The Water Report can ascertain, neither DEFRA nor Ofwat pushed the policy and in fact had little
input into it. Some reports suggest the regulator may have had as
little as ten days’ notice of the plan, while water companies themselves appear to have had virtually no notice (a couple of days)
let alone much of a say (briefings are understood to have gone
on right up to the wire). Our conversations with stakeholders
indicate the policy has come from a senior level within Treasury
and the Department of Business, Innovation and Skills.

Total industry potential financial implications
of household retail customer losses
Current

NHH retail revenue

4515

5% revenue
loss
4289

10% revenue 25% revenue
loss
loss
4063
3386

NHH retail cost to serve

4037

3936

3835

3532

NHH retail margin

478

353

228

-146
Source: Moody’s
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The document, including the water competition provision, has been interpreted by some as a knee-jerk reaction on
the part of those departments to seize back the pro-consumer
high ground against a backdrop of austerity and in particular
since the chancellor’s tax credits u-turn. One source said a hat
had effectively been passed around Whitehall, and any seemingly pro-consumer measure thrown in. This could be why the
likes of doing away with exclusive school uniform supply deals
nestle uncomfortably alongside far more fundamental structural
changes in essential services.
Supporting this hypothesis further is the fact that there is
no clamour from customers for the change. Even after the announcement, few household consumers will be aware switching
is on the cards; meanwhile a number of informed customer representatives we sounded out confirmed domestic competition
had not been remotely on their radar. The Treasury does not
present any evidence of customer demand in its paper and does
not cite any reference to having conducted any fresh analysis on
this front (the last time household retail was studied in detail was
in 2003, following the Water Act).
So in the round it looks very much like a policy made in haste.
This too would explain the inherent contradiction in the document’s suggestion that, while Ofwat will undertake a cost benefit
analysis in 2016, the Treasury’s mind is already made up to get
the ball rolling on market opening by 2020. If that reading is correct, it is a far cry from evidence-based policy making.

