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Regular exclusive research from The Water Report & 
Accent into the thoughts of industry leaders on the 
sector’s key issues. Topics to date include:
❙ the post election water policy landscape
❙  the future of customer engagement and 
empowerment
❙ Upstream markets and prospects for Water 2020
❙ business retail readiness
❙ domestic competition

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

data, data and data…
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There is little confidence that wa-

ter companies will be fully ready 

for market opening by April 2017 

– even on the basics – according 

to the findings of this month’s The Wa-

ter Report Expert Forum. Our research 

partner Accent asked our Forum mem-

bers – leaders and opinion formers from 

in and around the sector – for their views 

on water company retail market prepara-

tions, challenges and likely readiness. 

Only a little over half of respondents 

expected companies to be fully compliant 

with codes and legal requirements, and to 

have an appropriate organisational struc-

ture in place at market opening. Fewer 

than half anticipated full readiness in any 

other area, including on IT systems – a 

prerequisite of participation. These results 

are shown in chart 1. The implications of 

a lack of readiness in these core aspects of 

preparation speak for themselves.  

The picture is considerably better if we 

group expectations on partial readiness 

together with full readiness. Partial readi-

ness in some aspects of preparation will 

be sufficient for the market to open. On 

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

we polled our Expert Forum on water company readiness for 

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

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

found confidence in short supply even on the basics.
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Chart 1: By the time the market opens in april 2017, how 

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

following areas?
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Chart 2: in preparing for non household retail market 

opening, how muCh attention do you think water Companies 

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

twr expert forum

The Water Report, in partnership with 

market research company accent, set up 

the Expert Forum to consult every other 

month on a key industry issue. approxi-

mately half our Forum members are at board level and 

most of the remainder in other senior management posi-

tions. many thanks to all those who have joined. 

Group members are emailed surveys which should 

take no more than ten minutes to complete. Responses 

are treated as confidential. Findings will be reported in 

aggregate only and any comments used will be ano-

nymised, unless members are happy to be identified. 

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

ruary issue of The Water Report. We would be delighted 

to welcome more members in senior positions. If you 

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

Forum, please email karma@thewaterreport.co.uk

data, for instance, while only 8% antici-

pated full readiness, a further 76% antici-

pated partial readiness. Non household 

data is a notoriously thorny area and no 

one is expecting pristine quality on day 

one. So how much of an issue data qual-

ity proves to be will come down to exactly 

how partial the readiness is. 

Some of the verbatim comments we 

received on data indicated we should 

have a positive outlook – for instance: 

“Companies recognise that there is lots 

of room to improve their data” and “…it 

is impossible for companies not to have 

received the message and started work on 

preparing for their submissions in 2016”. 

Others were less optimistic: “Data quality 

is a huge issue and some companies seem 

under-prepared for ensuring their data is 

ready for the new market”; “The danger 

is that [lack of] data integrity in one or 

more companies could derail the market 

on day one.”
Unsurprisingly, expectations on the 

softer aspects of readiness were the low-

est. Between a fifth and quarter of respon-

dents said water companies would not be 

at all ready in cultural terms to compete 

– i.e. would not have distinct wholesale 

and retail cultures in place by April 2017 

– and would not be at all ready to behave 

appropriately in the market. Only 8% and 

4% anticipated full readiness in these re-

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

of market opening; indeed, some Forum 

members pointed out that you wouldn’t 

necessarily expect separate cultural iden-

tities for instance to emerge until after 

April 2017. It was also noted that on re-

tail strategy, some companies are actively 

choosing to be second movers and hence 

the absence of a honed retail strategy on 

day one shouldn’t be taken as an indicator 

of unreadiness. 
However, if Forum members’ expecta-

tions are correct and appropriate cultures 

and behaviours don’t emerge rapidly, the 

effective operation of the market could be 

hindered. 

Wide variety
To put the results on expected readiness in 

context, we asked the Forum how much 

attention water companies overall have so 

far paid to each of the various preparation 

activities. Over 80% of respondents said 

companies had paid some or a lot of at-

tention to codes and compliance, systems, 

data, organisational structure, the impact 

on wholesale operations and devising a 

retail strategy. A lower proportion said 

the same order of attention had been paid 

to behavioural and cultural aspects (high 

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

chart 2. 
We appreciate that asking about overall 

readiness could mask significant variety 

company to company. So we also asked 

the Forum for views on the level of vari-

ety across the industry. Virtually all those 

who commented thought the variety was 

marked, though a number of different ex-

planations as to why were offered. Among 

the comments we received were: 

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

ity government mean for the water policy 

landscape? This was the subject of our 

first  The Water Report Expert Forum sur-

vey, conducted in the week following the 

7 May result. The new Forum comprises 

leaders and opinion formers from in and 

around the industry. Members are polled 

bi-monthly to get a snapshot of senior 

opinion on topical or important issues 

(for more details, see box – TWR Expert 

Forum)

Positive, negative, neutral? 

Asked how positively they felt about the 

new government in terms of its overall 

impact on the water sector, 55% were 

neutral, 38% positive and just 7% nega-

tive. The majority neutral showing will 

reflect the high likelihood of policy con-

tinuity from the Coalition administra-

tion: if things don’t change significantly, 

it is perhaps hard to feel either positive 

or negative about them. The high neutral 

showing could also be read as an acknowl-

edgement that many stakeholders outside 

of Westminster, not least regulators and 

companies themselves, have major roles 

to play in the performance of the sector. 

But clearly where Forum members’ 

views did shift one way or the other, this 

was overwhelmingly to the upside. Chart 

1 shows this result, alongside sentiment 

towards specific policy areas. There is 

interesting variety. Sentiment is over-

whelmingly positive on attracting invest-

ment to water (71%) and policy stabil-

ity (64%), and delivering non household 

retail competition (56%), with most of 

those not selecting the positive option in 

these fields feeling neutral. 

Repeatedly, respondents cited the To-

ries as “business friendly”,  and as the 

leading Coalition partner were expected 

to press on with existing policy, provid-

ing stability and certainty. Liz Truss’ re-

appointment as environment secretary is 

cited specifically as shoring up this stable 

outlook. One member enthused that it 

was “excellent to have a stable govern-

ment that can take forward the Water Bill 

proposals, drive economic growth and fa-

cilitate a more diverse water sector”. 

On retail competition, one member 

commented: “Any further potential for 

changes (ie new party in government) 

would have led to further delays which 

exPert ForuM MaPs 

PoliCy landsCaPe
negative views of vulnerable customer help and environmental 

safeguarding mar otherwise positive or neutral view of tory policy; 

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

labour ideas not dead and buried.

would not be able to be incorporated 

within the challenging timescales.” We 

must be careful though not to assume a 

tick in the positive box necessarily indi-

cates support for retail market reform. 

One observed competition was “absolute 

dogma in Tory policy so for better or 

worse it will happen”. 

Neutral sentiment was dominant in 

most of the other policy areas asked 

about: ensuring customers get a fair deal 

(64% neutral); securing sustainable/re-

silient water resources (62%); environ-

mental safeguarding (62%); and effective 

regulation (55%). Some of the interesting 

comments made in these areas were: 

Customers

❙  “More a matter for Ofwat within the 

legislative framework the previous ad-

ministration set out (and which this new 

administration is likely to follow).”

❙  “No one is going to pursue an overt 

policy against this.”

❙  “Social tariff policy not working.”

Environment

❙  “Environmental credentials are mixed.”

❙  “Good track record but EU doubt.”

Resilience

❙  “I don’t think 5 year governments can 

really plan for energy, water etc.”

❙  “Need to make SUDS mandatory on 

new developments, even if that means 

helping to subsidise their installation and 

maintenance. It will be cost effective over 

the longer term.”

Regulation

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

ernment learn from the mistakes in en-

ergy and keep out of implementation, 

things should be ok.”

❙  “There will be less interventionism by 

government in this parliament than there 

would have been under a Labour admin-

istration.”
There were only two areas where nega-

tive sentiment had a significant show-

ing. Firstly, 27% viewed the government 

negatively in terms of helping vulnerable 

or low income customers. In their com-

ments, respondents mentioned welfare 

cuts, that customer-funded social tariffs 

were inadequate but likely to stand; that 

Labour would have done more. One more 

optimistic view was that: “Policy is stated 

as ‘One Nation’ so the vulnerable have to 

be looked after.”

Secondly, 20% took a negative view of 

the Tories on environmental safeguard-

ing. One member remarked that there 

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

Better use of agri subsidies would help but 

dead hand of Treasury stifles good ideas.” 

Another observed: “The Conservatives’ 

record and stance on the environment is 

weak in comparison to the Lib Dems and 

Labour.”

Priority mismatch

Despite this overwhelmingly neutral/posi-

tive overall outlook, Forum members were 

not confident that the new water minis-

ter (unannounced at the time of writing) 

would have the right priorities. There was 

little alignment between our expert panel-

lists’ views on what the new government’s 

top specific water-related priority should 

be, and what they expected it to be. 

Chart 2a shows what Forum members 

would favour as a top priority. There is 

very little consensus, with the strongest 

showings going to: floods and water man-

agement (20%); effective delivery of non 

household retail competition (17.5%); 

pinning down prospects for upstream 

reform (15%) and dealing with water 

stress (15%). The remaining third were 

split fairly equally between: abstraction 

reform, better vulnerable customer help, 

sustainable drainage, integrating water 

considerations into shale gas exploration, 

facilitating corporate M&A (see box – A 

benign environment for M&A), shar-

ing customer/shareholder benefits more 

equally, ecosystem services, simplifying 

regulation and increasing resilience. 

Chart 2b shows what Forum members 

expect the government to pursue as a top 

priority. This is far more clear cut. Half 

expect the priority to be effective delivery 

of business retail competition; 20% floods 

and water management; 12.5% abstraction 

reform; and 17.5% other (from the catego-

ries listed in the preceding paragraph). 

Worthy of particular note here is that 

abstraction reform, which the govern-

ment has committed to progess in the 

next parliament, barely registers as a Fo-

rum priority. Meanwhile, members clear-

ly expect delivery of the non household 

retail market to get far more priority than 

they think it deserves. Two Forum wish 

list priorities – pinning down prospects 

for upstream reform and dealing with wa-

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

On the former, one respondent comment-

ed: “This is where the real customer ben-

efits lie (if the DEFRA Impact Assessment 

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

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

to understand how upstream reform can 

contribute to increase resilience and more 

cost effective environmental solutions.” 

On the latter, one member remarked sim-

ply that “water efficiency programme not 

[a] priority”.

The main area of alignment between 

desire and expectation is around floods 

and water management – perhaps be-

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

one’s hearts. One Forum member called 

such issues “highly emotive” while an-

other observed: “This matters to ‘real 

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

be caught out by the next Somerset Levels 

event.”

tWr expert Forum

at the start of May,  The Water Report, 

in partnership with market research 

company accent, set up the expert 

Forum to consult every other month on a 

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

whom are at board level and most of the remainder in 

other senior management positions. Many thanks to all 

those who have joined. 

group members are emailed surveys which will take 

no more than five minutes to complete. responses are 

treated as confidential. Findings will be reported in ag-

gregate only and any comments used will be ano-

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

issue of  The Water Report.

We would be delighted to welcome more members 

in senior positions. if you are interested, please email 

karma@thewaterreport.co.uk -

%tage

0 10 20  30 40 50 60 70 80 90 100

Stability of water policy

Attracting investment 
to water

Ensuring customers get 
a fair deal

Vulnerable/ low income 
customer help

Delivery of non-household 

retail competition

Environmental 
safeguarding

Securing sustainable/

resilient resources

E�ective regulation

Overall impact on 

the water sector

0 10 20  30 40 50 60 70 80 90 100

National a�ordability 
scheme

Sustainability duty for 
Ofwat

Tax clampdown

%tage

Floods and water management 20% 

Non household retail 17.5% 

Upstream reform15% 

Water stress15% 

Other 32.5% 

Non household retail 50% 

Floods and water management 20%

Abstraction reform 12.5%

Other 17.5% 

20% 12.5%

17.5%

50%

15%

20%

15%

32.5%

Positive 

Neutral 

Negative 

Don’t know

Abandoned/no progress 

Pursued by government

in some form 

Other 

17.5%

Chart 1: hoW positively do you vieW the neW 

Conservative majority government in terms oF  

the FolloWing 

-

%tage

0 10 20  30 40 50 60 70 80 90 100

Stability of water policy

Attracting investment 
to water

Ensuring customers get 
a fair deal

Vulnerable/ low income 
customer help

Delivery of non-household 

retail competition

Environmental 
safeguarding

Securing sustainable/

resilient resources

E�ective regulation

Overall impact on 

the water sector

0 10 20  30 40 50 60 70 80 90 100

National a�ordability 
scheme

Sustainability duty for 
Ofwat

Tax clampdown

%tage

Floods and water management 20% 

Non household retail 17.5% 

Upstream reform15% 

Water stress15% 

Other 32.5% 

Non household retail 50% 

Floods and water management 20%

Abstraction reform 12.5%

Other 17.5% 

20% 12.5%

17.5%

50%

15%

20%

15%

32.5%

Positive 

Neutral 

Negative 

Don’t know

Abandoned/no progress 

Pursued by government

in some form 

Other 

17.5%

Chart 2a) What Would 

you like the neW 

government’s top 

speCiFiC Water-related 

priority to be?

-

%tage

0 10 20  30 40 50 60 70 80 90 100

Stability of water policy

Attracting investment 
to water

Ensuring customers get 
a fair deal

Vulnerable/ low income 
customer help

Delivery of non-household 

retail competition

Environmental 
safeguarding

Securing sustainable/

resilient resources

E�ective regulation

Overall impact on 

the water sector

0 10 20  30 40 50 60 70 80 90 100

National a�ordability 
scheme

Sustainability duty for 
Ofwat

Tax clampdown

%tage

Floods and water management 20% 

Non household retail 17.5% 

Upstream reform15% 

Water stress15% 

Other 32.5% 

Non household retail 50% 

Floods and water management 20%

Abstraction reform 12.5%

Other 17.5% 

20% 12.5%

17.5%

50%

15%

20%

15%

32.5%

Positive 

Neutral 

Negative 

Don’t know

Abandoned/no progress 

Pursued by government

in some form 

Other 

17.5%

Chart 2b) What do 

you expeCt the neW 

government’s top 

speCiFiC Water-related 

priority to be?

February 2016  

THE WATER REPORT

20

THE WATER REPORT 

February 2016 21

TWR ExpERT FoRum|report

report|TWR ExpERT FoRum

DomEsTic
Driven by ideology not evidence; too soon; and 

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

The Water 
Report Expert  

Forum
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TWR ExpERT FORum|report

tWr expert Forum

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

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

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

report|TWR ExpERT FORum

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

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

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

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

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

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

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

SEcTOR SplIT ON WhOlESAlE 
mARkETS AND pR19 plANS

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

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

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

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

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

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

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

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

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

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

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

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

eUROPe WAtCh business as usual despite 
brexit.

RePORt segmenting RCv would shake 
water’s whole investment proposition.

  RePORt Resilence: infrastructure v 
affordability?

feAtURe Wessex and Albion embrace new 
markets.

  RePORt Rethinking vulnerability and 
stocktaking on affordability.

RePORt Investing abroad and global 
lessons on wastewater reuse.

  NeWs RevIeW

  IReLANd NeWs RevIeW Irish Water hangs in 
the balance.

  INdUstRY COMMeNt Using drones to survey 
flood damage.

  eNeRGY fOR WAteR stay on board with on 
site renewables.

RePORt MOsL calls “red” to ramp up 
resources.

 RePORt Low margins prompt cost cutting 
UU/severn merger.

 INdUstRY COMMeNt CGI on data 
requirements for the Central Market 
system.

  RePORt Interim supplies and deemed 
contracts. 

 INdUstRY COMMeNt Going digital on 
wholesaler/retailer interactions.

Karma ockenden, editor,
The Water Report 

Affordability is the key to 
resilient infrastructure
According to water minister Rory Stewart, the country is facing “a real 
public policy choice” over whether to prioritise investing in resilient 
infrastructure for the future or keeping bills down today (see report, 
p10-13). This choice doesn’t require a huge amount of thought: we 
will absolutely need robust water and wastewater infrastructure for as 
long as there is life on Earth, so neglecting investment now to save a 
few quid would be both selfish and short sighted. 

At this point in such discussions, someone usually says increased 
resilience doesn’t have to come at a higher price. They have a 
point, and of course where solutions can be found that tick both 
boxes they should be pursued as a priority. A good example of this 
is detailed in our feature on Albion Water, on p14-17.

Markets too can be employed to keep the cost of delivering 
more resilient infrastructure down. Again, this is being pursued.  

However, to fully meet the challenges of climate change and 
expansion, markets and win win solutions won’t be enough alone 
and it is inevitable that water bills will have to rise. A new reservoir 
for London, for instance, will come with a price tag. I appreciate 
this isn’t a very fashionable view at the moment, but water and 
sewerage services are as cheap as (in fact, far cheaper than) 
chips and most households could pay more – may even volun-
teer to if what is at stake can be effectively conveyed.

DEFRA’s emerging thinking on resilience is to be commended. 
Its resilience “roadmap” published on 2 March sets in train a 
bold, long term vision for building a more robust sector – and 
one that will be underpinned by a Strategic Policy Statement 
and National Infrastructure Commission recommendations. 
But affordability is the missing link: what happens to those who 
can’t afford to pay? Water companies have stepped up in this 
space and Ofwat’s thinking is maturing (see report, p18-19). But 
affordability policy needs to match resilience policy if everyone 
is to benefit. 

Almost certainly, calls for national affordability support will fall on 
deaf ears in the current era of austerity. But the government could 
take steps to ease the pressure on hard pressed households – for 
instance, by legislating to tackle the £21 bad debt cross subsidy 
on every bill, and by sharing DWP data with water companies to 
help them target their support 
effectively. Editor: karma Ockenden e: karma@thewaterreport.co.uk t: 07880 550945

Art Editor: Numa Randell e: numa@randell-family.org.uk t:07754269168
subscriptions: subs@thewaterreport.co.uk single annual subscription £699; 
corporate annual subscription (10 copies plus unlimited e-copies) £1,999.
Website: www.thewaterreport.co.uk
Address:  The Water Report, 68 Church street, brighton bN1 1RL
Publisher: kew Place Limited

Feedback, comments and 
suggestions very welcome. 

Contact me on  
karma@thewaterreport.co.uk  

or 07880 550945.
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Analysts and investors at Wa-
ter UK’s City Conference on 
2 March pressed ofwat to 
share details on exactly how 

it will ensure the transition from rpI 
to CpI indexation at pr19 will be value 
neutral. Matt Cuchra, KpMG partner, 
corporate finance – power and utili-
ties, asked ofwat chairman Jonson Cox 
whether there was scope for the regula-
tor to share its numerical analysis and 
model on how value neutrality would 
actually be interpreted. This followed 
work KpMG has conducted on behalf of 
United Utilities, scrutinising options for 
indexation change (see box on page 6).

Cuchra was supported in his call by 
subsequent commentators. Thames Wa-
ter’s chief finance officer Stuart Siddall 
said the model sharing suggestion was 
“eminently sensible” while peter Dooley, 
managing director, global banking & 
markets at rBS, likened predicting the 
gap between rpI and CpI to “pin the tail 
on the donkey”, adding that value and rev-
enue neutrality is difficult to demonstrate 
given the many regulatory “levers” in play. 
He said it would be useful for ofwat to 
share its plans for NpV neutrality and to 
make its commitment enduring.

Cox responded positively to Cuchra’s 
suggestion, saying he would take away 

the idea for further consideration. He said 
though that ofwat had been “at pains” to 
reassure investors on the value neutrality 
of the rpI-CpI true-up and that the mar-
ket needed to “trust us”. 

Generous plan
The transition to CpI was one of two main 
financing issues that occupied discussion 
at the City Conference (see report on p8-9 
for details of sentiment towards new mar-
kets). Dooley said investors are asking why 
the regulator favours CpI and why the shift 
is being proposed now? also, whether the 
transition  will be transparent, how small 
companies in particular might be affected 

CItY CALLs ON OfWAt  
tO shARe CPI vALUe  
NeUtRALItY ANALYsIs
financiers demand details and an enduring commitment that 
they won’t be left out of pocket by indexation change.
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[the water-only companies have a larger 
proportion of rpI-linked debt within their 
financing structures so are particularly 
exposed] and how might ofwat demon-
strate/guarantee NpV neutrality. 

Cox listed “compelling” reasons to 
move away from rpI, including that it’s 
no longer credible and customers will be 
exposed to less volatile prices under CpI. 
He rhetorically questioned how the regu-
lator might defend itself to the likes of 
the National audit office and public ac-
counts Committee (both of whom have 
recently criticised ofwat’s track record) 
if it is seen as having failed to have suf-
ficiently protected customers. With a nod 
to his audience, he remarked that should 
the regulator lose its credibility “invest-
ment probably suffers”. 

Cox also pressed home the point that 
ofwat had already shifted away from its 
starting position of moving to full CpI 
indexation of bills and rCV. It had, Cox 
said, listened to evidence brought forward 
on the amount of rpI linked debt in the 
sector (he estimated this to be around one 
third of total sector debt – Moody’s analy-
sis suggests the figure to be nearer half) 
and to concerns about the speed of transi-
tion. Subsequently, ofwat had shifted to 
supporting the 50:50 CpI/rpI plan (see 

box). He remarked the proposal it put 
forward in December was “more gener-
ous that it might have been”. 

Finally he told delegates that stakehold-
ers must treat ofwat’s Water 2020 propos-
als as a package rather than “decrying the 
unwelcome bits while banking the good 
bits”. He described its proposals in the 
round as “firm and balanced” and remind-
ed everyone that ofwat would put forward 
Water 2020 licence changes as a batch. 

Investor issues
These assurances failed to cut much  
mustard with the analysts and investors 
present at the City Conference, however. 
Their objections and concerns, aired 
throughout the conference, included the 
following. 
❙  RpI is not defunct: Dooley snubbed 
the idea that rpI was no longer credible. 
He pointed out that the UK Debt Manage-
ment office (DMo) has been consistent 
in its view that it will not issue CpI linked 
debt for the foreseeable future. He gave 
details instead of a DMo syndicated of-
fering of rpI-linked gilts maturing on 22 
November 2065, posted on the 12 Febru-
ary. Worth £2.75bn, this was the sixth and 
final transaction of the DMo’s 2015-16 
syndication programme, which has raised 
£17bn via four sales of index-linked gilts 
and £9.5bn via two sales of long conven-
tional gilts.

❙  The cpI market may take years to 
emerge: orlando Finzi, director, M&G 
Investments, said he wasn’t seeing a de-
mand for CpI currently and questioned 
Cox about what would happen if a liq-
uid CpI government bond market didn’t 
emerge? Cox acknowledged that the 
speed at which a CpI debt market might 
develop was “an open question”. However, 
he said he had faith that the market would 
respond: “We do know financial markets 
can move quickly.” He also cited the sta-
tistic that three quarters of pension funds 
are either wholly or partially CpI linked at 
present, so the CpI market is active. 

Both Finzi and Dooley later queried 
that figure, saying it did not reflect their 
understanding. Dooley added that ofwat’s 
approach effectively put the cart before the 
horse in creating CpI demand and expect-
ing the market to respond. “That didn’t 
work for airports in Spain,” he recounted. 
anglian Water chief executive peter Simp-
son asked Dooley how the likes of rBS 

could help ofwat out of a corner, should a 
CpI market not develop as hoped? Dooley 
said it was not for the likes of his com-
pany to solve. “The key stakeholder is the 
Debt Management office and they have 
concluded they shouldn’t do anything.” 
He suggested that interested parties could 
lobby the DMo for a CpI instrument. 

❙  Hedging could prove expensive: Finzi 
raised the prospect of increased costs for 
companies (and hence ultimately cus-
tomers) should investors be forced to buy 
CpI debt. “If you have a liability, you have 
to find a bond to match it but without a 
government bond curve, you will have to 

Ofwat’s december Water 2020 paper proposed phas-
ing in the transition from RPI to CPI. Indexation is applied 
to both prices and Regulatory Capital value (RCv) in 
setting price controls, with indexation of the RCv im-
pacting prices over time. the regulator intends to move 
to indexing both elements to CPI at PR19. It has put 
forward a transition mechanism under which it will con-
tinue to apply RPI to half the RCv in the period 2020-25, 
with the other half moving over to CPI. Correspondingly, 
it will set returns by applying an RPI based rate of return 
to the RPI proportion of the RCv and a CPI based rate 
of return to the remaining (CPI) proportion of the RCv. 
It said its application of CPI to the RCv and allowed 
returns will be symmetrical, ensuring that nominal returns 
to companies are revenue neutral over time.

the intention of the 50:50 arrangement is to keep 
the costs of hedging down for companies (for the dif-
ference between RPI and CPI, given their substantial 
amount of RPI-linked debt) and to help manage the 
impact on bills (which could show a one-off increase in 
the short term, though bills would fall in the future).

the proportion of the RCv that will continue to be 
linked to RPI takes into account the notional gearing as-
sumption from PR14 and existing levels of industry debt. 
On a notional basis, 62.5% of RCv is funded from debt. 
75% of that is embedded, so that comes to around 
50%. therefore all embedded debt will benefit from RPI 
protection.

some companies will have RPI linked debt exposure 
of less than 50%, while others (particularly the higher 
geared) will be exposed to more than 50%. Ofwat sees 
this as a matter of company choice and responsibility.

WATER 2020 RPI-CPI RECAP

ofwat’s approach effectively 
puts the cart before the  

horse in creating cpI 
demand and expecting the 

market to respond

CItY CONfeReNCe|REPoRT

Crystal clear: with huge 
uncertainty over the 

future RPI/CPI gap, 
investors want clarity on 

Ofwat’s commitment
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build insurance into that price.” This, he 
said, would be “an inefficient hedge”. 

❙  Will the move definitely be to cpI? 
There is uncertainty over whether the 
government will ultimately favour CpI – 
the generally used measure of inflation – 
or CpIH, which is CpI including the costs 
of owner-occupied-housing. Finzi asked 
Cox if ofwat could make its decision on 
the use of CpI in setting price controls 
before the government has announced its 
thinking on this;  was there a cut off date? 
Cox said CpI was the measure ofwat is 
currently considering. 

❙  Regulatory/reality disconnect: The 
regulator has told companies in no un-
certain terms that bill rises on the back of 
the changeover to CpI would be undesir-
able. It expects mitigation of short term 
impacts (higher bills) over and above the 
50:50 phasing policy, so bills are smoothed 

over time. ofwat expects companies to use 
pay-as-you-go tools and run off rates to 
engage with customers and manage those 
impacts. Monica Merli, managing director, 
infrastructure finance at Moody’s, high-
lighted a potential risk from moves to keep 
bills down today by deferring rises into the 
future. She said: “Continued deferral could 
lead to a disconnect from the real econom-
ics of the sector.” 

However, CpI sentiment at the City Con-
ference was not entirely negative. pennon 
chief executive Chris Loughlin, for instance, 
said ofwat’s position was “not irrational”; 
that rpI is being phased out so the move 
to CpI “is a question of how and when  
not if”. He offered that a longer lead time  
than ofwat had proposed might be ben-
eficial, but that if companies have to do it at  
pr19,  they’ll just have to get on with it  
and “look for opportunities” on managing 
costs. He concluded: “There’s no point cry-
ing over it.” tWr

United Utilities has published a paper suggesting how Ofwat might smooth 
the transition to CPI. specifically, the paper seeks to contribute to the 
debate on the nature and depth of the commitments required from Ofwat 
to deliver revenue and value neutrality. UU starts from the premise that the 
interests of customers and investors in this matter are aligned: neither inves-
tors nor customers would stand to benefit from an approach which incurred 
unnecessary costs or damaged trust and confidence in the sector.

It puts forward four key suggestions: 
❙  A two stage transition: A fully functioning CPI linked debt market is 
likely to take many years to emerge and this is a prerequisite for efficient 
use of CPI based financing. In the short term, to address the customer 
legitimacy issue, bills could be presented to customers on a CPI basis, 
but companies could be allowed to continue to use RPI to raise financ-
ing from investors. to offset concerns that such an arrangement would 
be unsuitable in the long run, Ofwat could commit this year to moving to 
its 50:50 RPI/CPI approach at a trigger point.  “such a trigger could be 
based, for example, on a certain % or monetary amount of government 
or corporate debt having been issued in CPI terms, or some other metric 
which would give confidence to investors that incentives to move the 
financing basis of the companies towards CPI, in line with the new cus-
tomer presentation of prices, would happen only once a suitably deep 
market had evolved.”

❙  The RPI/CPI gap: UU observed the gap between RPI and CPI cannot be 
predicted with any certainty. “because of this, any commitment to rev-
enue and value neutrality needs to make good any difference between 
the forecast gap and outturn gap. Whilst Ofwat’s broad commitment in 
this area is welcome, the way in which it will be achieved needs to be 
better exposed. this can be delivered though detailed modelling and 
commentary as to the proposed mechanism.” 

❙  ofwat should explicitly share its models and methodologies on value 
and revenue neutrality “to build trust and confidence in the degree of 
Ofwat’s commitments and the practical means through which they will 
be discharged”. UU noted that kPMG’s work to interpret and apply the 
approach outlined in Water 2020 (see below) had clearly illustrated that 

“gaps in understanding or gaps in methodology at this stage are such 
that there is considerable uncertainty as to whether Ofwat’s approach is 
sufficient to fully deliver the commitments it wants to make”.

❙  ofwat’s commitments to revenue and value neutrality need to be 
enduring over the very long term, especially given the expectation that 
CPI based returns due to investors will be deferred into future periods 
through the pay as you go mechanism. “Achieving confidence that this 
will be the case is by no means impossible, as evidenced by investors’ 
continued faith in the RCv, and we believe Ofwat can achieve this by ex-
panding on the basis it expects value and revenue neutrality to become 
an enduring commitment”.

UU concluded that  “the long term interests of customers will be best 
served if this evidence is collated and consulted upon as part of a joint 
process with other stakeholders over the coming months”.

UU’s views draw on a research report it commissioned from KPMG, 
which set out to quantify the impact of the CPI change proposed by 
Ofwat on companies and, by implication, customers. Its overarching ques-
tion was: “whether the potential benefits to customers [lower bills] could 
be realised or whether they would be offset by the costs of the change, 
where such costs might be passed on to customers in the form of specific 
mitigation mechanisms, higher required returns, costs of implementation, 
and a change in the risk of companies’ financial profile”.

kPMG compared a “do nothing” factual case of continued RPI index-
ation to several counterfactual cases reflecting different potential mitiga-
tion mechanisms, given “Ofwat’s Water 2020 consultation is not clear 
about which mitigation mechanism will be actually applied, over what 
period of time, or how it might change in the future.” the aim is to ensure 
any final mitigation policy is “water-tight”. 

In general, the report found the costs of the change are likely to be higher 
the earlier it is implemented, noting  “water companies are currently ill-
equipped to minimise these costs due to undeveloped corporate CPI-linked 
markets and limitations on their ability to re-profile cash flows over time”. 

UU’s paper Changing the basis of indexation from RPI to CPI and a 
summary of kPMG’s research The impact of a change in indexation of the 
water sector, can be found at http://bit.ly/1RvAZQY

UnITEd UTIlITIEs And KPMG on IndExATIon ChAnGE



tHe Water report March 2016 7

 
 

Water 
report
the 

as this is a column about what is happen-
ing in Brussels and the eU, I suppose I 
had better start with “Brexit”.

The uncertainty about our future in the 
eU is in the minds of UK companies at the 
moment. one of the most important ques-
tions is: would the european Investment 
Bank (eIB) continue to work with the UK 
water sector if we were to leave the eU? 
This is not surprising, because in terms 
of water sector investment, the eIB does 
more here than with any other eU Mem-
ber State. This is one of our trump cards 
with regards to our reputation in europe, 
and we should be very proud of it.

My strong impression from talking to 
the eIB recently is that if the UK votes to 
leave, the bank would continue to invest in 
the UK water sector during the negotiation 
period. The eIB expects this to go on for 
“many years” so right now the bank does 
not look at the UK with any uncertainty. 

The key question will be what the UK 
government will do with its 16% share in 
the eIB, and whether it will sell or retain 
its holding. But again, this is a decision 
many years away. also, it is worth bear-
ing in mind that the eIB does invest with 
european Free trade agreement (eFta) 

countries such as Norway and also out-
side the boundaries of the eU.

So in the short term it is business as 
usual. Longer term – who knows? and 
unfortunately it is the same situation on 
the policy front: absolutely no clarity  
on what would happen about all the vari-
ous water directives and other eU legisla-
tion that we comply with. I think it is best 
if we just “keep calm and carry on” for 
now, and just wait and see what happens 
in the referendum.

Micropollutant push
one issue I know makes the water sector 
across europe quite anxious rather than 
calm, is micropollutants. I think we are 
all familiar with the control at source vs 
treatment approach. The european op-
erators are looking to be more resolute on 
this issue with the Commission and push 
harder for action on the source control 
and polluter pays principles. 

There are some specific issues that the 
european operators will be concentrating 
on. These include the priority Substances 
Directive, which required the european 
Commission to come up with a strategic 
approach to pharmaceuticals in the envi-
ronment. This was supposed to come in 
2015. We are still waiting – and reminding 
the Commission we are still waiting.

on pesticides, their metabolites and 
transformation products, eureau is call-
ing for adequate drinking-water related 
criteria to be taken into account when 
pesticides are authorised for use. 

Coming out in the wash
Chemicals regulation of textiles is also on 
the agenda. approximately 80% of tex-
tile articles are imported from non-eU 
countries. In many cases there is a lack 

of knowledge about chemical substances 
in textiles. european water operators say 
more than 10% of the substances used in 
the textile industry are identified to be of 
potential concern for human health and 
5% are expected to have a very harmful 
impact on the environment – and many 
of them are washed away from house-
holds to the urban water cycle. 

Finally, and not surprisingly, there is a 
call for better use of reaCH to control 
hazardous substances entering the urban 
water cycle and to fulfil the requirements 
for good chemical status in the Water 
Framework Directive. 

Chances of success and achieving 
change? Slim, but we will keep at it any-
way.  tWr

watch
EuRopE

IN bRUsseLs thIs MONth: 
bRexIt RefeReNdUM: keeP CALM 
ANd CARRY ON…fOR NOW

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.

At Water Uk’s City Conference this month, Rbs Md of 
global banking & markets Peter dooley provided an 
overview of key takeaways from investors on brexit: 
❙  A weaker GbP is the most liquid representation of brexit 
risk at the moment.
❙  Positive view of 23 June referendum date – definitive 
timeline and four months (from the announcement on 
20 february) lead time to adjust portfolios.
❙  there is an expectation of an increase in price action, 
volatility and flows as there is further clarity and informa-
tion around the debate and polling. trading will be 
concentrated in the several weeks in the run up to the 
vote, similar to the scottish Referendum in 2015.
❙  some accounts took action in h2 2015 and do not see 
anything to be done in the run up to the referendum. 
❙  GbP credit is still functioning with the primary market 
open, albeit at the right net interest cost for low beta 
names, with accounts being particularly selective. 
❙  several accounts are taking more defensive positions 
in relation to Uk banks – trading out of large Uk banks for 
other european rivals, and other issuers. 
❙  Consensus is that if the Uk votes to leave the eU, then 
there may be a market cliff effect but also a ripple in 
europe. 

RBs’ InVEsToR TAKEAWAys on BRExIT
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In the investor nervousness stakes, 
ofwat’s Water 2020 proposal to seg-
ment water companies’ regulatory 
Capital Value (rCV) ranks alongside 

its proposed move away from rpI index-
ation (see report p4-6), judging by senti-
ment at Water UK’s City Conference on 
2 March. Financiers and companies lined 
up to express concern that  the regula-
tor’s plan to slice off sludge and resources 
rCV to enable those markets to open 
from 2020 messed with the fundamental 
investment proposition of the industry. 

Hans peter portner, executive vice presi-
dent, head of sector and theme funds at 
pictet asset Management, said he was 
“fearful of salami tactics” and urged the 
rCV be kept “watertight”. He explained 
non household retail separation hadn’t 
caused him any difficulty because the rCV 
was unaffected, but segregating sludge and 
resources rCV “bites into the investment 
proposition of the entire industry” and 
opens the door to further splits.

His sentiment was echoed by orlando 
Finzi, director, M&G Investments who 
urged ofwat to “look after the mother-
ship”. He noted the rCV is already artifi-
cially small [a legacy of privatisation] and 
that plans to pinch bits from either end of 
the value chain make debt investors feel 
vulnerable. It is “very hard not to take 
what has been proposed negatively,” said 
Finzi – adding behaviour around regu-
lated asset value is especially important 
given the absence of a hard and fast inves-
tor contract. peter Dooley, managing di-
rector, global banking & markets at rBS, 
added that stripping back the rCV would 
mean the terms currently available on the 
“mothership” would deteriorate, so an in-
evitable outcome is more expensive debt.

Verity Mitchell, HSBC’s director of 
utilities research, cautioned that UK water 
competes for investment internationally 
and that investors are very interested in 

seGMeNtING RCv WOULd 
shAke WAteR’s WhOLe  
INvestMeNt PROPOsItION
City tells Ofwat to “look after the mothership”.

companies where rCV is growing rather 
than shrinking. She said in particular that 
UK water is in competition with Italian 
regulated business at the moment, “and 
they [Italians] don’t have the structural 
challenges you face”.

Mitchell, portner and Dooley all listed 
maintaining the integrity of the wholesale 
business as top of their financing wish lists. 
But the concern around rCV segmenta-
tion wasn’t confined to pure financiers. 
pennon chief executive Chris Loughlin 
said the issue was “as important if not more 
important than CpI”. “The industry just got 
11% smaller,” he said, referring to the pro-
portion of total rCV due to be split off un-
der current plans. He said this was “not an 
insignificant amount”; in fact it amounted 
to a “fundamental change” which “shakes 
quite firmly the whole investment proposi-
tion”. Loughlin tempered his comments by 
pointing out that ofwat wasn’t intentional-
ly trying to destabilise the market and was 
in listening mode:  “Clear, strong messages 
are being heard,” he said. 

New markets
Looking at sentiment towards new mar-
kets more broadly than just in rCV terms, 
the picture is more positive. Many confer-
ence delegates expressed that they could 
see the logic in opening up sludge and re-
sources to competition, but would not wel-
come further reform at this stage without 
good reason and without seeing how phase 
one beds in. andrew Cox, a director at 3i, 
said: “Sludge and water resource markets 
make a lot of sense, but we should not dis-
mantle the value chain for the sake of it…
Change should not be politically imposed 
or irrational.” He commented that ofwat 
was not pursuing reform for the sake of it 
at the moment and that there is welcome 
dialogue going on around Water 2020. 

Monica Merli, managing director, in-
frastructure finance, said Moody’s need-

ed to see the detail on new markets but 
that “alarm bells aren’t quite ringing yet”. 
Dooley reported that since ofwat’s 2020 
City briefing in December, both debt and 
equity markets have perceived more risk 
but there has been little financial impact. 
He reminded delegates that efficiency, in-
vestment and far reaching improvements 
have been delivered by the private sector 
since privatisation on the back of faith in 
the regulatory framework and rCV. He 
also pointed out that the industry’s fund-
ing requirement continues so the message 
is: don’t kill the golden goose. He ob-
served that Water 2020 has “not killed the 
goose that lays the golden egg yet”. 

Individual markets
In terms of the merits of the individual 
markets ofwat has advocated opening, 
water resources seemed to find wide-
spread support at the Water UK event. 
Southern Water chief executive Matthew 
Wright said markets should be targeted 
where problems are biggest, with water 
resources and flooding the clear front 
runners under that definition. 3i’s Cox 
added that water resource markets would 
be important for building resilience. 

a market for sludge did not sit so com-
fortably with Wright. He said it would be 
more complex than is commonly thought; 
not all sludge is the same, other organic 
waste can’t be codigested with it, and 
spare capacity is uncertain. Wright went 
on to caution against dismantling the 
value chain without full consideration of 
the costs and benefits “as there are lots of 
benefits that derive from integration”. He 
suggested in fact that closer cooperation 
between existing parties rather than driv-
ing divisions and inviting new players in 
could be order of the day. For instance, he 
explained that through Water resources 
South east, southern companies are work-
ing together and that could ultimately lead 
to a Water resources Management plan 
for the south east. “We are not islands,” 
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few of the City Conference speakers had positive things to say about the prospect of household 
switching. Ofwat ’s Cox expressed disappointment that some industry leaders had gone public on their 
opposition, saying opening the domestic market was a legitimate challenge from a pro-competition 
government. he found some support from Pennon’s Loughlin on that, though Loughlin did remark that 
the left field announcement cut across the Cave Review principle of doing things one step at at time. 