Benefits and costs
If we assume for a moment that the cost benefit analysis will
carry weight, what might it show?
For customers, any potential savings will surely be miniscule.
At £385 a year, the average water bill is dwarfed by most other
household outgoings. Analysis by Moody’s points out that across
the sector, retail revenues account for around 10% of total revenues (with non-household retail revenue around 2% and household retail revenue around 8%, on average). So for households,
the retail element of the bill is approximately £30. Ofwat set the
net margin for household retail activities at 1% at PR14. So on
the face of it, customers are looking at tiny potential savings.
More worryingly still, the policy could actually lead to bill rises
if existing cross subsidies are unwound. Take bad debt costs. These
are currently smeared across each company’s customer base, and
add up to £15 to bills. It’s not difficult to imagine that competitive
retailers would cherry pick good payers, leaving a smaller number
of customers with the incumbent to each pick up a larger share
of bad debt costs. Moreover, in its modelling of household retail
scenarios, Moody’s assumes companies’ household retail costs are
50% fixed – so for instance if a company loses 10% of its customers, its household retail costs fall not by 10% but by half of 10%.
A separate customer issue concerns companies’ non household retail offerings. It is quite plausible to imagine companies
THE WATER REPORT
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worth it?
being distracted from their non household retail preparations
– which are difficult enough as it is (see report p22-25) – by the
new announcement. This could jeopardise effective delivery of
a market for businesses in 2017.
A related point is that it seems incredibly bad planning to
spring household competition on water companies less than 18
months before the business market is due to open. Had companies known earlier, the choices and investments they have made
to prepare for the non household market may well have been
different. It is hard to say who might come off worse from the
policy shift: the less prepared companies, on the grounds that
they are already behind the beat and have little time to make
up lost retail ground, should they want to; or those who have
prepared more enthusiastically for non household competition
specifically. For instance, a fully separated non household retail
business will have more to unwind to incorporate household
retail than a company that has chosen to remain integrated and
to rely on compliance activity.
And what of costs? It is impossible at this stage to speculate
exactly what delivering household retail competition would
cost. What we do know is that the budget for delivering central
systems and arrangements for non household retail has already
risen above original expectations and that that will only be the
half of it. Once individual company preparation costs are factored in, the price tag will look considerably larger.
There are also higher financing costs to be considered. The
Moody’s analysis mentioned earlier is taken from a paper published by the ratings agency on 3 December. This suggests household competition would be credit negative because it would increase business risk on two main fronts:
❙ Cashflow volatility will increase as customer numbers fluctuate. Moreover because some household retail costs are fixed (for
instance, the cost of billing systems and running call centres)
revenue losses will not always be offset by cost savings. The table
shows Moody’s modelling of three revenue loss scenarios for the
industry (before tax impact). Margins go into the negative in the
25% revenue loss scenario.
❙ Counterparty risk will increase. Moody’s explains that exposure to “potentially small and less well capitalised counterparties,
as new entrants provide retail services and act as the main cash
collection agent for the regulated water revenues, will increase
counterparty risk”. This could be significant.
While at first glance these might be seen as investor issues primarily, if they push up financing costs for the industry, customers will be affected too.
What now?
Whatever your view of household retail competition as a policy
– Ofwat for one is predisposed towards competition where it is
beneficial and feasible – there can be little doubt that the manner
of its introduction has been poor. Announcing it at no notice
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and, crucially, before a thorough cost benefit analysis has been
conducted, seems unnecessary.
Moreover, little consideration appears to have been given to
efficient delivery. Last year’s Water Act contained no provision
for household competition, which means new legislation will
be required. Meanwhile, with more planning and notice, Ofwat
could have factored domestic switching into its Water 2020 work
programme. As it is, the regulator has been landed with a whole
new work stream for 2016 when it is already incredibly busy and
its resources stretched. Some reports suggest Ofwat argued for
more time but that this was rejected.
Likewise for DEFRA. It could have planned domestic competition into its non household retail work programme. Among the
issues the department has been overseeing is business retail exit.
Whether exit might be permitted from the household market
remains to be seen.
Publicly, most stakeholders have politely welcomed the development. Water companies will very likely engage fully with next
year’s cost benefit analysis work, and take the opportunity to raise
their issues and concerns – as will other stakeholders. Ofwat has
sensibly highlighted the important role this review should play.
It is difficult to call whether the decision to go or not to
go on household switching will rest on the outcome of the
cost benefit review as would be right and proper, or whether
the political will is sufficiently strong to drive through the
policy regardless, as part of a broader package of measures
to benefit consumers. But at first glance, the ideology in A
better deal seems pretty strong. TWR
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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.

T

here is little confidence that water companies will be fully ready
for market opening by April 2017
– even on the basics – according
to the findings of this month’s The Water Report Expert Forum. Our research
partner Accent asked our Forum members – leaders and opinion formers from
in and around the sector – for their views
on water company retail market preparations, 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 structure 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 readiness in some aspects of preparation will
be sufficient for the market to open. On

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. Approximately half our Forum members 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 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 anonymised, unless members are happy to be identified.
The next Forum will take place in January for the February 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
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Hide or seek? There is huge variety on retail preparation company to company
THE WATER REPORT
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data, for instance, while only 8% anticiChart 1: By the time the market opens in April 2017, how
pated full readiness, a further 76% anticiready do you expect water companies to be in each of the
pated partial readiness. Non household
following areas?
data is a notoriously thorny area and no
one is expecting pristine quality on day
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one. So how much of an issue data qualSystems/technology
ity proves to be will come down to exactly
Data
how partial the readiness is.
Some of the verbatim comments we
Codes/legal compliance
received on data indicated we should
Appropriate organisational
have a positive outlook – for instance:
structure in place
“Companies recognise that there is lots
Behavioural aspects - ready to
of room to improve their data” and “…it
behave appropriately in the market
is impossible for companies not to have
Culture: distinct retail and
received the message and started work on
wholesale cultures
preparing for their submissions in 2016”.
Wholesale operations prepared
Others were less optimistic: “Data quality
Retail strategy prepared
is a huge issue and some companies seem
under-prepared for ensuring their data is
ready for the new market”; “The danger
Fully ready
Partially ready
Not at all ready
Don’t know
is that [lack of] data integrity in one or
more companies could derail the market
on wholesale operations and devising
a
on day one.”
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A lower proportion said
Unsurprisingly, expectations on the retail strategy. Systems/technology
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2017 Among
necessarily expect separate cultural iden- the comments we received were:
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tities for instance to emerge until after
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April 2017. It was also noted that on reChart 2: In preparing for non household retail market
Fully ready
Partially ready
Not at all ready
Don’t know
tail strategy, some companies are actively
opening, how much
attention
do you think
water companies
overall have so far paid to each of the following aspects?
choosing to be second movers and hence
the absence of a honed retail strategy on
0
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100
day one shouldn’t be taken as an indicator
Systems/technology
of unreadiness.
However, if Forum members’ expectaData
tions are correct and appropriate cultures
Legal compliance with
and behaviours don’t emerge rapidly, the
codes/regulations etc
effective operation of the market could be
Organisational structure
hindered.