Lots of speakers and panelists said they would put a hold on household switching if they could, at 
least until the non household market has been tried and tested. Rbs’ dooley remarked that domestic 
energy retail hadn’t been a tremendous success and that Cox in his presentation had focused on the 
“how” rather than the “why”. M&G’s finzi expressed the view that residential retail was politically moti-
vated, lacked a coherent strategy and had the wrong drivers. 

shoRT shRIFT FoR hoUsEhold RETAIl

observed Wright. He added that there is 
already lots of competition for the market 
– in Southern’s case “all our capex spend 
and half our opex spend” has the benefit of 
competition – and hence that competition 
can exist without value chain breakup. 

The point was picked up by albion 
Water chairman Jerry Bryan: “There are 
competitive opportunities throughout the 
value chain but the value chain does not 
have to be dismantled to access them.” He 
cited in example albion’s provision of a 
broad range of sustainable services to new 
housing developers, which can offer envi-
ronmental and commercial benefits over 
and above what incumbents put on the 
table (see feature, p14-17). He reported 
that albion had managed to slash potable 
consumption at some sites to half the na-
tional average while keeping costs below 
those of traditional solutions – and all 
within the existing regulatory framework. 

Wright, whose company operates in 
one of the country’s most water stressed 
areas, backed Bryan’s position. “Competi-
tion at the margin makes perfect sense: if 
Jerry can deliver 80Ml/day, that’s great – 
there could be a market for incremental 
resources. There is also potential for short 
term trading pools – for instance, paying 
farmers not to farm and instead feeding 
that water back into a pool. That would 
act like peaking plant in energy.”

another of ofwat’s Water 2020 propos-
als – to allow competitive procurement 
of projects worth £100m or more – drew 

mixed comment. ofwat chief executive 
Jonson Cox hailed the groundbreaking 
and potentially trend-setting tideway 
deal as a great success, citing the unde-
niably impressive 2.49% cost of capital 
and average bill increase of just £25 (well 
shy of the £80 expected). Thames Water’s 
chief finance officer Stuart Siddall also 
praised the outcome. Dooley however 
called suggesting tideway-style com-
petitive procurement for £100m projects 
“utterly barking,” given factors including 
the protractedness of the process and the 
enormous legal cost – especially in the ab-
sence of a government support package. 
That is “magic without the hat” he said. 

Outlook
The introduction of new markets in water, 
while being largely acceptable to inves-
tors in principle as they stand, will have 
knock-on affects. Finzi pointed out that 
debt lending is long term and  he has to 
price in today the possible impact of mar-
ket reform. “We can’t ignore the talk of 
competition and the potential for down-
sides is quite substantial.”

ofwat’s Cox meanwhile sees a shift in 
investor attitude on the horizon. “Gone 
are the days of buying a slice of rCV and 
gearing it up” he said, adding investors 
must  align their interests more with those 
of customers. He noted opportunities for 
further balance sheet gearing are limited 
and “we may see a shift back to equity”.

ofwat will inevitably have to manage 
the changes ahead, which will include li-
cence changes, very carefully. David Black 
will be in the driving seat; he has been 
confirmed as ofwat’s Water 2020 direc-
tor. The regulator has made a good early 
start; Cox pointed out that it is only one 
year into aMp6 and two rounds of Water 
2020 consultation are already done. Go-
ing forward, it needs to finely balance pro-
viding predictability for the industry with 
being flexible enough to “trim and adjust” 

its strategy in response to developments, 
said Cox. It will also have to balance en-
couraging companies to take the lead 
with the need to live up to public and po-
litical expectations of a tough regulation. 
Cox told the conference reform was only 
just beginning and that “there will be no 
complacency: complacency is the enemy 
of innovation.”

For debt investors, incremental and 
well understood change is key. Dooley 
said it is crucial that investors can see the 
rationale for policy developments and 
have the opportunity to feed in to reform 
proposals. “Debt investors are in the sec-
tor for the long term so won’t sell out on 
a particular day because of something of-
wat has said. But it is important for them 
to be convinced on the ‘why’ of change; 
the ‘how’ can follow the ‘why’.” 

Loughlin echoed the point, saying 
change will be resisted if it is perceived as 
“imposed change or irrational change” – 
but that ofwat’s actions did not fall into 
that category. The regulator is, he said, in 
a “very different place” now [than at the 
time of the Section 13 wrangle] and the 
Marketplace for Ideas initiative showed 
it is making a genuine attempt to engage 
with companies. Loughlin concluded that 
“whatever we do, we must retain our in-
vestment proposition”.

For portner, less is more: overly high 
regulatory activity rings alarm bells. Un-
like in the established wisdom where high 
risk offers the prospect of high return, in 
water the opposite is true: the lower the 
risk, the better the return. portner said 
ofwat’s only mission as a regulator is 
to de-risk the industry; it has been the 
“gold standard” on this – “up to now”. 
put simply, low volatility of the operating 
environment leads to better stock price 
performance and asset growth leads to 
higher valuation. He concluded: “Dull is 
good. If you want excitement, buy a tech 
stock or something.”   tWr
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sQUARING the  
CIRCLe Of ResILIeNt 
INfRAstRUCtURe 
ANd AffORdAbILItY
defRA’s new “roadmap” on resilience envisions 
creative and extensive investment for the long term 
– and scopes out the policy landscape to underpin 
it. but that raises questions for bills.  

Water minister rory Stew-
art this month said the 
country is facing “a real 
public policy choice” 

over whether to prioritise investing in 
resilient infrastructure for the future 
or keeping bills down today. He was 
responding to a question from Wessex 
Water chief executive Colin Skellett at 
Water UK’s City Conference. Skellett 
asked for a steer on how to “square the 
circle” of the messages coming from the 
two preceding presentations: Stewart’s, 

which scoped out a bold vision for in-
frastructure investment to rival that of 
Bazalgette and the Victorians; and of-
wat chief executive Jonson Cox’s, which 
put bills, debt and affordability firmly 
on the agenda. 

refreshingly frank, Stewart responded 
that “a normal politician would say you 
can have your cake and eat it, but there 
is a real public policy choice here”. He 
observed that the priority for the past 
five years has been to keep bills as low as 
possible, but pondered that had those re-

speaking at the launch of Ofwat’s vulnerability 
report last month (see p18-19), Cox gave compa-
nies some friendly advice: that they should think 
carefully about how they handle any outperfor-
mance gains that could appear to customers 
to be unearned. At the City Conference, he 
explained that, while Ofwat took action in 2013 
and recovered one-third of outperformance for 
customers (at that time, exceptional returns were 
driven by a high RPI and a reducing cost of debt; 
the industry had £1.2bn in “unearned” gains), in a 
world where the emphasis is firmly on companies 
taking ownership of and responsibility for the cus-
tomer relationship, he “would expect companies 
to take the lead ahead of the regulator”. 

Monica Merli, managing director of infrastruc-
ture finance at Moody’s, suggested transparency 
– even if Ofwat takes a hard line – would help with 
confidence. “If you introduce outperformance 
sharing as a concept, would it not be clearer to 
clarify your risk principles and your stance on cost 
of debt pass-through?” Cox said it was a difficult 
call – is it better to stick with current arrangements 

which provide predictability or would sticking 
blindly to a five-yearly settlements have a greater 
cost? he asked for companies to put forward 
views. 

As part of its Water 2020 programme, Ofwat is 
reviewing how it sets the cost of debt, specifically:

❙  debt indexation to market rates 
❙  company performance against the notional 

cost of debt
❙  sharing financial outperformance.
It expects to reach a view by mid 2016. Peter 

dooley, managing director, global banking & 
markets at Rbs, commented that while the cost 
of debt has fallen, it can be volatile and can 
quickly change. he said debt indexation in 
electricity had been “mechanistic and heavy 
handed” and had reduced companies’ ability 
to be flexible. he preferred the regulator to 
remain in control of debt cost than for it to be 
automated. he added that should changes be 
made, customers would be exposed to the risk 
of higher debt costs as well as being able to 
benefit from lower debt costs. 

oUTPERFoRMAnCE & ThE CosT oF dEBT sponsible for water charging in the 19th 
century asked the people then if they 
wanted to pay for the likes of the Thames 
embankment and beautiful pumping sta-
tions, they would probably have said ‘no’. 
But today we see that as a “super smart 
investment”.  He called on stakeholders 
to bring forward any relevant evidence to 
support a policy choice. (See box on Sus-
tainability First’s New energy and Water 
public Interest Network). 

A vision for infrastructure
on the day of the conference (2 March) 
DeFra published what Stewart de-
scribed as a “roadmap on resilience”. 
Creating a great place for living: enabling 
resilience in the water sector scopes out a 
bold policy on water supply and wastewa-
ter resilience, featuring long term think-
ing, multi-sector and multi-stakeholder 
collaboration, and a regulatory and policy 
overhaul including confirmation that a 
draft Strategic policy Statement for wa-

Safeguarding the 
future: invest long 
term to protect 
those to come
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Sustainability First’s New Energy and Water 
Public Interest Network (New-Pin) is seeking to 
ensure long-term decisions have the public 
interest at their heart.  Energy and water service 
providers and regulators are wrestling with how 
best to involve customers and other stakehold-
ers in long-run strategic decision-making around 
the big energy and water “trilemmas”. Balanc-
ing today’s costs against tomorrow’s benefits 
– particularly in the face of uncertainty – can be 
challenging.

Companies in these sectors provide services 
that are crucial for public, environmental and 
economic health. Yet there is sometimes little 
public dialogue on how best to reconcile short 
and long-term tensions between affordability on 
the one hand, and investment for security and 
sustainability, on the other.

Government Strategic Policy Statements do 
not always resolve these issues. Discussions on 
affordability tend to be focused on questions of 
intra-generational equity, less so inter-generation-
al fairness and the impacts on future consum-
ers, citizens and the environment. Company 
and regulatory decisions also tend to focus on 
sector-specific solutions, not always recognising 
systemic risk or making the most of cross-sector 
lessons and synergies.

Over the coming decades, the energy and 
water sectors need to significantly step-up invest-
ment to adapt to and mitigate the impacts of 
climate change and to modernise by embracing 
innovation and the smarter digital world, in the 
process enabling them to respond to changing 
public expectations.

It is unclear whether current approaches to how 
costs, risks and benefits are shared can support 
the level of change necessary while at the same 
time maintaining public acceptance. There are 
fundamental questions about how, as a society, 
we might wish to meet the costs of long-run trans-
formation of our infrastructure; how best to sup-
port development of new innovative approaches 
to both the supply- and demand- sides; and, 
what business models might best be expected to 
deliver such a major step-up in investment whilst 
at the same time retaining public confidence.

There are differing views as to how energy and 
water service providers and regulators should re-
spond to the social and environmental externali-
ties that affect the sectors. Arguments have been 

made that the intractable nature of these issues 
can lead to them getting dragged into value 
choices.   Others have pointed to the need for 
a change in the framing of the problems facing 
the sectors that recognises that they are different 
and complex.

Although there is much talk there are few so-
lutions. It is clear, however, that addressing such 
questions in a practical way is core to building 
a clearer understanding on how best to serve 
the public interest for the long-run. Absent such 
consensus, decision-making risks becoming po-
larised and politicised. This can lead to stop-start 
decisions and investment instability that can 
push up the cost of capital and put long-term 
service resilience in question. In the end, this has 
the potential to undermine the social licence to 
operate of providers and to question the legiti-
macy of regulators.

New-Pin objectives
Sustainability First has established the  
New-Pin to create a stronger and more  
coordinated voice for the long-term public interest 
in the sectors. New-Pin brings together companies, 
regulators, government departments and public 
interest advocates with an interest in energy and 
water to provide an independent forum to:
❙  Build understanding between different stake-
holders as to what the long-term public interest 
looks like in these sectors, helping to deal with dif-
ficult issues in a more considered and stable way.
❙  Develop capacity and expertise amongst 
public interest advocates, ensuring a more level 
playing field with the views of the public more 
fully represented in long-term company and 
regulatory decisions.
❙  Improve board-level understanding of the value 
of public engagement in these sectors and a 
better grasp of what successful engagement and 
governance in the public interest might look like.

The network covers both energy and water in 
order to improve understanding of the interde-
pendencies and nexus between the two sectors, 
in areas such as resilience or the common use 
of data, and issues such as systemic risk and 
boundary conflicts. This cross sector approach 
will also increase the opportunities for the cross-
fertilisation of ideas.

❙  by sharon darcy, associate, sustainability first

INDuStRy commENt
GIvING the PUbLIC A vOICe IN 
LONG-teRM deCIsIONs

ter be consulted on in summer 2016 (see 
box). The paper points to a discernible 
shift in government attitude since before 
the last price review, where affordability 
dominated.

Stewart looks set to lead the charge for 
investment for resilience from the front. 
asked what he would do if he had one 
magic wand wish, the minister replied that 
he would “deliver the Bazalgette dream” 
by mobilising enough private and public 
funds to make “transformative infrastruc-
ture improvements”. He commented also 
that 19th century legislators showed great 
courage in backing Bazalgette’s vision for 
transformative water sector infrastruc-
ture. He said: “We shouldn’t set our bar 
lower than that; we could do even better.”

The minister’s comments should come 
as welcome news to companies. pennon 
chief executive Chris Loughlin said “vi-
sionary leadership” of the type Stewart 
seemed to offer was needed for the in-
dustry to provide more resilience. He 
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noted the present renewal rate of sewer-
age infrastructure is c600yrs – c1000yrs 
by some calculations. Loughlin said 
that situation shouldn’t continue: “That 
is not reinvesting in resilient assets for 
the future.” He added that investing for 
the long term would have the additional 
benefit of providing the growth investors 
seek and that the key would be protect-
ing those “who can’t afford to meet the 
cost of paying for vital services that keep 
communities going”. 

the affordability conundrum
ofwat will of course have the difficult 
job of squaring Skellett’s circle. DeFra’s 
resilience roadmap observes: “ensuring 
that the water industry is able to secure 
efficient investment in long-term resil-
ience while keeping customer bills at an 
acceptable level is the challenge at the 
core of ofwat’s role as the independent 
economic regulator.” The task will be far 
from easy. on top of the inherent ten-
sion, Cox reported that the scope for ef-

ficiency is diminishing aMp on aMp. at 
pr09, efficiency savings took £39 off the 
average bill while at pr14, this figure was 
only £11. He said: “The low hanging fruit 
has gone and the challenge now will be 
to move from productive to dynamic ef-
ficiencies.” 

Moreover, ofwat’s recent reports on 
affordability and vulnerability (see p18-
19) make uncomfortable reading: 24% 
of households spent 3% or more of their 
disposable income on water and sewer-

RoAdMAP on REsIlIEnCE
defRA’s Creating a great place 
for living: enabling resilience in the 
water sector scopes out the govern-
ment’s latest thinking on the best 
route to securing water and waste-
water services in the future, against 
a backdrop of climate change, 
population growth, and economic 
expansion. It is bold: clear in its 
intention to cater for the long term; 
multi-sector and multi-stakeholder 
in approach; brave in highlighting 
the cheapest strategy may not be 
the best choice; and practical in 
identifying a policy and regulatory 
revamp will be necessary to deliver 
the vision.

Policy and regulation
this revamp will come in a num-
ber of forms, all of which will build 
on the Water Act 2014’s gift of a 
resilience duty to Ofwat. the main 
threads are: 

❙  A new strategic Policy statement: 
this will set out strategic objectives 
and priorities for Ofwat in england. 
due for consultation in summer 
2016, this will cover incentivising 
and challenging water companies 
to understand and develop solu-
tions to meet future needs. It will 
also explain how the government 
is working with Ofwat to promote 
increased water trading and the 
development of upstream markets. 
defRA said there were gaps in its 
evidence base around under-
standing future drainage needs 
and that closing this gap would  
be a sPs priority. better evidence 
will help make the case for invest-
ing in sewerage systems in  
response to population growth 
and climate change and inform 
both company business plans and 

the forthcoming National Infra-
structure Assessment.

❙  national Infrastructure Commis-
sion: in October 2015, the Chancel-
lor announced the creation of a 
National Infrastructure Commission 
to provide expert independent 
analysis of the long-term infra-
structure needs of the country. the 
government is currently consulting 
on the governance, structure and 
operation of the Commission. the 
proposal is for the Commission to 
publish a National Infrastructure 
Assessment every Parliament setting 
out its analysis of the Uk’s infrastruc-
ture needs over a 10 to 30 year 
horizon. the government would be 
required to respond to the recom-
mendations of the Commission, 
either endorsing them or proposing 
alternatives. endorsed recommen-
dations would become government 
policy and would provide a strong 
signal to the water sector and its 
economic regulator. stewart said 
he and the industry must work hard 
to ensure NIC chair Lord Adonis has 
water high on his agenda.

❙  national Policy statement for 
water? the Planning Act 2008 estab-
lished a separate planning regime 
for nationally significant infrastruc-
ture projects, under which  develop-
ment consent is decided nationally 
based on policy set out in designat-
ed National Policy statements. this 
fast tracks development consent for 
such projects. defRA said: “to meet 
the water scarcity challenge, the 
water industry may need to develop 
new water supply infrastructure that 
could be considered to be ‘nation-
ally significant’. We are minded to 
develop a National Policy state-

ment which sets out the need for 
water supply infrastructure, and will 
announce whether we will do so by 
autumn 2016…. should we develop 
a National Policy statement, we 
will assess the type and scale of 
projects that should be treated as 
‘nationally significant infrastruc-
ture projects’, with the intention 
of clarifying this by an amending 
order to the Planning Act 2008.”  A 
National Policy statement would 
need to take into account the 
endorsed recommendations from 
the National Infrastructure Commis-
sion. An indicative timeline for water 
supply NPs development is shown in 
the chart. 

❙  national Policy statement – 
wastewater: On the wastewater 
side, in 2012, Parliament approved 
a National Policy statement setting 
out the framework for planning 
decisions on nationally significant 
wastewater infrastructure. this 
framed the planning route for the 
thames tideway tunnel. defRA said 

it planned to formally review the 
existing National Policy statement 
on wastewater infrastructure, with 
a view to taking account of any 
endorsed recommendations from 
the NIC, if appropriate.

dEFRA on water resources
Water Resources Management 
Planning (WRMP) has helped water 
companies balance supply and 
demand in area but has not “fun-
damentally increased the resilience 
of water supplies in parts of the 
country or driven a step change 
in how water is traded between 
regions”. On defRA’s request, 
Water Uk is developing (by summer 
2016) a national water resources 
long term planning framework, to 
establish our water needs over the 
next 50 years and the strategic op-
tions that could meet these needs. 
the project will shape and inform 
defRA’s policy framework, com-
pany WRMPs and the work of the  
National Infrastructure Commission. 
highlights of defRA’s thinking on 
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age; debt rose from £1.9bn to £2.2bn be-
tween 2010 and 2014; and half of all cus-
tomers will at some point in their lives be 
vulnerable. Cox said affordability issues 
looked set stay in play going forward 
and identified the sector’s “defining chal-
lenge” as delivering “a lot more for less” 
(or at least with no price increases). How 
that tallies with DeFra’s view that bills 
need to be kept at “an acceptable level” 
remains to be seen. 