At present the three biggest
challenges to the market [are]
data, data and data…

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 attention to codes and compliance, systems,
data, organisational structure, the impact
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Behavioural aspects - eg appropriate
behaviours in the open market
Culture - eg cultivating different retail
and wholesale cultures
Impact on wholesale operations
Devising a retail strategy for post
April 2017
A lot of attention

Some attention

No attention

Don’t know
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What additional support do companies need?
More direction/clarity from policymakers
❙ “Guidance [on] measures required to remain
compliant.”
❙ “More regulation on the wholesalers and a
tighter reign on their efficiencies and customer
service levels. This will enable better quality service from the retailers and better margins which
will improve the competition and attractiveness/
benefit of switching.”
❙ “More explicit guidance on how the interfaces between retail and wholesale need to be
designed.”
❙ “The regulator and government need to be
more proactive in some of the early decisions
which need to be made to set the marketplace.
Too much devolvement to companies will create more need for bilateral negotiations and
regional differences and lead to a worse functioning market. There will be change processes
in place once open so there will be room to
react accordingly as the market matures.”
❙ “There should be an industry coach helping
and prompting companies to move forward
when they find the going tough or are not sure
what to do.”
Stick to timetable and prioritise:
❙ “Not everything needs to be in place for day
one of market opening in order for the market
to function effectively. Developing a shared

understanding of the most critical aspects of
market functioning and focussing effort and cost
on these items would help ensure everyone gets
to the start line on time.”
❙ “A bigger emphasis on sticking to published
timetables and greater pressure on those who
are causing them to slip.”
❙ “Further thought to focus work on the critical
aspects and ensure there is enough time and
resource to get this done.”

market opening and these will not be recovered through charges. So greater financial
support would be welcome, targeted from the
group that will benefit. No further ‘consultancy’
support required as all companies receiving
sufficient amounts of this from ‘the market’, the
programme and MOSL.”
❙ “The framework is in place and the parties are
all contributing although no-one is discussing
who should bare the costs of all this!”

Systems support
❙ “The more separate the retailer is ahead of
market opening then the more difficult shadow
market operating is. The conjoined entity is responsible for all income, debt, etc yet the retailer
is expected to run as if the market were open.
Therefore the dilemma for the wholesaler is how
to be separate while remaining responsible for
the retailer’s activities.”
❙ “There could be more support for the consistent system and data challenges – for example
all companies will require some financial
settlement review/reconciliation – a consistent
approach or system might be beneficial to all
customers.”

For customers…
❙ “More structured support and a communication plan to the customers who are going to be
affected.”
❙ “Much greater access to databases for business rate payers.”

Financial assistance
❙ “There is no doubt that all companies are
incurring substantial costs in preparing for the

No thanks
❙ “Nothing - they have to succeed or fail on their
own.”

❙ “There is a wide spectrum. The best prepared companies started work years ago
and may have been active in the Scottish
market. Other companies do not welcome the market and may be trying to
hold the market back.”
❙ “The larger companies are well ahead
in the game with the smaller companies
struggling to keep abreast of the ever
shifting sands of market reform.”
❙ “There will be a large variance, those
who have been involved early in discussions will have a much better view of what
being prepared means. Others who have
previously been in denial about the ben-

The best prepared companies
started work years ago and
may have been active in the
Scottish market. Other companies do not welcome the
market and may be trying to
hold the market back.
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Creative suggestions
❙ “A regional roll out of competition under which
companies can bid to be later in the deployment of competition. The proceeds from the
auction would be ring fenced to assist companies implement water efficiency initiatives to non
household customers.”
❙ “Periods of grace as the culture acclimatises.”

efits of a competitive market will be much
further behind in their thinking and will
only be focussing on minimum compliance.”
❙ “Yes, some are much further ahead with
their preparation. This in not related to
size of company, more so on attitudes of
the boards / owners.”
One respondent pointed out that the
less prepared companies will have actively
chosen to be so; that they wouldn’t have
just accidentally got left behind: “Based
on inter company collaborations, I am
aware it is clear that companies are taking different perspectives on many of the
aspects, and this is naturally driving their
approach to preparation. I do believe
though that all companies are fully aware
of their responsibilities and are preparing
accordingly.”
The Treasury announcement on domestic competition (see report page 2021) will have rather thrown the cat among
the pigeons for the less prepared. Our
research was conducted before the announcement. One member commented:
“It seems that there are only a handful of
companies which are showing an interest.

Out of the 23 retailers we deal with, only
c.6 are investing in developing systems,
reviewing the data, refreshing their customer service teams, etc. The rest are presumably happy with having no change to
their domestic market hence don’t mind
losing their business customers.” Such a
sentiment will surely now have to be reviewed.
Biggest challenge?
Next we asked what the main challenges
on readiness are. Two issues dominated
the responses: data and culture. Some of
the comments we received on each are
below, together with a selection of comments on other issues.
Which aspect of retail market
preparation is the most challenging for water companies and why?
Data:
❙ “At present the three biggest challenges
to the market [are] data, data and data…”
❙ “Data, as we know many small errors
exist and are currently tolerated.”
❙ “Data accuracy which is caused by lack
of connectivity with Local Authorities
THE WATER REPORT
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and availability of data bases reflecting
actual addresses.”
❙ “Data is always a challenge but establishing an appropriate degree of readiness
in terms of risk and cost is critically important and challenging.”
❙ “I think the data is likely to be challenging as everyone uses such different
systems.”
Culture:
❙ “Changing the culture of the business to
reflect the separate operation of the retail
and wholesale functions. In particular,
wholesalers recovering cost on all activities, understanding charges calculated by
MO, operating in a non anti-competitive
manner. For retailers associated with incumbent companies, taking a stricter line
with customers that cause costs to be incurred i.e. late payments.”
❙ “Data is the obvious one, but cultural
change is massive and one that will become more and more challenging as
2017 approaches and not enough focus
has been given to it. The knock on effects
could be serious too in terms of compliance etc.”
❙ “The cultural implications - it is always
difficult to develop a new culture.”
Other:
❙ “The cost of compliance versus the
value on offer, this equation leads you not
to want to partake in the market. Noneconomic decisions around reputation
and seeking regulatory favour are driving
some of the more advanced retail stances.”
❙ “As we move closer to market opening,
customers’ expectations will be difficult to
meet. And as the market opens customers will become frustrated that they are
prevented from contacting the wholesaler
when they have an operational problem
(which will be at odds with access ‘rights’
for domestic customers).”
❙ “Being commercial and agile in a competitive market. This is very different
from the traditional approach focussed
on the regulator and engineering.”
❙ “Developing a realistic market strategy
– almost all companies think they will be
net winners which is not possible.”
❙ “Getting the airtime in businesses which
are primarily wholesale companies.”
❙ “Internal systems and how they are going to work – water companies have very
outdated systems!”
❙ “Interaction with the Market Operator
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and completion of the financial settlement.”
❙ “The behaviour aspects of two entities
and understanding responsibilities. There
can be systems in place and ready to go
but historically people deal with people to
get the job done and this will be hard to
change.”
❙ “The lack of clarity on separation has
driven an expectation that lip-service to
separation will suffice.”
❙ “Understanding what the wholesale
business has to do with customers – the
retail business in theory has the contact
but this will not be entirely true!”
❙ “While data-related answers are likely
to be popular, data is in the companies’
control. What is going to be more challenging for them is dependences on others, such as Ofwat and DEFRA taking too
long to make decisions.”
On the re-brand wagon?
We got quite a variety of responses when
we asked what, if anything, (beyond what
is currently proposed) should be done to
support companies as they prepare for
the open market (see box). Finally, we
asked if the Forum anticipated much in
the way of rebranding/corporate identity
change from water companies as a result
of retail market opening. Opinion was divided. Among those who felt there would
be rebranding activity, there was a strong
thread that this would only be pursued
by the more active companies. Other relevant factors cited were historic performance and reputation, and existing identity. Among the comments made were:
❙ “A few companies – particularly those
with a comparatively poor reputation –
may want to rebrand, but most won’t as
their name is known. Rebranding could
confuse – think of Three Valleys to Veolia
to Affinity.”
❙ “Depends on the reputation and customer scores of the company – if [they
are] good then companies will emphasise
continuity, if not then a new start.”
❙ “It seems logical that any existing companies that have strong regional identities
may wish to rebrand if they are seeking to
pursue a growth retail strategy on a national basis. This has already occurred for some
water company related retailers. But there
would be no need to rebrand the wholesale
business just because of the market.”
❙ “Not at first but bespoke business facing
brands will grow.”