In light of ofwat’s emphasis on afford-

ability issues, it is perhaps unsurprising 
to hear the regulator call on companies 
to think carefully about how they handle 
outperformance gains. It is already con-
sidering whether customers would ben-
efit from cost of debt pass through as part 
of Water 2020 discussions (see box). 

robust provision for those who would 
struggle to pay looks set to be the key to 
squaring the circle of resilient infrastruc-
ture and higher water charges (see Leader, 
p3). But the policy message from DeFra 

– endorsement of the need to think long 
term and increase sector resilience – is 
clear. and the department looks willing 
to alter the policy and regulatory land-
scape to deliver it – particularly through 
a new Strategic policy Statement setting 
out strategic objectives and priorities for 
ofwat in england, and because economic 
regulators will have to have regard to any 
government-endorsed recommendations 
emanating from the National Infrastruc-
ture Commission.   tWr

RoAdMAP on REsIlIEnCE
water supply include:  
❙  Potential for more water trading.
❙  Possibilities to develop water 
infrastructure to supply multiple 
companies. 
❙  Long term best value for money 
options should not be ignored in 
favour of the cheaper options.
❙  higher “levels of service” (the 
frequency with which companies 
plan to use supply restrictions) could 
be cost beneficial. the Water Act 
2014 provides the government with 
powers to direct companies on their 
planned levels of service. defRA will 
announce whether it intends to use 
those powers of direction in autumn 
2016. It may issue a direction to one 
or more companies and/or issue 
guidance on their level of service in 
winter 2016.
❙  New guiding principles on WRMPs 
are due from the government in 
spring, reflecting its priorities on 
resilience. these will “set a strong 
expectation that companies look 
beyond the minimum 25 year plan-
ning period to understand their long 
term needs”. Moreover, companies 
will be expected “to demonstrate 
consideration of every option to 
balance supply and demand” – for 
example: collaboration with neigh-
bouring companies, for instance to 
trade or develop joint infrastructure/
interconnections; collaboration 
with other sectors to develop joint 
infrastructure, offer water services 
or procure water supplies; enhanc-
ing the natural resilience of the 
catchment, to increase the water 
available for abstraction without 
posing unacceptable pressures on 
the environment; and minimising 
leakage, reusing water and helping 
customers use water efficiently. 
Company evaluation of these 

options must be set out in a new 
‘resilience’ section in WRMPs.
❙  Revised WRMP approach post 
2019? A review will be considered at 
the end of the current WRMP cycle 
in 2019 to factor in changes to the 
abstraction licensing system and the 
development of upstream markets 
for water resources. 

dEFRA on drainage
Government and industry are on a 
data gathering exercise to under-
stand future drainage needs – a 
challenging task because of the di-
verse range of external pressures and 
the highly localised nature of the 
network. Industry work is spearhead-
ed by Water Uk’s 21st Century drain-
age project. defRA has meanwhile 
established a pilot project working 
with severn trent Water and thames 
Water to examine their evidence 
and models, with a view to further 
work with all companies to develop 
a national overview. the pilot will 
conclude in spring 2016. defRA said: 
“this will help inform the first National 
Infrastructure Assessment, which will 
set out a clear view of the nation’s 
future infrastructure needs.” 

Ofwat is working with the 21st 
Century drainage programme to 
understand the impact of existing 
drainage planning guidance and 
what it can do in the design of the 
next price review to encourage 
greater innovation and long-
term planning, in line with its new 
resilience duty. In its Water 2020 
consultation, the regulator set out 
its expectation that companies 
will provide strong evidence of a 
long-term strategic approach to 
wastewater planning and service 
provision in support of any special 
cost-factor claims.

highlights on defRA’s thinking so 
far include: 
❙  support of the recommendation 
of the Independent task & finish 
Group on resilience that each water 
company should have a sewer-
age and wastewater plan. “these 
can help provide assurance that 
companies intend to meet future 
needs, and provide a mechanism 
for engaging the wide range of 
different actors with an impact on 
drainage systems.”
❙  the environment Agency and 
Ofwat have published voluntary 
guidance for companies on how to 
prepare drainage strategies for their 
catchments. this sets out key prin-
ciples, including that plans should: 
be developed in partnership; be 
risk-based; tackle uncertainty; be in-
novative and sustainable; consider 
whole-life costs and benefits; and 
be kept ‘live’. 
❙  Companies will need to consider 
every option to balance pressures 
on the sewerage network, includ-
ing: sustainable drainage systems 
(suds) and green infrastructure to 
manage surface water and reduce 
the demand on the network; up-
stream work to encourage better 
land management; collabora-
tion with other parties who have 
drainage responsibilities e.g.  local 
authorities and environmental 
groups; and support for customers 
in understanding the consequenc-
es of sewer misuse.
❙  sewerage companies will also 
need to consider the potential for 
more integrated management of 
water resources and drainage.

Water company role
Water companies clearly hold a lot 
of sway in all this, both in terms of 

conducting the groundwork and 
scoping out the future of resilience 
policy. stewart said he and defRA 
were very much in listening mode 
and acknowledged they didn’t 
have all the answers. he said he 
was looking for a detailed response 
from the industry to the resilience 
paper and would “take very very 
seriously the suggestions you bring 
forward”.

ofwat & markets
defRA charged Ofwat with securing 
efficient investment in long-term 
resilience while keeping customer 
bills at an acceptable level, playing 
its part in plugging the knowledge 
gaps on future infrastructure needs; 
and incentivising companies to 
develop appropriate solutions – “this 
will increasingly involve challenging 
companies to look beyond their 
own boundaries to develop innova-
tive and cost-efficient solutions to 
meet future needs”. 

Ofwat is already underway with 
much of this as part of Water 2020, 
including on the use of markets to 
enhance resilience. defRA pointed 
out that use of markets would have 
to sit alongside long term planning 
and not damage integration ben-
efits: “In setting out our priorities for 
economic regulation of the sector 
through the next strategic Policy 
statement, we will establish our 
clear expectation that the design 
and development of upstream mar-
kets reflects the Government’s resil-
ience objectives. We expect market 
development will complement 
long-term planning and investment 
by water companies, and build 
upon the benefits we currently get 
from integrated delivery by statutory 
undertakers.”
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Wessex Water and albion Water have teamed up 
to develop a market for water and wastewater  
capacity, and to offer a range of other sustainability 
services to new developments. at Water UK’s City 

Conference at the start of the month, Colin Skellett announced 
his company had bought a 51% stake in sustainable development  
specialist albion (see box, p17), which will continue to be led by  
renowned innovator and water markets pioneer Jerry Bryan. 

For albion, teaming up with Wessex provides financing and 
resource opportunities, but says Bryan “of equal importance, 
perhaps even greater, are the synergies expected from mutual 
challenge”. He stresses albion will not be subsumed within Wes-
sex; it will be structurally separate and retain its “independence 
of thought” – but that together, the companies can explore “how 
we do things differently and better”. 

There is a clear sense that albion would not have got into bed 
with just any company. “I am excited by the Wessex mentality 
and creativity of thought,” Bryan comments, adding that Skel-
lett and director of strategy and new markets David elliott ap-
proached him about the deal in the first place, some nine months 
back. “Their interests stretch far beyond those of a conventional 
water company” (see below).  

For Wessex, on one level there is an obvious rationale for 
joining forces with a company well versed in the art of sustain-
able development. Skellett explains its owner YtL is a big de-
veloper in asia and has ambitions to become a “major player” 
in the new housing market in the UK. It is eyeing the enor-
mous opportunities resulting from the government’s stance 
on growth and new development; in fact, in December YtL 
acquired the Filton airfield site in Bristol, which is earmarked 
for 2,600 new homes. 

benefit for all
Skellett says however that the tie-up will position albion well to 
win business outside the West Country and from other develop-
ers too – in fact that it should offer a win-win-win for developers, 
albion/Wessex and other water companies in whose areas build-
ing work takes place. 

For developers, general satisfaction with water company ser-
vice and charges is low; Skellett observes “developers are keen to 
have alternatives to the incumbent”. More specifically, albion’s 
services will be particularly valuable to those who plan to build 
in areas of water stress and/or areas where wastewater capacity 
is under pressure. 

Bryan explains albion’s use of separated potable and non pota-
ble water networks (he condemns the use of expensive and highly 
treated water for the likes of toilet flushing) has achieved potable 
consumption of 80 litres per person per day, which is around half 
the national average. Moreover that its use of sustainable drainage 
solutions, on site water storage and local sewage treatment can al-
leviate drainage and sewerage network overloading. So working 
with albion could reveal options for developers that would not 
otherwise be possible, as well as boosting their green credentials 
and even providing commercial value-add: Bryan recalls some 
of his clients have been able to sell properties overlooking “lakes” 
(built for water retention) for a 10% price premium. He advocates 
pursuing the albion route would be worthwhile for any develop-
ment of 500 homes or more.

For incumbents whose areas are earmarked for develop-
ment – commonly those where resources are already stretched 
– albion’s involvement could alleviate the need for investing in 
downstream infrastructure by avoiding the use of assets during 
peak flows. Bryan says he is currently talking with the three key 
WaSCs operating in water stressed areas – Thames, Southern 
and anglian – to test their appetite for collaboration. “If they are 
open with us about the costs they are exposed to and what’s in 
their aMps and so on, we will be open with them about the cost 
of alternative approaches. Then we can see if we can find a better 
solution. If we can, why wouldn’t they go down that route?” 

the thRee 
MARketeeRs
Wessex Water is stripping back its regulated business to embrace new 
markets and new service opportunities. Colin skellett and david elliott 
share the company’s vision and, with Jerry bryan, explain its latest move to 
develop a capacity market for new developments alongside Albion Water.

We are stripping away pieces from our 
regulated business, until we are left 
with a good asset wholesale business. 
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The cost issue is vital. Bryan continues: “The marginal cost of  
meeting demand where capacity is tight is so high. If you do it 
conventionally [reservoir, desalination etc], it will cost x. If we 
can achieve the same result for half x or three-quarters x, why 
not work with us and we can share the benefit?” 

Bryan suspects he is “pushing at an open door” with water 
companies in stressed areas, though he notes there would be a 
stumbling block should a company want to develop albion-style 
services itself. He adds though: “It is difficult for incumbents to 
offer anything very different – their engineering and their billing 
systems and so on are geared up for conventional solutions.” 

Capacity market 
elliott explains the wider significance of rolling out the albion ap-
proach: “What we are talking about here is developing markets in 
capacity around new developments; can we incentivise develop-
ers to put in new capacity or use less [downstream capacity]? If 
we can create a trading mechanism around who provides capac-
ity, that should galvanise upstream and downstream innovation.” 
He cites in example more upstream storage and other means of 
slowing flows downstream. He mulls: “Wholesalers could give 
developers cheaper wholesale prices for creating capacity, because 
they would not have to invest in infrastructure to cater for peak 
demand. Whoever is providing that capacity could share in the 
benefit through innovative charging. This should happen.” 

exciting as this prospect is in itself, Skellett envisages an even 
broader role for albion. He notes that it offers total site servicing 
options, which include managing communal green spaces, re-
cycling, and providing stewardship for local biodiversity. Good 
take-up of these offerings would provide new growth markets 
for Wessex. 

Bryan’s preference is to work with water companies and devel-
opers who voluntarily opt to develop sustainably, rather than for 
ofwat to mandate the use of capacity market solutions in areas 
under strain. But over time he sees the potential to influence the 
regulatory and political agenda and the actions of planners and 
local authorities, if albion can prove its principles work in prac-

Skellett: Looking down the value chain and asking which bits 
could become competitive markets.

Bryan: Albion can help lower the high cost of  meeting 
demand where capacity is tight.

Elliott: Multi-agency approach could mean a negotiated 
settlement by the back door.
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tice extensively. He even sees the potential for expansion over-
seas. “We have heard the water minister talking about UK water 
as a force for export [at the City Conference - see report page 
8-10). Well, community scale solutions are the future, and if the 
UK can provide the technology and the knowhow to support 
community scale solutions to water and sanitation problems, we 
could dominate the world on this in the 21st century.” 

stripping back the business
The albion joint venture is just the latest in a series of gradual 
moves from Wessex to restructure its traditional integrated busi-
ness. elliott explains the company is restructuring “into a whole-
sale company on one side, and series of SMes on the other side” 
all of which to one extent or another are involved in markets 
– be that through direct competition, collaboration or trading 
(see box – Wessex’s markets). Skellett picks up the theme: “I’ve 
been saying for a good few years now that we are a service busi-
ness not a utility. to offer better service we are moving towards 
more competition, and we are stripping away pieces from our 
regulated business, until we are left with a good asset wholesale 
business. We took out our billing activity some years ago and 
sewage sludge through GeNeco, which has subsequently gone 
into renewable energy as well… We are looking down the value 
chain and asking which bits could become competitive markets? 
We are already looking at how you can manage catchments dif-
ferently – and nutrients and water resources.”  

Furthermore, Skellett has additional markets in sight. “We’re 
looking at a number of new things,” he  says. “Multi-lay and pro-
viding a total service for developers – and the ownership of those 
assets. also upstream trades on water resources – for example, 

developing markets with farmers where we can pay them to hold 
water back.” Flood management too is in scope. Skellett mulls: 
“Who are the players? Where might the funding come from? We 
need to look to landowners, local authorities, the insurance in-
dustry and others as well as public funding and ourselves. I really 
believe catchments need to be managed in a more collaborative 
and sustainable way.”  

The company’s vision for new markets and new services is 
summarised in the diagram. 

There is a unifying thread that runs through Wessex’s strategy, 
and that is to focus on societal and environmental outcomes. It 
sees its role as one of stewardship, providing wholesome water 
and public health services for all and restoring natural capital 
at an affordable price. Markets help with this by improving the 
utilisation of infrastructure, natural resources and finance. Skel-

❙  sludge and renewable energy: GeNeco was set up to spearhead Wessex’s 
aspiration to be carbon neutral and to send zero waste to landfill by 2020. It 
operates one of the largest sewage treatment works in the country on behalf 
of Wessex and in 2012 launched bristol’s first food waste recycling facility. It 
now offers organic waste solutions to customers across england and Wales; 
its state-of-the-art treatment processes produce renewable energy, soil 
conditioners and nutrient-rich bio fertilisers. GeNeco has also pioneered the 
injection of gas, generated from sewage and food waste, into the natural 
gas network and has successfully trialled fuelling a “bio-bus” with the gas it 
produces. A fleet of gas-powered buses is expected in bristol shortly. 

❙  Billing and customer service: bristol Wessex billing services is a 50:50 joint 
venture company set up by Wessex and bristol Water in 2001. It provides 
meter reading, billing, debt recovery and customer contact management 
services for its two parents and is unique in the water industry.

❙  non household retail: Water2business is another Wessex/bristol joint ven-
ture. It serves all the non household customers of the two companies and 
is gearing up to compete in the 2017 market. It draws on the individual 
knowledge of each owner but with arms length management and a sep-
arate premises, it gives dedicated attention to business customer needs. 

❙  Capacity around new development: see main article on Albion Water.

❙  Environmental services: Wessex is involved in two trials in this space the 
first involves the establishment of a Natural Capital Trust for the Bristol Avon, 
working in partnership with the local authority, local enterprise partner-
ship and others. the project is currently in its infancy but in its sights is an 

agreement by all stakeholders on a catchment resilience plan which 
attempts to deliver agreed collective objectives for the whole catchment. 
for instance, if part of the catchment needs restoration activity, or if new 
development needs to be accommodated, the trust will look at how 
best to manage – and fund – that in the round. elliott explains: “£13bn a 
year is spent in england alone on catchment related outcomes, but it is 
sectorised – controlled by dozens of different bodies. this results in badly 
allocated resources and silo working. What we are trying to do here [bristol 
Avon] is to say if £1 is spent by us or by the local authority or whoever, that 
£1 should be spent in the best way for the catchment. It’s a multi-agency 
system so we need a multi-agency way of negotiating.” 

the second concerns nutrient reduction in Poole Harbour, part of a 
wider catchment initiative there. elliott praises the environment Agency, 
drinking Water Inspectorate and Natural england for their “forbearance” 
in allowing the pilot to proceed. essentially, rather than just consenting 
individual assets, the regulators have agreed to nutrient permitting at 
catchment level – the only example of this in england, says elliott. this 
means the stakeholders involved can agree between them how best 
to deliver against the total nutrient consent (which may be tightened 
year on year), so that in the future trading and infrastructure solutions 
can compete on an equal footing. elliott explains: “for example, they 
agreed we don’t have to build a nutrient removal facility at our plant in 
dorchester; traded solutions that remove nutrients from farmland are okay 
instead.” Reverse auctions are run to determine the best approach and 
all stakeholders are incentivised to achieve the catchment level outcome 
stipulated. Ultimately this approach opens the door to more progressive 
regulation and activities that make the best uses of resources – natural, 
built and financial.

WEssEx’s MARKETs

FEATURE|Wessex & ALbION

Catchment 
infrastructure 
management:
eg: �ood risk

Integrated
infrastucture

for new
communities

Sludge
services and
water trades

Catchment
trading
sevices

Ex
ist

in
g 

ca
pa

bi
lit

ie
s N

ew
 capabilities

New markets

Existing markets

nEW MARKETs And nEW sERVICEs



tHe Water report March 2016 17

lett says this is crucial given the nature of the challenges the in-
dustry – and country – currently face. “We have the fundamental 
challenges of climate change and a need for resilience, but all the 
while we have to keep bills under control. We will not meet these 
challenges by traditional means.” 

For markets to work most effectively in delivering societal 
and environmental outcomes, Wessex believes the boundaries of 
what is classified as traditional water utility activity need to be 
broken down. For the company, this has the additional upside 
of providing a growth opportunity for owner YtL. elliott com-
ments: “our investor accepts that customer bills and the rate of 
return from traditional solutions are only being pushed one way. 
as a monopoly, we can’t grow because we are constrained by ge-
ography. We can reduce costs and have been under pressure to 
do that for some time, but that is always reset at price reviews. 
We can continue to look for efficiencies, but we also need to 
grow our business.” 

Community and citizenship
Moving away from being a pure monopoly and engaging in de-
fined markets contributes to another strand of activity Wessex 
is pursuing: building relationships with a series of communi-
ties as a means to better understand the needs of those it serves. 
ofwat has spelled out that it expects more of companies on 
the customer engagement front as pr19 gets underway – better 
understanding, ongoing dialogue and stronger relationships. 
Wessex currently puts in solid performance on this front and 
tops the Service Incentive Mechanism league for WaSCs. But 
it wants to go further. 

elliott says the communities Wessex has in sight to connect 
with are varied: they might be geographical (as in the Bristol 
avon case – see box); commercial (for instance, the business 
community); interest-based (such as membership of a wildlife 
or environmental group); or social (for example, based around 
groups who help those who struggle to pay). But the very fact 
that individuals elect to engage with specific groups or commu-
nities – be it because of interest or necessity – will give the com-
pany insight into their preferences and concerns. elliott observes 
that this will be increasingly important as retail competition de-
velops and wholesalers are one step removed from end custom-
ers. He questions: “Who should wholesalers form a relationship 
with to gain insight into what their long term objectives should 
be for the services they provide?”

taken to the limit, strong and consensual community relation-
ships would put power into the hands of community groups. el-
liott observes it could ultimately result in “negotiated settlements 
by the back door” – for instance, in the case of the Bristol avon 
Natural Capital trust. He considers: “ofwat has guarded against 
the old fashioned negotiated settlement, like we have seen in 
Scotland. But I think they are open to a multi-agency approach, 
which looks for match funding and agreed outcomes for all. The 
problem is we don’t yet have a finalised model to build the nego-
tiation around. It’s a challenge for ofwat: they have encouraged 
innovation, dialogue, more efficient utilisation of resources, but 
they haven’t yet got the tool set to manage it.” 

This won’t hold Wessex back though. Its activities so far 
around the development of markets preempt what ofwat has in 
mind for Water 2020. Skellett positively wants to stay one step 
ahead: “We shouldn’t rely on the regulator to tell us what to do. 

We don’t like rules. We should be doing things and saying ‘what 
do you think of that?’”. 

He praises ofwat’s Cathryn ross and Jonson Cox for being 
open to innovation and for allowing companies to experiment. 
elliott concurs: “pilots are great. They allow you to test ideas and 
see how the regulation around them would look. trying to set 
regulations before a market opens is painful – look at non house-
hold retail. It’s better for us to lead by example. Look at social 
tariffs: we have led and others have followed. It’s not a bad way 
to be progressive. The challenge for the regulator really is how to 
accelerate that.” 

elliott sees something of a virtuous circle in developing new 
markets, new services and closer relationships with communi-
ties to make the best use of resources. “If we can put power into 
the hands of communities, it would move us towards a citizen-
ship based approach not a consumer based approach. The prob-
lem with a consumer approach, revealed by stated preference 
type research, is that consumers are risk averse and this points to 
buy-side solutions [infrastructure based]. Community based ap-
proaches will lead to better understanding which should support 
demand side solutions.” 

If Wessex’s vision becomes reality, it would open the door to a 
far wider array of options for dealing with the industry’s pressing 
challenges, particularly perhaps on flooding. regulators must do 
their utmost to keep up.    tWr

At the core of Albion’s business is the provision of a broad range of sustainable 
services to new housing developers, which offer both environmental and com-
mercial benefits.  Although it tailors service packages to developers’ needs, 
Albion says its preference is to supply (and manage via an onsite team) the 
following:
❙  potable water and wastewater networks
❙  a sewerage service with nearby modular treatment (potentially including 
natural wetlands and reed beds that enhance the environment).
❙  development-wide non-potable “green” water supplies for toilet flushing, ir-
rigation and non-drinking water use.
❙  adoption and management of all on site sustainable drainage systems and 
retention lakes
❙  management and adoption of green spaces. 

the underlying principle is to reduce the strain where resources are scarce, 
and to lower the capital and carbon cost of development infrastructure. 
Albion’s flagship project is at Rissington in Gloucestershire, an ex RAf base 
comprising 370 existing homes and 368 new builds. through a combination of 
activities there, Albion has delivered:
❙  Cheaper bills to private customers than they would have paid to the incum-
bent company.
❙  historic leakage reduced from c.2,500 litres to c.70 litres per property per day. 
❙  Potable water consumption for new builds reduced by c.40% through the use 
of green water.
❙  More sustainable estate management and with growing community engage-
ment.
❙  Lower costs to the developer, including because Albion has adopted the suds 
and retention infrastructure as part of its sustainable community approach.

In addition, the impact of food disposal on local sewers and treatment pro-
cesses is being evaluated for future incorporation into community energy and 
anaerobic digestion roll out at a local scale.

elsewhere, Albion operates four inset appointments across the industry (bryan 
says this number is expected to grow now with Wessex’s partnership) and has 
since 1999 delivered a bulk supply of potable and non-potable water to shotton 
Paper, UPM kymmene’s state-of-the-art newsprint plant in Wales. 

AlBIon WATER

Wessex & ALbION|FEATURE
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there was a genuine spirit of consen-
sus, collaboration and co-creation 
at the launch of ofwat’s Vulnerabil-
ity focus report in London in Feb-

ruary. Chaired by senior director of cus-
tomers and casework richard Khaldi, the 
event brought the regulator together with 
companies, charities, debt advice work-
ers, consumer representatives and others 
to challenge the industry’s traditional un-

Companies and regulator unite in backing 
inclusive service for all as a key principle of caring 
for customers in vulnerable circumstances – but 
delivery will be a real challenge. 

derstanding of vulnerability and to forge 
a better future path together – with water 
companies at the helm.

In itself, looking after the vulnerable is 
“at the heart of trust and confidence”, said 
ofwat chief executive Cathryn ross. It also 
is part and parcel of the closer customer 
engagement expected for pr19 and in fact 
Customer Challenge Groups have been spe-
cifically directed to the focus report to help 
them hold their companies to account. 

The Vulnerability report and the ac-
companying pack for practitioners set out 
a new approach to caring for this group, 
based on three principles. 

Inclusive service for all
The first is that service should be excellent 
for all customers. all parties have recog-
nised that defining vulnerability based on 
specific groups alone may be too simplis-
tic, and risks marginalising some custom-
ers. The report points out: “Vulnerability 
is complex, and can arise because of a cus-
tomer’s personal characteristics, their cir-
cumstances or a combination of the two. 
It also relates to marketplace conditions 
and/or the broader economic and social 
policy environment. as a result, custom-
ers can move in and out of vulnerability 

as their circumstances change.”
Half of all customers are expected to find 

themselves in vulnerable circumstances at 
some point in their lives. among common 
“triggers” are age, income, physical illness, 
divorce and mental health. 

ross provided some thought-provoking 
statistics to illustrate the variety of vulner-
ability drivers: the number of people aged 
over 85 is set to triple over the next 30 years; 
in 2013, 7.1m people had not used the in-
ternet; 16% have a reading age of under 11; 
half of us can expect a cancer diagnosis.

ofwat now expects companies to offer 
“an inclusive, world-class service to all 
customers”. It added: “Ultimately, all cus-
tomers – regardless of their personal cir-
cumstances, age or postcode – should be 
able to access the services they need from 
their providers, including those custom-
ers who find themselves in circumstances 
that make them vulnerable.”

at the launch event, there were break out 
sessions led by recognised leaders in their 
fields. SIM leader Wessex Water’s head of 
consumer affairs Sue Lindsay shared her 
insights on looking after customers, in-
cluding those in vulnerable circumstances. 
She covered matters including staff train-
ing, providing accessible information, 
partnering and community engagement. 
Sarah Falder, head of affordability at Dwr 
Cymru, set out some of the successes her 
company had gleaned from face to face 
community events. Chief executive Chris 
Jones later explained that affordability is a 
major issue in Wales (see box on key find-
ings on debt and affordability) and that the 
country has a number of different policy 
stances to england on related issues. Dwr 
Cymru will be supporting 10% of its cus-
tomer base in some way by 2020. 

effective use of data 
Secondly, the report advises that effective 
use of data can help companies to under-
stand their customers and identify those 
in situations of vulnerability. Moreover: 
“effective linked-up use of data between 
different organisations (such as debt man-
agement charities and agencies, housing 
associations, landlords, water companies 
and data providing agencies) can also 
help companies to assist customers before 
they enter into difficulty.”

In the group sessions, United Utilities 
and Yorkshire Water shared their experi-
ence of data sharing with credit reference 
agency experian. This has given them in-

key findings from Ofwat’s december Affordability and 
debt 2014-15 report:
❙  23% of households in england and 32% of households 
in Wales spend more than 3% of income on water bills
❙  11% of households in england and 15% of households 
in Wales spend more than 5% of income on water bills
❙  Outstanding revenue rose from £1.9bn to £2.2bn 2010-
14 
❙  56% increase in the number needing help to manage 
their debts since 2012
❙  10% increase in the number contacting the National 
debt helpline about water arrears since 2010
❙  Average amount of individual debt – £14,650
❙  Low-income households, working-age adults living 
alone, lone parents and single pensioners are more likely 
to have problems paying their bills, and to be in debt
❙  £21 added to the average annual bill to recover and 
write off debt.

AFFoRdABIlITy And dEBT, 2014-15

CONseNsUs ANd 
COLLAbORAtION 
ON vULNeRAbILItY
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sight into customers’ financial positions 
beyond the confines of their water bills 
– who is credit worthy and who is credit 
stressed – enabling the companies to tar-
get their various support mechanisms 
better. For instance, United Utilities said 
customers had been transferred onto ar-
rears matching schemes as a result, while 
Yorkshire Water used the data to frame 
its social tariff offering. Customers are 
informed this is going on, but the com-
panies reported few resulting difficulties. 

However, Dwr Cymru’s Jones described 
data sharing possibilities as “the elephant 
in the room,” noting water is one sector 
among many. referring to the industry’s 
frustrations around negotiating data pro-
tection law (particularly, accessing De-
partment of Work and pensions data to 
target help to those who need it, and se-
curing landlord liability for tenant water 
debt), Wessex Water chief executive Colin 
Skellett said more dialogue was needed 
with the data commissioner as the legisla-
tion couldn’t have been intended to stop 
those who need it getting help. 

ofwat’s chairman Jonson Cox urged 
company leaders to take a pragmatic ap-
proach: to respect the spirit of the Data 
protection act but to “back your people 
in using their judgement”. 

Partnering
The third overarching principle ofwat 
set out in its report was that companies 
should partner widely  to address vulner-
ability – with both other utilities and third 
party organisations such as CCWater, Wa-
ter UK, debt management organisations 
and health charities. It said this approach 
could help to:
❙  train staff 
❙  assess the types of support that can be 
effective for customers in situations of 
vulnerability 
❙  signpost when customers are struggling 
with multiple bills
❙  build a collaborative approach to tackle 
the challenges facing the sector. 

ofwat is practicing what it preaches by 
working collaboratively with the industry 
and others, and by learning from other 
regulators – particularly the Financial 
Conduct authority which has been the 
trailblazer in this area. 

In the breakout groups, Northumbrian 
Water’s Mark Wilkinson provided some 
practical examples of successful partnering 
with a range of parties – from big national 

players like Step Change to very local or-
ganisations such as Know Your Money in 
Middlesborough, which works with 18-21 
year olds to provide money management 
advice. Southern Water’s Michelle Simp-
son explained how her company had part-
nered to successfully roll out its universal 
metering programme. 

Nonetheless, finding the right partners 
is no straightforward task, as came up in a 
Q&a session – how do you choose partner 
organisations, and how do you measure 
the costs and benefits? Dwr Cymru’s Jones 
advocated finding a balance between na-
tional and local organisations and said that 
hard to reach customers are often best ap-
proached at a very local, even neighbour-
hood, level. Skellett agreed, suggesting staff 
often have a good knowledge of potential 
community organisation partners. Severn 
trent’s chief customer officer Sarah Bent-
ley said technology could help – analytics, 
data processing and search. 

 all these issues will become more in-
tense if resilience spending becomes part 

of the picture (see report, p10-13). and 
there are other things on the horizon that 
could pose additional challenge. andrea 
Cook, chair of Yorkshire Water and Unit-
ed Utilities’ CCGs, raised the question of 
how the higher cost to serve of vulner-
able customers will be factored in to the 
household retail cost benefit analysis of-
wat is currently undertaking. She noted 
the vulnerable were marginalised in ener-
gy as other customers were cherry picked.  

Household retail competition could also 
challenge the industry’s spirit of working 
together for the good of all. Best practice 
sharing stood out as a theme of both the 
ofwat event and report and companies 
were very willing to do it; would they be 
as willing to hand over information that 
could give them competitive advantage? 
and finally, how might the satisfaction 
of customers in vulnerable situations be 
measured in any future iteration of the 
Service Incentive Mechanism? It looks as 
if the regulatory landscape will have to be 
as dynamic as vulnerability itself.  tWr  

key themes discussed at february’s All Party 
Parliamentary Water Group (APPWG) meeting on 
affordability: 

❙  More tools needed: Wessex Water’s head of 
consumer affairs sue Lindsay said companies 
“need more tools in our armoury” to differenti-
ate between the can’t pays and the won’t pays. 
the two main new tools the industry has been 
pursuing are landlord liability for tenant water 
debt (this is a legal obligation in Wales but not 
england) and access to department of Work 
and Pensions data to identify those who are 
likely to need financial support. Lindsay reported 
progress on the latter. dWP has agreed to iden-
tify and contact Wessex customers it thinks may 
need help, to flag up the assistance packages 
the company offers. this is a pilot project being 
run jointly with Water Uk, the Consumer Council 
for Water (CC Water) and defRA. the stumbling 
block hitherto has been data protection law but 
this pilot gets around that because dWP will ex-
plicitly not be sharing any information with Wes-
sex. the water company will fund the project. 
APPWG co-chair baroness McIntosh put forward 
an idea to get around data protection concerns 
on landlord liability: that tenants could tick a box 
on their bill to give consent. 

❙  support must be holistic: Wessex is widely 
regarded as a frontier company on affordability 
issues and Lindsay said assistance must take a 
holistic approach. Wessex has a wide range of 

mechanisms which it tailors to the circumstances 
of the individual. It also funds 18 Citizens Ad-
vice bureaux in its area and has multiple other 
partners. It is working towards assisting 10% of its 
customers in some form, and in April will launch 
a new tariff offering a 20% discount to those on 
Pension Credit.

❙  ofwat must not be over generous at price 
reviews: Responding to a question from baroness 
McIntosh on whether the National Audit Office 
criticisms of Ofwat had been too harsh, CC Water 
chief executive tony smith said his organisation 
flagged up at PR09 that the cost of capital was 
too high (even before the cost of borrowing came 
down further). On top of that, companies benefit 
from a number of tax benefits including capital 
allowances and the ability to offshore profits. he 
reported that you would have earned 50% more 
by investing in water companies at the time of 
privatisation that in the ftse 100, and cautioned 
that company reputations will be damaged if 
they continue to make and keep windfalls. 

❙  It’s not easy to reach the hard to reach: Af-
finity Water earned the rare enhanced status 
at PR14, partly for the quality of its community 
engagement work. Going forward, the industry is 
expected to engage with customers in an ongo-
ing way and ensure business plans reflect what 
all customers think. Regulation director Chris Offer 
raised the issue that reaching groups that don’t 
engage will be a real challenge. 

APPWG on AFFoRdABIlITy
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Water minister rory Stewart recently highlighted 
to the UK water industry that there is a £50bn 
water export market ripe for the picking. He 
gave the anecdote that water and sanitation 

was the number one priority for Indian prime minister Modi 
when he visited here late last year. The message was echoed last 
month by  trade and investment minister Lord Maude of Hor-
sham at the World Water tech event in London. Lord Maude 
spied even greater opportunity, speaking of a $8.6tn market to 
provide global access to water and sanitation by 2050. 

Neither politician pinned down detail – for instance, whether 
they saw the main opportunity in exporting UK water technolo-
gies, consultancy, services, investment or operations. But if wa-
ter companies’ previous experience is anything to go by, this is a 
growth route fraught with difficulty. Water suppliers would even 
have a hard job getting out of the starting blocks, observed Verity 
Mitchell, director of utilities research at HSBC. She said compa-
nies were “capital constrained” whereas the the French regulato-
ry system, for instance, allows Suez and Veolia to recover enough 
profit to invest in “world beating” research and development. 
The French, she noted, are already working in India. 

Stewart said high bills to fund companies to generate profit 
abroad would not be palatable here – “I don’t think that’s a real 

option for us” – but that the industry could pull together more 
and collaborate with, for instance, universities, research funds 
and UK trade & Investment to grow exports. 

Working in emerging markets
But even for those who are very well versed in working in emerg-
ing markets, the going can be tough. Thierry Mallet, executive 
vice president at Suez, listed the following observations of work-
ing in developing world: 

❙ tariffs: the idea that water users must cover all service costs 
is unworkable – “flat schemes are dead”. rates need to acknowl-
edge that some costs are sunk and offer payment solutions that 
blend subsidies, user charges and developer charges. 

❙ Good governance is key. Co-governance with partner organi-
sations can work. transparency – for instance on costs and rev-
enues – is valuable.

❙ Investment is long term: noting the wastewater systems of 
paris took 150 years to build, Mallet said anyone who believes 
much can be achieved in a short time is mistaken. But projects 
need milestones – e.g. at the two, five and ten year points – to 
keep them on track. 

❙ Flexibility: structures have to be flexible enough to “get 
through a crisis” – for instance, mixed capital companies are 
good and alliances should be with a variety of contractors. 

GOLdeN 
OPPORtUNItY?

Ministers are encouraging the water 
sector to look beyond these shores. but 
working overseas is far from plain sailing. 
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However, Julio Schreier, 
senior waste and water spe-
cialist at the european Bank 
for reconstruction and De-
velopment (eBrD), said dif-
ficulties investing in water 
can be overcome with the 
right approach. “We invest,” 
he said. “I go to bankrupt 
companies and we make 
bankable deals.” He agreed 
with Mallet that you have 
to be in it for the long haul: 
“We are happy to get returns 
in 15-20 years, not five.” on 
the tariff issue, Schreier said 
recognition of the true cost of 
water is a “minimal require-
ment” for the eBrD, but that 
it treats who pays that cost as 
a different question. Finally 
he called for global giants 
like Suez and Veolia to be 
more yielding in their costs 
to help countries access their 
services. “You have to be pre-
pared to give a bit, to take on 
more risk, to put money in,” 
he said. 

Governance and 
channels to market
Mallet noted that water of-
ten receives less investment 
than other forms of infra-
structure and attributed 
this in part to the fact that 
it is commonly treated as a 
local rather than a national 
issue –consequently gov-
ernance arrangements can 
be challenging. This theme 
was also raised at World 
Water tech by trevor Hill, 
Ceo of specialist water sec-
tor software-as-a-service 
provider Fathom. Hill said 
it wasn’t a shortage of tech-
nology that hindered global water advancement but a shortage 
of accessible channels to market for those who want to invest – 
and this is largely a function of the multitude of local players in-
volved. He said the UK is unusual in having so few organisations 
responsible for water; in Germany for instance there are 10,000 
water utilities and 1,600 in texas alone. For a company trying to 
sell into such a market, this proliferation of players commonly 
translates as few resources, low levels of It sophistication and 
“incredibly long” sales cycles. He suggested cloud technology 
and the development of business models for risk averse utilities 
could help address these issues. 

even in the world’s big cities, water governance arrange-
ments can hinder investment and leave important social and 
economic centres ill prepared for the future. Last month, the 
organisation for economic Cooperation and Development 
(oeCD) launched the latest in a series of reports on water gov-
ernance, Water governance in cities. Key findings are detailed 
in the box.  tWr

❙ Arup has launched the InDepth Water Yearbook, a comprehen-
sive review of the global water industry, and has made it available 
for free download at www.indepthwateryearbook.com.

In february, the OeCd launched its 
Water governance in cities report, 
which questions whether cities are 
prepared for the future in water and 
wastewater terms. forty-eight cities 
across 17 countries volunteered to 
take part in a survey including, from 
the Uk, edinburgh, Glasgow and 
Liverpool. Cities were asked to rank 
which challenges, from a list of 65, 
were the five most critical to them in 
terms of managing water. the highest 
ranking were: infrastructure, efficiency, 
customers, investment and account-
ability. Aziza Akhmouch, head of the 

OeCd’s water governance pro-
gramme, commented: “Maybe we 
need to fix the institutions that can fix 
the infrastructure first.” 

the study grouped and analysed 
the city data in various ways, includ-
ing by population size and by where 
roles and responsibilities for urban wa-
ter policy making sit (centrally, locally 
or both). It identified seven multi-level 
governance gaps: capacity gaps, 
funding gaps, accountability gaps, 
policy gaps, objective gaps, admin-
istrative gaps and information gaps. 
the first two of these were the most 

prominent, and specific issues in each 
area are shown in the charts.  

the OeCd’s policy response is to 
foster coordination in three key areas: 
❙  People: the sector is fragmented and 
engagement levels between cities 
and the various stakeholders in water 
is patchy. Cities have very frequent 
contact with water service provid-
ers and regional governments, for 
instance, but infrequent contact with 
lots of other parties including irrigators, 
financiers, academia and workers. the 
OeCd believes better engagement will 
build trust, help with willingness to pay, 
raise awareness of risk, foster account-
ability, help manage any conflict over 
water allocation, encourage buy in 
on reform, and set convergent targets 
across policy areas.  

❙  Places: the focus here is on creating 
linkages between urban and rural 
areas which could help with many 
water aspects including quality, 
wastewater treatment and flood 
control. Akhmouch cited as examples 
contracts Paris and Munich have with 
farmers to reduce pollution levels. 

❙  Policies: many strands of policy 
influence urban water management, 
including: land use, spatial planning, 
energy, housing, agriculture and trans-
port. the OeCd proposes a number 
of coordination mechanisms which it 
believes with improve the efficiency 
of resource allocation and increase 
capacity. Among the suggested 
mechanisms are: financial incentives, 
partnerships,  joint programmes and 
coordination groups.  

the OeCd is now planning to imple-
ment its previously published Principles 
on water governance at city level. 

❙  The report and the 48 individual 
city profiles are available at  
http://bit.ly/1RfQG8J

oECd – WATER GoVERnAnCE In CITIEs
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Pennon Nhh retail to piggyback on viridor
pennon Group is planning to use 
the national footprint and order 
book of its Viridor waste business 
to explore opportunities for its non 
household (NHH) retail arm. at 
an investor event last month, chief 
executive Chris Loughlin said the 
business retailer will be a stand-
alone legal entity in the group, 
combining the NHH operations 
of South West Water and Bour-
nemouth Water. He explained 
Viridor’s national footprint should 
give the business – pennon Water 
Services – an advantage “other wa-
ter companies haven’t yet got”. 

That is one example of how pen-
non plans to exploit the synergies 
and opportunities arising from  
owning both a water and a waste 
business more directly going for-
ward. It has recently restructured 
and simplified its board structure 
to this end. as part of the shakeup, 

Loughlin,  was promoted to lead 
the wider pennon Group as Ceo, 
and Dr Stephen Bird became man-
aging director of South West Water.

Loughlin provided other ex-
amples of how Viridor and South 
West Water will work more closely 
together: there will be more ser-
vice sharing, with the likes of Hr, 
It and procurement joining the fi-
nance team in working across the 
business; and South West’s energy 
purchasing activity will be used to 
“derisk” pennon’s energy recovery 
business more –  Loughlin said 
there was a “25% natural hedge”. 