“There is no doubt that all
companies are incurring
substantial costs in
preparing for the market
opening and these will
not be recovered through
charges. So greater
financial support would be
welcome, targeted from the
group that will benefit.
❙ “Some but perhaps not as much as people might think.”
❙ “Some, but will only mask deeper issues.”
❙ “Yes it is inevitable for those choosing
to compete, especially out of their area.”
Some respondents flagged up that rebranding could help with the cultural
preparations identified at the outset as being behind the beat. For instance: “There
will need to be [rebranding] in order that
customers and employees can understand
the responsibilities of different parties”;
“Yes, differentiation is an important precursor to cultural change”; and “Yes, moving to a national identity is a key plank in
our strategy and others will view this way
also.” So rebranding may be something
worth company consideration, even if it
is not on the radar as yet. TWR
December 2015
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Business
Stream
won’t
have to
publish
charges

WICS proposes a retailer sales
code of practice and lighter
requirements on the incumbent
as Scots market thrives

T

he Water Industry Commission
for Scotland (WICS) has signalled its intention to tighten up
the standards expected of licensed
providers (LPs) in general, and to loosen
some of the particular obligations carried by Business Stream as its market
share diminishes.
In an open letter to stakeholders, chief
executive Alan Sutherland explained
WICS is reviewing the operation of the
non household retail market in Scotland
in light of:
❙ The opening of the English market in
2017. It wants to ensure that the market
framework in Scotland will continue to
work well when the retail market in Eng-

land opens, and that there are no unnecessary differences in the processes that
retailers working across both countries
must follow.
❙ The marked increase in the number of
licensed providers operating in the Scottish market (see box).
Key changes
In the letter, Sutherland proposed three
main areas of change.
❙ Sales and switching code of practice.
The regulator stipulates that information
given to customers must be clear and
accurate and that the switching process
must be smooth. The letter said: “The
Commission has observed that, as competition and levels of switching within the
Scottish market have increased, so too
have the number of complaints about retailers’ compliance with the market rules.
This has included a number of complaints
about retailers blocking their customers’
switches.”
To combat this, WICS proposed a code
of conduct to ensure high standards of
practice. It has given LPs the opportunity
to lead the development rather than it impose a code on them, saying: “This would
be good for customers, good for the market and good for retailers.” Sutherland has
invited LPs to set up a working group.
To deal with the switching block issue
more immediately, the Commission will
consult on a change to the market code,
which would require all licensed providers blocking a switch to write to affected
customers explaining why and what these
customers would need to do to be able to
switch provider.
❙ Licence conditions for a level playing
field. In view of its 100% market share