The objective is clearly one of 
cost cutting, with pennon set to 
pursue “a tight focus on cost lead-
ership and financing efficiency” – 
a policy Loughlin said had stood 
South West Water in good stead at 
pr14. He added that the group also 
had growth in its sights and would 

seek out strategic and cash genera-
tion opportunities all the while. 

The corporate strategy is very 
much to stick to the knitting. 
Loughlin confirmed the group 
had “no ambition to do anything 
else” other than UK water and 
waste infrastructure, which pro-
vides predictable, long term, asset-
backed returns. 

The wholesale water business 
dominates the group in terms of 
ebitda. Loughlin reported that the 
integration of Bournemouth Water 
was proceeding well; ofwat is con-
sulting until 14 March on termi-
nating Bournemouth’s licence and 
modifying South West’s to cover 
the new patch. Back office integra-
tion is also planned, with around a 
quarter of Bournemouth’s back of-
fice staff to be lost.

Loughlin explained the driv-
ers for the deal were to increase 

South West’s regulated Capi-
tal Value and to pursue frontier 
performance. Noting growing 
the wholesale business is diffi-
cult because of merger controls, 
Loughlin indicated pennon was 
interested in further acquisitions. 
He confirmed the company would 
continue to seek out opportuni-
ties. He also noted further oppor-
tunities for growth from the new 
markets due to be opened after 
2020, and non household retail. 
Despite the Viridor link, the latter 
is not thought to be a major focus 
for the group outside of certain 
segments. 

elsewhere, Loughlin said it was 
“all going exceptionally well” in 
terms of South West Water’s out-
performance of its pr14 outcome 
Delivery Incentives, and that the 
company remained industry-lead-
ing in its dividend policy. 
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WWF-UK and the angling trust 
have slammed the updated eng-
lish river Basin Management 
plans (rBMps) published by De-
Fra and the environment agen-
cy last month as “woefully unam-
bitious” and said they will fail to 
tackle the main threats facing the 
country’s rivers. 

In February, environment regu-
lators published plans for the 11 
river basin districts in england 
and Wales. These updated the first 
set of rBMps agreed in 2009 and 
followed consultation which ran 
from october 2014 to april 2015.  
The plans aim to manage the pres-
sures facing england’s water envi-
ronment under the Water Frame-
work Directive.

The consultation considered 
five scenarios for 2015 rBMps, 
varying in terms of ambition, cost 
and who pays. The green groups 
supported a scenario that would 
get 75% of water bodies to good 
health by 2027 and, according to 

environment agency analysis, 
deliver a net benefit to society of 
£8.4bn. But Dominic Gogol, wa-
ter policy manager at WWF-UK, 
said in opting for a far lower tar-
get, “ministers have squandered a 
huge opportunity.” 

He explained: “Currently, only 

17% of water bodies, such as riv-
ers and lakes are at good health. 
The new targets released … by the 
environment agency show that 
by 2021 it intends only 21% to be 
healthy. This lowly ambition does 
not even get them back to where 
they were in 2009 [26% in good 
health].” He called this “devastat-
ing for both the people and wildlife 
that rely on these special places”. 

Mark Lloyd, chief executive of 
The angling trust & Fish Legal, 
pointed the finger of blame for 
many of the problems english 
rivers suffer – pollution and over 
abstraction, aggravated by popu-
lation growth and climate change, 
with knock-on effects for water 
quality, availability and manage-
ment – at a lack of will to tackle 
the practices of the farming sector. 
He said: “While these plans set out 
clearly the range and scale of the 
issues affecting rivers across the 
country, such as farm pollution, 
key effective solutions to tackle 

them are absent.” 
The green groups said agricul-

ture and rural land management 
is responsible for 28.5% of the 
pressures preventing waters from 
reaching good status (for instance, 
run off pollution and over abstrac-
tion), while the water industry is 
responsible for 24.7%. However 
that the cost and remedial activ-
ity burden falls squarely on water 
company – and hence customer – 
shoulders. WWF supports pollut-
er pays measures – in particular, 
attaching conditions to funds such 
as Single Farm payments under 
the Common agricultural policy; 
and wider use of fines and penal-
ties for pollution and breaches of 
environmental regulation.

DeFra and the environment 
agency said the rBMps had been 
prepared in line with ministerial 
guidance, fulfil the requirements 
of the WFD and contribute to the 
objectives of other eU directives. 
They added the 2015 plans build 
on the work already done to pro-
tect and improve over 9,320 miles 
of rivers over the last five years.

RbMPs are “woefully unambitious”

Wye not act? Herefordshire river 
turned brown by runoff
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Northern Ireland’s environment 
minister Mark H Durkan has 
conceded that improvements to 
the province’s rivers and loughs 
are taking longer to achieve than 

originally anticipated. Currently 
some 68% of surface water bod-
ies are considered to be below 
either Good ecological Status 
(GeS) or Good ecological poten-
tial (Gep). 

The government has recently 
published the second set of river 
Basin Management plans for 

Northern Ireland. These include 
measures designed to ensure  that 
70% of the waters meet the euro-
pean Commission standard for 
GeS  status by 2021. 

Key actions include planned 
investment by NI Water in sew-
age infrastructure to increase ca-
pacity and effectiveness of waste 

water treatment. There is also a  
multi-million pound agricultural 
environmental Farming Scheme 
to improve water quality and the 
wider environment as  well as a 
new Nitrates action programme 
with training  for farmers to help 
reduce diffuse pollution from ag-
ricultural sources.

The legislation cutting the number 
of Stormont departments from 12 
to nine, in the process dissolving 
the Department of environment  
and reassigning responsibility for 
overall environmental policy mak-
ing, has gained royal assent.

The Northern Ireland environ-
ment agency and its Drinking 
Water Inspectorate unit which to-
gether regulate NI Water will move 
to the yet to be established Depart-
ment of agriculture, environment 
& rural affairs (Daera). It will 
assume the existing functions of 
the current Department of agricul-
ture and rural Development, and 
most of the Doe’s environmental 
functions as well as policy for the 
country’s sustainable strategy.

a new Stormont entity, the De-
partment for Infrastructure, will 
take on strategic planning from 
Doe as well as the rivers agency 
and inland waterways. In addition it 
will take the lead on flooding issues.

another new department – the 
Department of Justice (DoJ) – 
will take responsibility for the 
Water appeals Commission. re-
sponsibility for local government 
will rest with the Department for 
Communities, one of the other 
new departments.

The new-look to the adminis-
tration will come into force in May 
after the next election.

economic regulation of NI Wa-
ter is unaffected by these changes 
and will remain firmly with the in-
dependent Utility regulator.

The fate of Irish Water and the fu-
ture of water charges loom large in 
the aftermath of the Irish repub-
lic’s inconclusive general election 
at the end of last month.

over the course of the gen-
eral election campaign, Fianna 
Fail promised that if it ended up 
in government it would abolish 
the company while other par-
ties, including Sinn Fein and 
anti-austerity alliance-people 
Before profit, along with many of 
the Independents, also made its 
abolition a cornerstone of their 
campaigns. In the run-up to the 
election thousands turned out at 
protests about water charges.

over the last weeks the possibil-
ity of a coalition between Fine Gael 
and Fianna Fail has emerged. Fine 
Gael leader and erstwhile taoiseach 
enda Kenny has emphatically ruled 
out the abolition of Irish Water.

In his first public comments 
since the election, Kenny insisted 
that water charges administered by 
a single national utility would be 
a fundamental issue for Fine Gael 
during negotiations on forming a 
new government.He called on peo-
ple to continue paying their water 
bills, saying it would be a historic 
mistake for the Government to re-
verse its position on Irish Water.

Fianna Fáil has suggested that 
charges might be suspended for up 
to five years with some party sourc-
es now saying they will examine 
the prospect of introducing a tax 
credit for the 928,000 households 
who have already paid their bills.

The party’s finance spokesman 
Michael McGrath and environ-

ment spokesman Barry Cowen 
have been instructed by Fianna Fáil 
leader Micheál Martin to formu-
late a detailed water charges sub-
mission for any government talks.

However, there were indications 
from sources in both parties that a 
compromise might be possible if 
Fianna Fáil backs away from abol-
ishing Irish Water and Fine Gael 
drops its proposal to abolish the 
universal social charge. Members 
of the Independent alliance and 
the Social Democrats say they will 
not support any government that 
does not make changes to the wa-
ter charges regime.

Fianna Fáil has proposed a Na-
tional roads authority (Nra) 
type model for the provision of 
water services. trade unions, 
have been arguing that the debate 
between the payment for water 
services and the structure best de-
signed to deliver and improve the 
water infrastructure needs to be 
separated.  What most want is an 
end to the commercial semi-state 
utility.

But abolishing  Irish Water by 
a new government would cost 
the state up to €7 billion over the 
next five years, according to inter-
nal estimates by the state-owned 
utility. The estimates envisage the 
losses occurring under four cat-
egories: cash costs, sunk costs, 
benefits forgone and the lost pos-
sibility of getting its debts off the 
exchequer’s books.

With Ireland’s water and sew-
erage infrastructure in need of a 
multi-year investment programme 
costing well over €500 million a 

year, the issue will have a crucial 
impact on the incoming govern-
ment’s ability to spend money on 
public services and/or tax cuts.

The cash costs have been esti-
mated at about €100 million, and 
largely involve paying off staff who 
would not be transferred to local 
authorities. It would also include 
the cost of breaking leases and 
contracts, and the costs of trans-
ferring back the property already 
put into Irish Water ownership.

Sunk costs are categorised as 
expenditure the value of which 
would be lost if the company was 
abolished or water charges ended. 
Some €500 million has been spent 
on the metering system, and an-
other €170 million on establishing 
the financial, procurement and 
customer processing systems that 
Irish Water uses.

The benefits forgone are the 
domestic water charges valued 
at €1.6 billion that would be col-
lected in the period to 2021, and a 
further €1.6 billion in savings that 
are part of the utility’s business 
plan to 2021.

The final issue is whether Irish 
Water’s borrowings could be kept 
off the state’s balance sheet. at 
present the utility does not qualify, 
in large part because of the Gov-
ernment’s decision to give people 
water conservation grants.

Without water charges, the util-
ity cannot pass the eurostat test. 
The achievement of savings, and 
an increase in domestic customers 
paying their water charges, which 
stood at about 63%, will be key to 
passing the eurostat test.

Irish Water hangs in the balance Royal Assent 
for law which 
scraps NI dOe

CONtRIbUted bY RoGER MIlnE

NI RbMPs 
make waves
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It has been impossible to avoid im-
ages of flooded streets and homes 
this past winter. The winter storms 
and heavy rainfall have caused 
damage on a vast scale, and while 
it is sodden carpets and sofas that 
we are now most used to seeing, the 
impact of flooding on roads, drain-
age, rail, and water infrastructure is 
also vast. The clean-up operation 
here is likely to take some time, but 
rapid response can help to reduce 
the impact, manage the risk, and 
get repairs underway swiftly.

Currently in the water industry, 
when faced with flood water, the op-
tions are either to do time consuming 
and labour intensive manual checks 
on sites at risk, or, over larger sites, to 
use imagery gathered from satellite 
to survey the area from space. In 
Cockermouth, one of the areas worst 
affected by the floods of December 
2015, a new research project funded 
by the Natural Environment Research 
Council (NERC) took to the skies. I 
conducted a survey with Unmanned 
Aerial Vehicles (UAVs) which allowed 
me to map with high accuracy the 
impact of flood damage.

UAVs, commonly known as drones, 
are now being put to many uses. 
Military regularly use them to gather 
remote data on suspects, and they 
were a top Christmas present for am-
ateur pilots. However, for the first time 
in the UK to my knowledge, the Civil 
Aviation Authority gave permission for 
UAVs working on the “Drone Watch” 
project to carry out survey works over 
congested space in the UK with a 
range of 1000m from the pilot and up 
to a potential altitude of 400ft above 
ground level. This was vital because it 
allowed a research team to identify 
with high accuracy the flood extent 
and damage.

drone Watch
The principal aim of the new Drone 
Watch project is to advance flood 
extent mapping, and to refine 
current insurance industry practice 
in evidence based flood dam-
age assessment. The research 

should prove the feasibility of a 
novel approach which integrates 
satellite data with UAV data for 
urban flood extent mapping and 
damage assessment. Drones have 
the ability to scout areas, and their 
imagery reduces distortion caused 
by building shadows or atmo-
spheric conditions like cloud or 
pollution. However, the impact of 
this deployment could help water 
infrastructure surveying too.

During major flood events like 
those seen this winter, UAVs have 
shown to be a highly effective in-
spection tool to identify areas where 
pipes have been exposed and dam-
aged by subsidence. They can also 
help to identify where the pipes have 
been so badly damaged they have 
burst. This means we could con-
tribute to rapid first reconnaissance 
surveys of the area – ensuring emer-
gency response teams are deployed 
to the most at risk areas, rather than 
just the most easily accessible. In the 
longer term, they could monitor the 

impact of this resource deployment 
to track how progress is being made 
on the ground.

The exact impact of the 
2015/2016 flooding on the water 
infrastructure in the areas affected is 
not yet clear. In 2009, when floods hit 
Cumbria in roughly the same area, 
40 of 300 waste water treatment 
plants were impacted (according 
to figures from the Department of 
Transport). The media reported that 
the United Utilities treatment works 
at Keswick – recently upgraded at a 
cost of £23m – was out of action as 
the surrounding area was deluged. 

The potential for contamination 
when treatment works are flooded 
could be serious – wastewater 
could spread pathogens in ground 
and floodwater, eventually being 
washed into streams and rivers. 
Rapid and remote deployment of 
UAVs within flooded areas would be 
ideal in this case. Drones are now 
equipped to manoeuvre better than 
ever, and they can produce very 

high quality images which could 
feed back to base the risk of con-
tamination without sending workers 
into potentially unsafe environments.

Prevention and cure
While a UAV deployed to inves-
tigate might not be able to stop 
contamination from occurring, the 
data collected could inform insur-
ance claims in the short term. In 
the longer term, it might inform the 
deployment of temporary flood 
defences next time around, or help 
water companies to take proactive 
steps to protect their assets with 
permanent solutions.

UAVs are actually already widely 
used in other sectors for routine 
maintenance surveys (for example 
on offshore oil and gas platforms 
or wind turbines), so this non-crisis 
scenario use might also become 
the norm in the water sector too. 
It is often much safer than sending 
workers into hard to access areas, 
and the ease and speed make it 
an economical choice. Melbourne 
Water in Australia is currently running 
trials looking at identifying anomalies 
in pipes and reservoirs remotely using 
drones. In terms of flood risk man-
agement, the water industry could 
use this technology not only for asset 
management and inspection, but to 
ensure watercourses around their as-
sets are not eroded to the point that 
they would pose a risk in future. 

Infrastructure is a major invest-
ment for the water industry. Dam-
age is not only costly, but can have 
a large impact on the environment 
and on customers. Further innova-
tions in risk management, including 
making use of emerging technolo-
gies for assessment and monitor-
ing, could help the water industry 
reduce the impact of extreme 
weather on business. tWr

❙  by dr Monica Rivas Casado, a 
lecturer in Applied environmental 
statistics in the Cranfield University 
Institute for environment, health, 
Risks and futures. 

INDuStRy commENt

dRONes fOR dRAINs 
dr Monica Rivas Casado provides 
details of a groundbreaking project 
which used drones to survey winter 
2015 flood damage – and could 
help water companies speedily 
identify and respond to flood 
damage to their infrastructure. 

Eye in the sky: a flight image from a UAV.
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despite subsidy cuts, it is still worth considering 
onsite renewables – and you should consider 
your options before vAt levels change.

one of the big energy stories this winter 
has been changes in feed-in tariffs (FIt) 
for small scale renewable energy projects 
– small hydro, rooftop or field-array solar 
pV, small wind turbines and anaerobic di-
gestion (aD). 

Subsidies have been available that were 
intended to provide a good return on in-
vestment for installing these technologies. 
But as the capital cost of installation has 
fallen dramatically, the return on invest-
ment has been rising dramatically too – 
so the Department of energy and Climate 
Change (DeCC) has acted to cut the sub-
sidy, which after all is paid by consumers. 

Is it still worth investing? DeCC cer-
tainly intends companies to continue 
to install these technologies. The new 
subsidy levels, which came into force in 
February, are “still a good investment”, 
according to the Solar trade association. 
opponents of the cut argue DeCC has its 
sums wrong, and returns will be lower. 
But it is also likely that capital costs have 
further to fall – market interest is driving 
product development and more efficient 
supply chains.  

I would argue that there are other rea-
sons to consider installation – and to act 
quickly. 

Why act now?  
often when we think about generating 
power we assume it will be exported to the 
grid, and that’s the way DeCC sets out its 
subsidy. But in fact the greater benefit for 
companies is often not exporting power, 
but avoiding buying power – especially if 
that can be done at peak times when pow-
er prices are at their highest. I’ve argued 
before in this briefing that companies 
should look at what energy demands – 
like heating and cooling – they can switch 
out of high price periods. 

Combining on-site power with stor-
age or load shifting is a powerful tool to 
help keep power costs low. and although 
power prices are falling now, they are un-
likely to stay low for the next two decades. 
power generation onsite provides a hedge 
against volatile or rising power prices 
throughout that period. 

hot water, or use in one 
process or another. The 
rHI will underwrite in-
stallation of a wide range 
of renewable heat op-
tions, from solar thermal 
panels to heat pumps. If 
you meet sustainability 
criteria it will even un-
derwrite using biomass 
and waste to provide 
heat – or produce gas to 
be used for heating or in-
jected into the national 
gas network. For some businesses this is 
a win all round: cut the cost of transport-
ing waste offsite and of importing power 
or heat at the same time.

In some cases, the rHI will even ac-
credit – and pay out for – installations 
already in place.

as ever, the advice is to pick apart your 
energy process and ask some detailed 
questions about when and where you use 
heat and power and where your flexibility 
lies. Do it now, before Vat changes force 
you to recalculate.  tWr

❙  how have we managed our energy efficiency pro-
gramme to minimise extra costs from vAt changes in 
August?
❙  What investigation have we done of our heat demand 
and how it interacts with our power use?
❙  do we have rooftop or other areas that are orientated 
well for Pv or solar thermal?
❙  how do we manage our waste arisings? 

QUEsTIon yoUR EnERGy MAnAGER

stAY ON bOARd 
WIth ON sIte  
ReNeWAbLes

The revised feed-in tariff scheme sets 
maximum deployment levels each quar-
ter on each technology, so there could be 
a rush for the most economically attrac-
tive. What is more, the tariff available will 
automatically be reduced over time – as, 
it is assumed, capital costs fall – and if de-
ployment caps are reached.  Importantly, 
the tariff is reduced for new installations, 
not existing ones –  whichever tariff you 
access at startup will stay in place for the 
whole period. So you want to be early in 
the queue.

But there is additional urgency this 
half-year. The government has been in a 
long fight with the european Commission 
over the Vat charged on energy efficien-
cy products, which has been set at 5% in 
the UK, instead of 20% as required across 
the eU. at the end of 2015 the european 
Court ruled against the UK and that means 
a Vat hike on 1 august that includes small 
renewable technologies as well as pure ef-
ficiency products like insulation.  

think heat
amid the publicity around FIt reduc-
tions and the campaign to soften the 
blow, it’s worth remembering that an-
other subsidy regime remains unchanged: 
the renewable Heat Incentive (rHI). as 
with the FIt, this provides a stable income 
stream if you use renewable energy – but 
in this case it refers to heat generation, not 
electricity. 

almost any business is paying for heat, 
whether it is for building temperature and 

Janet Wood is editor of New 
Power, an expert publica-
tion for energy specialists in 
utilities, investors, contractors 
and major user companies. 
See more at www.newpower.info

energy
FoR WatER
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Evening and weekend  
working is considered  
inevitable

compEtItIoN
watchWater 

report
the 

Last month, MoSL, the com-
pany responsible for delivering 
the systems capability for non-
household retail market opening, 

put the status of its programme to “red” 
in light of some short-term challenges. 
Chief executive Ben Jeffs explained this 
was a deliberate and transparent move; 
he made the “judgement call” to move to 
red in mid-February, with the express in-
tention of galvanising even greater man-
agement focus from MoSL, CGI and its 
partner Bridgeall to resolve the issues at 
hand as quickly as possible.

a series of challenges have arisen for 
MoSL since Christmas, when the pro-
gramme moved into more of an imple-
mentation phase. These include delays 
to the release of its data strategy; “block-
ing issues” which prevented the testing of 
functionality in phase two of System Inte-
gration testing (SIt2); and issues testing 
the Settlement engine being developed 
by Bridgeall. Up until then, the MoSL 
programme had been at “amber” because, 
explains Jeffs, “at that point, although we 
were slightly behind our mobilisation 

plans, we were still hitting every mile-
stone”. He added: “Due to the combination 
of the complex nature of what we’re doing 
and the tight timescales involved, the pro-
gramme has actually never been green.”

although none of the issues MoSL faces 
are insurmountable, taken together they 
represent a threat to moving the devel-
opment of the Central Market operating 
System from its current “build” phase into 
user acceptance testing, which is sched-
uled for 4 april 2016. “We recognised that 
the quantity of issues we faced required a 
different approach at this point,” said Jeffs. 

MOsL CALLs “Red” tO 
RAMP UP ResOURCes

Failure to hit the april 16 target, which 
is also an open Water programme mile-
stone, would mean market participants 
would face delays accessing the so-called 
“sandpit” environment for testing their 
own retail market systems. Jeffs pointed 
out however that the red status does not 
apply to market opening in april 2017, 
only to the short term april 2016 target. 

Should Jeffs have seen this pinch point 
coming? He considered: “Could I have 
foreseen this? I knew we were heading into 
implementation after Christmas and that 
we were broadly on track. Inevitably, how-
ever, as the level of detail and complexity 
has increased, issues have been teased out 
that we couldn’t have foreseen.”He added: 
“obviously we would have preferred to 
have avoided this [going to red], but that’s 
what our tracking processes are in place 
for. It went red by design.”

Recovery plan
Jeffs related that within days of the MoSL 
board meeting at which the red status was 
discussed, he had informed market par-
ticipant Ceos of the situation and within 
a week agreed a recovery plan with CGI. 
The recovery strategy blends “specific dai-
ly monitoring at a management level and 
more resource”. Jeffs wrote to Ceos to 
set out the specifics as soon as they were 
agreed:
❙  The second phase of SIt2 has been sus-
pended while the blocking issues are re-
solved. SIt2 and SIt3 testing will now be 
combined into a single phase.
❙  CGI has trebled the number of develop-
ers and testers working on CMoS in the 
Netherlands; a further three people will 
be deployed in the UK to support work 
on the Settlement engine.
❙  additional directorial support from 
CGI: programme director Steve Hutchins 
will be deployed in London to provide ad-
ditional day-to-day management support; 
recovery-focused programme manager 

Mark Wood will oversee the remaining 
testing in the Netherlands.
❙  MoSL has appointed Samir rahim as 
It director; he will oversee the day-to-day 
delivery of the recovery plan. Steve Mil-
som, from MoSL test partner SQS, will 
support the final stages of testing with 
CGI in the Netherlands.
❙  High level management: Jeffs has a daily 
discussion with tara McGeehan, CGI’s 
Vp energy, utilities and telecoms, to track 
progress; MoSL chairman andrew pin-
der has a weekly call with tim Gregory, 
UK president, CGI.

With these new resources and manage-
ment scrutiny in place, will MoSL hit the 
4 april deadline? “It looks achievable, but 
it’s still too early to say,” says Jeffs. “How-
ever, I believe that these steps represent a 
significant response to the challenges we 
face and will make a material difference 
to our ability to hit the 4 april Build phase 
exit milestone.”

He added that there was some contin-
gency in the recovery plan in that it was 
based on weekday working only, but in 
reality “additional evening and weekend 
working is considered inevitable”; more-
over that CGI had rescheduled its team’s 
easter holidays. “Both teams are pulling 
out all the stops.”

Jeffs pointed out that he is keenly aware 
MoSL is a ‘key dependency’ for water 
companies and that in fact many had 
flagged this up in their February assur-
ance letters. acknowledging some recent 
delays,  he said “everything we issue has to 
be of a certain standard, but we are con-
stantly aware of the need to issue quickly, 
both because of the pace at which we’re 
working and because our members have 
specifically asked for sight of documents 
as early as possible in the process.”

He added MoSL couldn’t be as pre-
scriptive as some stakeholders would like 
because it has to be flexible enough to 
serve a wide range of participants – from 
the largest WaSC to the smallest NaV. 
Nevertheless he said MoSL is learning 
continually and has a mentality of “always 
striving for excellence, whilst recognising 
the daily challenge of doing so in a pro-
gramme like this”.   tWr  



27tHe Water report March 2016 

compEtItIoN
watch

CORPORAte ACtIvItY|REPoRT

Looking for a way through low retail 
margins in the 2017 market, Unit-
ed Utilities and Severn trent have 
launched a two-pronged attack 

on costs through a merger of their non 
household retail businesses (see box). a 
single team, based in the new location 
of Stoke on trent, will save on staff costs 
compared to running two separate opera-
tions.  United Utilities chief executive said 
the team will use a “market ready CrM” 
(which is already in service at his com-
pany, lowering implementation risk) and 
will “establish a stand alone low cost back 
office”, priced in “single figure millions”. 

He observed that the energy experience 
had proved a low cost operation is “a key 
component of success” and that scale is at-
tractive. Severn trent chief executive Liv 
Garfield added  however that “while low 
cost is key, people stay for service”. The JV 
aims to combine the complementary skills 
of both companies, including on sales, 
customer service, business strategy and 
credit management, to deliver an attractive 
proposition for large and small business 
customers across the country. Mogford 
explained that in terms of value added ser-
vices, the focus would be on “short cycle” 
activities such as leak detection and water 
consumption advice rather than “long cy-
cle” activities such as capital works or un-

LOW MARGINs PROMPt COst 
CUttING UU/seveRN MeRGeR

dertaking water operations for customers.
Both parties accept there is little clarity 

at the moment on how the NHH mar-
ket will develop once it is opened. With 
the new deal they are aiming to posi-
tion themselves strongly and be flexible 
enough to respond to change. 

Change could come in the form of ex-
panding the JV to take in the business retail 
arms of other companies. Garfield said that 
getting the UU/St JV up and running was 
the “total focus for the moment” but did 
not rule out further consolidation in the 
future. Mogford confirmed his company 
had identified other potential partners 
but had found Severn trent to be a good 
fit: “like minded, in seeing the market as 
an opportunity”; contiguous in geography 
(Stoke is approximately the mid point); 
and compatible from a value perspective. 

Change may also follow from the con-
firmation of household market opening. 
This is not in the scope of the JV present-
ly, but the merger may aid preparations if 
and when that prospect is confirmed. 

Nor should the deal necessarily be tak-
en as indicating a long term commitment 
to business retailing. Speaking at Water 
UK’s City Conference on 2 March, pictet 
asset Management’s Hans peter portner 
pondered whether the intention could be 
to maximise short term value. That inter-

pretation would fit with a focus on “short 
cycle” value adds only. 

Moody’s rated the deal as credit neutral. 
It said not only was the JV small relative to 
the overall scale of the wider companies, 
but also that benefits “may be fully offset 
by less predictable cash flow generation”.

The merger is subject to Competition 
and Markets authority approval. We 
can expect other incumbents to reveal 
their retail strategies over the coming 
months, be it through similar JVs, mar-
ket exit or other forms of restructuring 
or partnerships (see box on Northum-
brian Water).  tWr  

shortly before the Water Report 
went to press this month, Northum-
brian Water unveiled a separate 
entity to compete in the Nhh retail 
market. the new business will trade 
as “Wave” – a brand that loses the 
regional identity to maximise oppor-
tunities nationally yet “retains NWG’s 
corporate colours and its hexagonal 
shape is inspired by Northumber-
land’s castles”. Wave will be headed up by managing 
director Lucy darch (pictured) who joined the company 
last year and can draw on a 20-year career in utilities 
setting up and leading business development, digital, 
commercial and marketing teams in companies includ-
ing british Gas business, uswitch and Moneysupermarket.
Wave has selected the Gentrack velocity billing system, 
which is already used by Ovo energy, one of the Uk’s fast-
est growing energy utilities. More details in a future tWR.

noRThUMBRIAn WAVEs hEllo

the yet-to-be-named combined business 
will be a legally separate stand alone 
50:50 joint venture, performing billing 
and customer service activities for Nhh 
customers in the UU and st areas; the 
scottish customers of the two companies 
(UU’s scottish market revenues stand at 
£18m and st’s at £6m); and will compete 
out-of-area for new business after market 
opening. It will be headed up by chief 
executive sue Amies-king (currently busi-
ness retail director at UU) and the chief 
financial officer will be stuart howell 
(currently head of finance and business 

planning, business services at severn 
trent).

As the smaller partner, severn trent 
will pay £3.5 million on completion of the 
transaction, plus it  will share the cost of 
systems development. based on March 
2015 financial year end numbers, and 
before allowing for any financing or syn-
ergy effects, the Jv is expected to have 
sales of £940.2m, gross assets of £200m 
and profit before tax of £9.7m. It will serve 
400,000 customers (pre switching), 26% 
of the english and scottish market by site 
number. 

ThE JoInT VEnTURE

IllUsTRATIVE PoTEnTIAl REVEnUE And 
CosTs oF ThE CoMBInEd EnTITy, 
2015-20 (BAsEd on oFWAT’s Fd)
Revenue/cost £m
Retail gross margin £327.4
service costs -£189.9
depreciation -£12
ebIt £125.5
finance costs -£2.3
Working capital (assuming 10% working capital 
requirement for entire revenue) 

-£22.6

PbIt £100.5
Source: Moody’s

Gaining scale and making savings on staff 
and system costs underpin the retail Jv. 
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Data holds the key to making 
market opening a success because 
without the right data, at the right 
time, and of the right quality the 
Central Market Operating System 
(CMOS) will be faced with unprec-
edented challenges.  The breadth, 
complexity, and dispersed nature 
of data adds to the daunting chal-
lenge of getting it right; a challenge 
that will inevitably filter through to 
the individual water companies to 
resolve.  CGI has been involved in 
the opening of many utility markets 
worldwide, and data has con-
tinually been an area that requires 
attention to limit the risk posed to 
market opening and beyond. Rest 
assured, approaching this with a 
structured approach and with the 

right framework in place, will help 
make it a success.   

MOSL is the custodian of the 
data but the individual water 
companies are accountable and 
responsible for providing the right 
data and validating that data. 
Help and support exists through 
published industry documentation 
which defines key items includ-
ing file format, field sequences, 
and what constitutes an eligible 
value. Crucially, this will help water 
companies tackle activities associ-
ated with providing the right data 
and validating that data. But there 
are other data activities for which 
individual water companies must 
take ownership, and this is no small 
task. These include:

❙  Identifying the full volume of 
eligible data
❙  Extracting required data from 
source systems
❙  Ensuring the overall health of the 
data
❙  Cleansing data in a timely manner

Before looking in further detail, 
let’s put into context how the indi-
vidual items listed above fit into the 
overall approach to loading a wa-
ter company’s data into the CMOS 
(see diagram). Data will be loaded 
by MOSL into the CMOS through 
an upload tool that will assess 
the validity of the data; any data 
that fails this validation will not be 
loaded and errors will be reported 
and issued to the individual water 
companies to evaluate and fix.

So what does that mean for 
water companies?  A strong focus 
on what constitutes the right level 
of quality of data is critical to de-
risking the load process into CMOS. 
Shadow operation starts in Octo-
ber 2016 and if all eligible premises 
are not loaded into CMOS by then, 
water companies will need to plan 
and execute a recovery plan, 
drawing on resources leading to 
additional time and cost.

In working out what is the right 
data to extract, there are some key 
considerations:
❙  Data is likely to be spread across 
a series of source systems.
❙  Joining data across multiple 
systems is not straightforward; often 
there are no common keys be-
tween underlying database tables, 
making it a challenge to form a 
“joined up” view.
❙  When you form a joined up view 
of data, you often find multiple 
instances of the same data, mean-

INDuStRy commENt

dAtA ReQUIReMeNts fOR the 
CeNtRAL MARket sYsteM
MOsL’s data demands on companies are daunting. 
the process must be formalised and de-risked as far 
as possible. by CGI’s deepak Patel.

Ex
tra

ct

Up
lo

ad
 to

ol

Source data

Source

Source

Data 
pro�lling

Data 
analysis

Data 
cleansing

Local 
errors

Local 
reports

CMOS

Water companies MOSL

INDUSTRY STANDARDS & COSTS 

loAdInG dATA InTo CMos

of successful data 
migration projects 
adopt a formal 
methodology

93% 

Uphill struggle: companies face 
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ing that you then have the chal-
lenge of where data is mastered 
(and which is the right data). This is 
often a project in its own right.
❙  What happens with data that 
doesn’t meet eligibility criteria and 
therefore gets “left behind”?  Are 
you going to cleanse it or imple-
ment a manual process to create 
this data in CMS directly?
❙  When is the right time to extract 
data?  “Anytime” isn’t usually the 
answer because you need to 
consider that day-to-day business 
processes that impact on the state 
of data at any one time might be 
part way through. A complete anal-
ysis of business processes and likely 
data states will be needed to work 
out the optimal time to extract data 
and limit manual effort to update 
data post load into CMS.
❙  In producing full volume data 
extracts and joining them up, how 
much time will be required?  Is 
this best done over a weekend or 
can the current landscape handle 
data extract processes running in 
the background?
In assessing the overall health of 
your data, consider that:
❙  On average, organisations believe 
that 32% of their data is inaccurate 
(research conducted in the US and 
stated in the 2015 Data Benchmark 
Report), so many companies are 

likely to be starting on the back 
foot. It’s only through data discov-
ery and data profiling that a firm 
and fuller view of inaccurate data 
can be formed. This can be a time 
consuming and challenging task, 
which needs a structured approach 
to help complete this in the most 
efficient manner.
❙  How do you know what data 
issues you’re looking for?  Where 
do you start?  The answers to these 
questions need planning and work-
ing through with both IT and busi-
ness stakeholders. It’s driven largely 
by what CMOS needs but also how 
that data gets created or updated 
through day-to-day business pro-
cesses.  A clear view of business 
processes and the data impacted 
is imperative to keep focus on data 
that’s important.
❙  How do you execute data 
discovery and data profiling?  Is 
it through data tools or through 
internal IT teams creating scripts 
manually, to query source systems?  
The latter is often viewed as favour-
able to avoid any outlay on data 
tools, but the results usually are 
more time-consuming to generate 
(and format into something that 

others can understand) and do not 
provide the widest view possible.
❙  Data cleansing of inaccurate or 
incorrect data and enrichment 
of data that has gaps or is only 
partially accurate needs to be 
logged, tracked, and managed 
as a project in its own right. You 
would need to consider whether 
you embark on a more tactical 
or strategic set of data cleans-
ing and enrichment activities 
and then create a framework to 
execute this.

These are just some of the con-
siderations that need to be taken 
into account to ensure your data is 
accurate and complete for market 
opening.  These could be frankly 
daunting thoughts, but data is 
what drives day-to-day business 
decisions and data is what will 
ultimately determine the success of 
non-household market opening. 

Companies will need to answer 
some very hard questions truthfully. 
If companies leave it too long then 
they may be setting themselves up 
for a very rocky ride.  The figures 
in the boxes are based on the 
last published report by leading 
industry analyst Bloor Research 
(published in 2011 and issued with 
updates in 2014)

CGI is working with MOSL to 
understand these challenges – not 
just from the point of receiving 
data but for the entire end-to-end 
data upload process.  Our data 
specialists and water experts are 
drawing up mitigations for the risks 
we foresee; this is driven by CGI’s 
experience in previous utility mar-
ket openings:
❙  We have built and operate all 
of the central systems for the UK 
electricity market.
❙  We designed, built and operate 
12 of the 18 utility market systems in 
the world today.
❙  We helped build and operate the 
systems that run the Scottish water 
market.

Ben Jeffs, chief executive, MOSL, 
says: “The lesson from Scotland 
and other market openings is clear: 
the three key priorities are data, 
data and data. The quality of data 
is probably the single biggest de-
terminant of a customer’s switching 
experience once the market 
opens, so it’s in everyone’s interest 
to get it right from the outset.”

We are using our Data Quality 
Management framework to help 
apply a structure, method, and 
process to what is seen to be the 
key to success for market open-
ing.   By water companies aligning 
their processes to this structure and 
framework, it will ultimately lead 
to a more coherent and smoother 
approach to load the right data, 
at the right time, and of the right 
quality the CMOS needs. tWr

❙  by deepak Patel, Uk data migra-
tion practice lead, CGI.
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Water retailers will be able 
to choose whether or not 
to volunteer their services 
in scooping up business 

customers whose supplier has ceased to 
trade – for instance because of insolven-
cy –under plans from ofwat for the post 
april 2017 market.

In a policy conclusion document issued 
last month, the regulator said it had “de-
cided not to introduce any form of manda-
tory opt-in or market-share threshold test 
at this stage”. There will be additional flex-
ibility for those who opt-in but don’t want 
to take customers on indiscriminately. The 
regulator explained: “We have decided 
that eligible licensees will generally be 
permitted to opt-out by area and/or ser-
vice category. However, it should be noted 
that there will be some conditions placed 

OfWAt OffeRs 
fLexIbLe INteRIM 
sUPPLIeR teRMs
Retailers will be able to voluntary opt-in to 
the interim supplier pool, and opt-out of 
taking on customers indiscriminately.

on this…We have decided not to enable 
eligible licensees to opt-out on any more 
granular basis, such as by customer class, 
as this would increase potential for com-
plexity, delay, and reduced interim supply 
options for some classes of customer.”

The exception to these flexible arrange-
ments is for acquiring licensees in areas 
where the incumbent is exiting; these 
suppliers will be obliged to join the in-
terim supply pool and won’t have opt-out 
options. ofwat explained: “This approach 
will mean that the acquiring licensee shall 
always be available as the default interim 
supplier in an exit area, ensuring equiva-
lent protection to customers in an exit 
area as there would have been had the rel-
evant undertaker not exited.”

The opt-in process will be administered 
by the Market operator under the Whole-

sale-retail Code and suppliers will be able 
to put themselves forward at any time from 
licence application onwards. Customers 
will be allocated to interim suppliers via “a 
simple form of market-based allocation” 
initially at least based on price-only of-
fers. Non-price terms and conditions will 
remain as per the eligible licensee’s pre-
published scheme for interim supply. of-
wat added: “Initially at least, undertakers 
shall not be permitted to participate in any 
market-based allocation process.”

The receiving interim licencee will be 
responsible for supplying the customer 
from the date of the cessation of the fail-
ing retailer (defined by the termination 
of its contract by the wholesaler). “This 
should ensure the credit risks faced by 
parties, including wholesalers, remains 
within the envelope of risks which will al-
ready be provided for through the normal 
regulated industry credit arrangements.” 

Information
ofwat will provide basic aggregated in-
formation to interim suppliers on the af-
fected customer base, and will have the 
flexibility to make additional disaggre-
gated information available where this 
is expedient and practicable. It said: “at 
a minimum, potential interim suppliers 
will need to know how many customers 
would need to be supplied on interim 
supply schemes of terms and conditions 
in each region. However, we expect that 
more granular information on affected 
customers could be useful, as long as it 
could be rapidly and robustly generated, 
including from information within the 
Market operator’s systems.”