Licensed providers and when their licences were granted
❙ S cottish Water Business Stream Limited (January
2008)
❙ Anglian Water Business (National) Limited,
formerly known as Osprey Water Services Limited
(April 2008);
❙ Aimera Limited (April 2009)
❙ Water 2 Business Ltd, formerly held by Wessex
Water Enterprises (October 2009);
❙ Severn Trent Select Ltd (April 2012);
❙ Thames Water Commercial Services Ltd (August
2012)
❙ Veolia Water Projects Limited (September 2012)
❙ United Utilities Water Sales Limited (October 2012)
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❙ Clear Business Water Limited (June 2013)
❙ Kelda Water Services (Retail) Limited, formerly
known as Yorwater Limited (June 2013)
❙ Cobalt Water Limited (July 2013)
❙ Real Water Edinburgh Limited (October 2013)
❙ Commercial Water Solutions Limited (October 2013)
❙ Source for Business Limited (April 2014)
❙ Castle Water Limited (July 2014)
❙ Blue Business Water Limited (September 2014)
❙ NWG Business Limited (October 2014)
❙ Ondeo Industrial Solutions Limited (November
2014)
❙ Everflow Limited (October 2015)

on day one, WICS included a number of
special obligations in Business Stream’s
licence and required it to comply with a
Governance Code. The letter summarised
that Business Stream:
❙ Must take decisions independently of
the rest of the Scottish Water Group.
❙ Cannot receive any financial cross subsidy from Scottish Water and must, for
example, ensure that it generates a return
of 12% per annum on its equity.
❙ Must not exploit its relative market
strength – for example, it can only charge
each class of customer on a cost reflective
basis and must publish details of all its
charges and other terms and conditions
that it makes available.
In what must come as welcome relief
to Business Stream, the Commission is
minded to:
❙ Retain a general obligation for Business
Stream to achieve a rate of return which
reflects both a reasonable long term equity return and a premium based on the
particular risks it faces, but without the
requirement to specify a particular level
or measure of return.
❙ Remove the requirement to publish details of any charges it agrees with a nonhousehold customer within 40 business
days when Business Stream’s market share
falls below 50%.
❙ Retain all of the other general conditions.
Meanwhile for all LPs, the Commission
intends to consult on modifications to the
standard licence conditions, which would
require all licensees and their parent companies to make an annual declaration that
they have complied with state aid and
competition law.
❙ Extension of the market audit. Scotland’s market operator the Central Market Agency currently audits market participants on code compliance. WICS
proposed extending the audit to include
“whether the systems and process that a
retailer has in place are consistent with
the market rules and any industry codes
of practice and whether each retailer is
complying appropriately with their own
systems and processes”.
WICS welcomes comments until 14
December. The next step, early next year,
would be to publish a formal consultation on any proposed amendments to the
conditions contained in retailers’ current
licences. TWR
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16TH ANNUAL

CITY CONFERENCE 2016
Wednesday, 2 March

Now in its 16th year, Water UK’s City Conference is
the foremost financial event for the water sector.

8.45am – 4.30pm
200 Aldersgate,
London EC1A 4HD
Contact Grace Williams
to book your place
gwilliams@water.org.uk
+44 (0)20 3772 8991
www.water.org.uk/events
@WaterUKEvents
#city2016

> Gain insight from senior industry leaders on the future shape of
the sector
> Take an active role in the wider debate on the strategic direction
of the water industry in the UK
> Hear the latest thinking on opportunities within UK water from
a range of key fund managers and analysts
> Use this unique opportunity to join senior decision makers over
a seated networking lunch

BOOK NOW
FOR EARLY BIRD RATE

Conference chair

“

Regulatory Keynote

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

Water UK Partners

”

Jonson Cox
Chairman, Ofwat

Media Partner

Charity Partner