Interim licensees will be obligated to 
write to each affected customer allocated to 
it within five business days to provide cer-
tain specified information. Customers won’t 
be locked in to the new supplier though, and 
will be able to switch away if they choose. 
The interim licensee won’t be able to vary 
or terminate the terms and conditions of 
its scheme for interim supply without cus-
tomer consent for a period of three months.

ofwat said it would monitor how 
these arrangements work after market 
opening and is open to reconsider-
ing them if need be. The regulator is 
obliged by law to establish an Interim 
Supply Code (ISC)  setting out how the 
interim supply arrangements will be 
implemented in practice. Its February 
document included a draft ISC.   tWr

Ofwat has also published its conclusions on the 
contractual terms that will apply for customers 
transferred following an incumbent exit or for those 
who have not had an opportunity to engage 
with the market – for instance, because of their 
supplier’s insolvency and their consequent transfer 
to an interim supplier. highlights of these deemed 
contract provisions are:
❙  Customers won’t be locked in to deemed 
contracts – they will be able switch to a different 
contract or supplier at any time with no notice 
and will incur no fee.  
❙  Retailers will be required to inform customers 
clearly they are on a deemed contract within 
two months, and of their right to switch away. 
Ofwat is considering as part of its wider customer 
protection work whether suppliers will have to issue 
reminders to customers, as well as information on 
alternatives, possibly through inclusion on invoices. 
❙  Price terms: no customer should be no worse off 
as a result of an exit. the acquiring WssL retailer 

must offer equivalent terms as the customer would 
have received from the incumbent in its scheme 
of terms and conditions. In non exit situations 
where deemed contracts apply, price equiva-
lence must be similarly offered to sMes but not 
larger businesses. 
❙  Retailers’ ability to terminate deemed contracts 
will be restricted, and in the limited circumstances 
in which termination is permitted, three months’ 
notice will be due to the customer. 
❙  billing: there will be no requirement for the 
supplier to bill more frequently than annually;  
back billing is being tackled as part of Ofwat’s 
wider customer protection work, and deemed 
contract provisions will be aligned with any result-
ing wider measures.
Ofwat is required under the retail exit regulations 
being prepared by defRA to set out deemed con-
tract provisions for customers affected by exit in a 
Retail exit Code. It is consulting on draft Retail exit 
Code terms which it  published in february. 

dEEMEd ConTRACTs And RETAIl ExIT CodE
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All sides are making progress in 
terms of interactions between 
MOSL and trading parties ahead of 
market opening.  With shadow op-
erations drawing ever near, focus is 
turning also to the bilateral interac-
tions between parties.  In par-
ticular, many are wondering how 
they can interoperate effectively 
while balancing off the sometimes 
conflicting demands of simplicity, 
security and fairness to all. 

As the diagram shows, some 
retailers will have to interact with 
many wholesalers and vice versa.  
How can they do that in a way that 
suits everyone?  With some estimates 
suggesting there may be as many 
as two million of these interactions 
a year when you consider follow up 
activity, there is neither appetite nor 
capacity for a manual option. 

Participation and interest are 
growing steadily among the 
trading parties, with many water 
companies and vendors now get-
ting involved.  A cross-community 
working group has been set up to 
look at agreeing common stan-
dards; minutes and outputs from 
the group are being posted to a 
dedicated MOSL forum.  

simplicity
The Operational Terms in the Whole-
saler-Retailer Code (WRC) assume 
a number of forms are completed 
and passed between retailers and 
wholesalers.  That recognises the 

lowest levels of technical sophisti-
cation – encourages them even – 
driven by the need to avoid barriers 
to entry and not to impose burdens 
beyond the necessary.

But that leaves things open to 
interpretation.  At its most basic 
level, interoperability means hav-
ing a common view of data and 
processes.  So the market needs a 
consistent way of looking at how 
to format and structure the data 
in the forms if it is to keep things 
simple and aligned.  If data items 
listed in the market catalogue can 
be re-used, so much the better.

That is why we are publishing 

our views on what a codified 
catalogue for the forms might look 
like, in a format that the industry 
recognises.  We have no vested 
interest in the specific outcome: 
our proposals are open to all and 
are there to be adopted and 
adapted by market participants 
and vendors alike. Our proposals 
are on the MOSL forum and will be 
posted on our company website in 
due course, accessible to all.

security
I take the view that those com-
panies that can manage service 
requests in their corporate systems 
will want to do so, regardless of 
the size of their business.  For these 
companies, digital exchange is 
preferable and they will need ap-
propriate security in place for each 
channel they have. Party-to-party 
interactions are perhaps easier to 
implement, functionally, but as the 
number of interfaces increases, so 
does the security burden.  This will 
be a big factor in the final shake 
up of what mechanism is needed.  

In the MOSL/CMA models, a 
trading party controls the rate at 
which it consumes market data.  To 
keep this principle, one solution is 

to have wholesalers act as “stock 
keeper” so that retailers can still 
self-serve.  This is a neat approach, 
though not one that helps whole-
salers to interact with each other.  
And it relies on absolute common-
ality in not just the data standards 
but in how any exchange mecha-
nisms are implemented.  Even so, 
this model may be a pragmatic 
starting point.

fairness to all
A common catalogue should bet-
ter allow all participants to adopt 
their preferred channel, even if that 
means paper-, PDF- or spread-
sheet-based options.  However, 
wholesalers are concerned about 
the costs and service implications 
of manual processes.  They are 
being highly proactive in helping 
retailers by offering portals directly 
into their business processes, which 
will empower retailers to track their 
work requests through the full life-
cycle.  A down-side with this is that 
it means that retailers may have 
to utilise many different portals to 
manage their whole portfolio.  Not 
all retailers will need such a capa-
bility, but those that do may prefer 
to see it all in one place. 

The momentum and cooperation 
is clear but time is running out on 
agreeing a strategic solution.  We will 
continue to contribute our thinking 
as we – and other vendors, I’m sure 
– look to provide innovative solutions 
to this important challenge.  tWr

❙  by david tyler, Water Market 
Reform Lead, AMt-sYbex 
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GOING dIGItAL ON 
WhOLesALeR-RetAILeR 
INteRACtIONs
With potentially two million 
wholesaler/retailer interactions 
a year, common standards are 
needed and digital interactions 
must be kept simple, secure and 
fair to all, says david tyler. 
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Last month, MOSL, the com-

pany responsible for delivering 

the systems capability for non-

household retail market opening, 

put the status of its programme to “red” 

in light of some short-term challenges. 

Chief executive Ben Jeffs explained this 

was a deliberate and transparent move; 

he made the “judgement call” to move to 

red in mid-February, with the express in-

tention of galvanising even greater man-

agement focus from MOSL, CGI and its 

partner Bridgeall to resolve the issues at 

hand as quickly as possible.

A series of challenges have arisen for 

MOSL since Christmas, when the pro-

gramme moved into more of an imple-

mentation phase. These include delays 

to the release of its data strategy; “block-

ing issues” which prevented the testing of 

functionality in phase two of System Inte-

gration Testing (SIT2); and issues testing 

the Settlement Engine being developed 

by Bridgeall. Up until then, the MOSL 

programme had been at “amber” because, 

explains Jeffs, “at that point, although we 

were slightly behind our mobilisation 

plans, we were still hitting every mile-

stone”. He added: “Due to the combination 

of the complex nature of what we’re doing 

and the tight timescales involved, the pro-

gramme has actually never been green.”

Although none of the issues MOSL faces 

are insurmountable, taken together they 

represent a threat to moving the devel-

opment of the Central Market Operating 

System from its current “build” phase into 

user acceptance testing, which is sched-

uled for 4 April 2016. “We recognised that 

the quantity of issues we faced required a 

different approach at this point,” said Jeffs. 

MOSL caLLS “red” tO 

raMp up reSOurceS
Failure to hit the April 16 target, which 

is also an Open Water programme mile-

stone, would mean market participants 

would face delays accessing the so-called 

“sandpit” environment for testing their 

own retail market systems. Jeffs pointed 

out however that the red status does not 

apply to market opening in April 2017, 

only to the short term April 2016 target. 

Should Jeffs have seen this pinch point 

coming? He considered: “Could I have 

foreseen this? I knew we were heading into 

implementation after Christmas and that 

we were broadly on track. Inevitably, how-

ever, as the level of detail and complexity 

has increased, issues have been teased out 

that we couldn’t have foreseen.”He added: 

“Obviously we would have preferred to 

have avoided this [going to red], but that’s 

what our tracking processes are in place 

for. It went red by design.”

recovery plan
Jeffs related that within days of the MOSL 

board meeting at which the red status was 

discussed, he had informed market par-

ticipant CEOs of the situation and within 

a week agreed a recovery plan with CGI. 

The recovery strategy blends “specific dai-

ly monitoring at a management level and 

more resource”. Jeffs wrote to CEOs to 

set out the specifics as soon as they were 

agreed:
❙  The second phase of SIT2 has been sus-

pended while the blocking issues are re-

solved. SIT2 and SIT3 testing will now be 

combined into a single phase.

❙  CGI has trebled the number of develop-

ers and testers working on CMOS in the 

Netherlands; a further three people will 

be deployed in the UK to support work 

on the Settlement Engine.

❙  Additional directorial support from 

CGI: programme director Steve Hutchins 

will be deployed in London to provide ad-

ditional day-to-day management support; 

recovery-focused programme manager 

Mark Wood will oversee the remaining 

testing in the Netherlands.

❙  MOSL has appointed Samir Rahim as 

IT director; he will oversee the day-to-day 

delivery of the recovery plan. Steve Mil-

som, from MOSL test partner SQS, will 

support the final stages of testing with 

CGI in the Netherlands.

❙  High level management: Jeffs has a daily 

discussion with Tara McGeehan, CGI’s 

VP energy, utilities and telecoms, to track 

progress; MOSL chairman Andrew Pin-

der has a weekly call with Tim Gregory, 

UK president, CGI.

With these new resources and manage-

ment scrutiny in place, will MOSL hit the 

4 April deadline? “It looks achievable, but 

it’s still too early to say,” says Jeffs. “How-

ever, I believe that these steps represent a 

significant response to the challenges we 

face and will make a material difference 

to our ability to hit the 4 April Build Phase 

exit milestone.”

He added that there was some contin-

gency in the recovery plan in that it was 

based on weekday working only, but in 

reality “additional evening and weekend 

working is considered inevitable”; more-

over that CGI had rescheduled its team’s 

Easter holidays. “Both teams are pulling 

out all the stops.”

Jeffs pointed out that he is keenly aware 

MOSL is a ‘key dependency’ for water 

companies and that in fact many had 

flagged this up in their February assur-

ance letters. Acknowledging some recent 

delays,  he said “everything we issue has to 

be of a certain standard, but we are con-

stantly aware of the need to issue quickly, 

both because of the pace at which we’re 

working and because our members have 

specifically asked for sight of documents 

as early as possible in the process.”

He added MOSL couldn’t be as pre-

scriptive as some stakeholders would like 

because it has to be flexible enough to 

serve a wide range of participants – from 

the largest WASC to the smallest NAV. 

Nevertheless he said MOSL is learning 

continually and has a mentality of “always 

striving for excellence, whilst recognising 

the daily challenge of doing so in a pro-

gramme like this”.   TWR  
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w ater minister Rory Stewart recently highlighted to the UK water industry that there is a £50bn water export market ripe for the picking. He gave the anecdote that water and sanitation 
was the number one priority for Indian prime minister Modi 
when he visited here late last year. The message was echoed last 
month by  trade and investment minister Lord Maude of Hor-
sham at the World Water Tech event in London. Lord Maude 
spied even greater opportunity, speaking of a $8.6tn market to 
provide global access to water and sanitation by 2050. Neither politician pinned down detail – for instance, whether 
they saw the main opportunity in exporting UK water technolo-
gies, consultancy, services, investment or operations. But if wa-
ter companies’ previous experience is anything to go by, this is a 
growth route fraught with difficulty. Water suppliers would even 
have a hard job getting out of the starting blocks, observed Verity 
Mitchell, director of utilities research at HSBC. She said compa-
nies were “capital constrained” whereas the the French regulato-
ry system, for instance, allows Suez and Veolia to recover enough 
profit to invest in “world beating” research and development. 
The French, she noted, are already working in India. Stewart said high bills to fund companies to generate profit 
abroad would not be palatable here – “I don’t think that’s a real 

option for us” – but that the industry could pull together more 
and collaborate with, for instance, universities, research funds 
and UK Trade & Investment to grow exports. 
working in emerging marketsBut even for those who are very well versed in working in emerg-
ing markets, the going can be tough. Thierry Mallet, executive 
vice president at Suez, listed the following observations of work-
ing in developing world: 

❙ Tariffs: the idea that water users must cover all service costs 
is unworkable – “flat schemes are dead”. Rates need to acknowl-
edge that some costs are sunk and offer payment solutions that 
blend subsidies, user charges and developer charges. 
❙ Good governance is key. Co-governance with partner organi-
sations can work. Transparency – for instance on costs and rev-
enues – is valuable.

❙ Investment is long term: noting the wastewater systems of 
Paris took 150 years to build, Mallet said anyone who believes 
much can be achieved in a short time is mistaken. But projects 
need milestones – e.g. at the two, five and ten year points – to 
keep them on track. 

❙ Flexibility: structures have to be flexible enough to “get 
through a crisis” – for instance, mixed capital companies are 
good and alliances should be with a variety of contractors. 

Golden opportunity?

Ministers are encouraging the water sector to look beyond these shores. but working overseas is far from plain sailing. 

However, Julio Schreier, senior waste and water spe-cialist at the European Bank for Reconstruction and De-velopment (EBRD), said dif-ficulties investing in water can be overcome with the right approach. “We invest,” he said. “I go to bankrupt companies and we make bankable deals.” He agreed with Mallet that you have to be in it for the long haul: “We are happy to get returns in 15-20 years, not five.” On the tariff issue, Schreier said recognition of the true cost of water is a “minimal require-ment” for the EBRD, but that it treats who pays that cost as a different question. Finally he called for global giants like Suez and Veolia to be more yielding in their costs to help countries access their services. “You have to be pre-pared to give a bit, to take on more risk, to put money in,” he said. 

Governance and channels to marketMallet noted that water of-ten receives less investment than other forms of infra-structure and attributed this in part to the fact that it is commonly treated as a local rather than a national issue –consequently gov-ernance arrangements can be challenging. This theme was also raised at World Water Tech by Trevor Hill, CEO of specialist water sec-tor software-as-a-service provider Fathom. Hill said it wasn’t a shortage of tech-nology that hindered global water advancement but a shortage 
of accessible channels to market for those who want to invest – 
and this is largely a function of the multitude of local players in-
volved. He said the UK is unusual in having so few organisations 
responsible for water; in Germany for instance there are 10,000 
water utilities and 1,600 in Texas alone. For a company trying to 
sell into such a market, this proliferation of players commonly 
translates as few resources, low levels of IT sophistication and 
“incredibly long” sales cycles. He suggested cloud technology 
and the development of business models for risk averse utilities 
could help address these issues. 

Even in the world’s big cities, water governance arrange-
ments can hinder investment and leave important social and 
economic centres ill prepared for the future. Last month, the 
Organisation for Economic Cooperation and Development 
(OECD) launched the latest in a series of reports on water gov-
ernance, Water governance in cities. Key findings are detailed 
in the box. 

❙ arup has launched the InDepth Water Yearbook, a comprehen-
sive review of the global water industry, and has made it available 
for free download at www.indepthwateryearbook.com.

in February, the oeCd launched its Water governance in cities report, which questions whether cities are prepared for the future in water and wastewater terms. Forty-eight cities across 17 countries volunteered to take part in a survey including, from the uk, edinburgh, Glasgow and liverpool. Cities were asked to rank which challenges, from a list of 65, were the five most critical to them in terms of managing water. the highest ranking were: infrastructure, efficiency, customers, investment and account-ability. aziza akhmouch, head of the 

oeCd’s water governance pro-gramme, commented: “Maybe we need to fix the institutions that can fix the infrastructure first.” the study grouped and analysed the city data in various ways, includ-ing by population size and by where roles and responsibilities for urban wa-ter policy making sit (centrally, locally or both). it identified seven multi-level governance gaps: capacity gaps, funding gaps, accountability gaps, policy gaps, objective gaps, admin-istrative gaps and information gaps. the first two of these were the most 

prominent, and specific issues in each area are shown in the charts.  the oeCd’s policy response is to foster coordination in three key areas: ❙  People: the sector is fragmented and engagement levels between cities and the various stakeholders in water is patchy. Cities have very frequent contact with water service provid-ers and regional governments, for instance, but infrequent contact with lots of other parties including irrigators, financiers, academia and workers. the oeCd believes better engagement will build trust, help with willingness to pay, raise awareness of risk, foster account-ability, help manage any conflict over water allocation, encourage buy in on reform, and set convergent targets across policy areas.  
❙  Places: the focus here is on creating linkages between urban and rural areas which could help with many water aspects including quality, wastewater treatment and flood control. akhmouch cited as examples contracts paris and Munich have with farmers to reduce pollution levels. 

❙  Policies: many strands of policy influence urban water management, including: land use, spatial planning, energy, housing, agriculture and trans-port. the oeCd proposes a number of coordination mechanisms which it believes with improve the efficiency of resource allocation and increase capacity. among the suggested mechanisms are: financial incentives, partnerships,  joint programmes and coordination groups.  the oeCd is now planning to imple-ment its previously published principles on water governance at city level. 
❙  the report and the 48 individual city profiles are available at  http://bit.ly/1rfQG8J

OeCD – Water GOvernanCe in Cities
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Despite subsidy cuts, it is still worth considering 

onsite renewables – and you should consider 

your options before VAt levels change.

One of the big energy stories this winter 

has been changes in feed-in tariffs (FIT) 

for small scale renewable energy projects 

– small hydro, rooftop or field-array solar 

PV, small wind turbines and anaerobic di-

gestion (AD). 

Subsidies have been available that were 

intended to provide a good return on in-

vestment for installing these technologies. 

But as the capital cost of installation has 

fallen dramatically, the return on invest-

ment has been rising dramatically too – 

so the Department of Energy and Climate 

Change (DECC) has acted to cut the sub-

sidy, which after all is paid by consumers. 

Is it still worth investing? DECC cer-

tainly intends companies to continue 

to install these technologies. The new 

subsidy levels, which came into force in 

February, are “still a good investment”, 

according to the Solar Trade Association. 

Opponents of the cut argue DECC has its 

sums wrong, and returns will be lower. 

But it is also likely that capital costs have 

further to fall – market interest is driving 

product development and more efficient 

supply chains.  

I would argue that there are other rea-

sons to consider installation – and to act 

quickly. 

Why act now?  

Often when we think about generating 

power we assume it will be exported to the 

grid, and that’s the way DECC sets out its 

subsidy. But in fact the greater benefit for 

companies is often not exporting power, 

but avoiding buying power – especially if 

that can be done at peak times when pow-

er prices are at their highest. I’ve argued 

before in this briefing that companies 

should look at what energy demands – 

like heating and cooling – they can switch 

out of high price periods. 

Combining on-site power with stor-

age or load shifting is a powerful tool to 

help keep power costs low. And although 

power prices are falling now, they are un-

likely to stay low for the next two decades. 

Power generation onsite provides a hedge 

against volatile or rising power prices 

throughout that period. 

hot water, or use in one 

process or another. The 

RHI will underwrite in-

stallation of a wide range 

of renewable heat op-

tions, from solar thermal 

panels to heat pumps. If 

you meet sustainability 

criteria it will even un-

derwrite using biomass 

and waste to provide 

heat – or produce gas to 

be used for heating or in-

jected into the national 

gas network. For some businesses this is 

a win all round: cut the cost of transport-

ing waste offsite and of importing power 

or heat at the same time.

In some cases, the RHI will even ac-

credit – and pay out for – installations 

already in place.

As ever, the advice is to pick apart your 

energy process and ask some detailed 

questions about when and where you use 

heat and power and where your flexibility 

lies. Do it now, before VAT changes force 

you to recalculate.  TWR

❙  how have we managed our energy efficiency pro-

gramme to minimise extra costs from VAt changes in 

August?
❙  What investigation have we done of our heat demand 

and how it interacts with our power use?

❙  Do we have rooftop or other areas that are orientated 

well for PV or solar thermal?

❙  how do we manage our waste arisings? 

Question your energy manager

StAy on boArD 
With on Site  
reneWAbleS

The revised feed-in tariff scheme sets 

maximum deployment levels each quar-

ter on each technology, so there could be 

a rush for the most economically attrac-

tive. What is more, the tariff available will 

automatically be reduced over time – as, 

it is assumed, capital costs fall – and if de-

ployment caps are reached.  Importantly, 

the tariff is reduced for new installations, 

not existing ones –  whichever tariff you 

access at startup will stay in place for the 

whole period. So you want to be early in 

the queue.
But there is additional urgency this 

half-year. The government has been in a 

long fight with the European Commission 

over the VAT charged on energy efficien-

cy products, which has been set at 5% in 

the UK, instead of 20% as required across 

the EU. At the end of 2015 the European 

Court ruled against the UK and that means 

a VAT hike on 1 August that includes small 

renewable technologies as well as pure ef-

ficiency products like insulation.  

think heat
Amid the publicity around FIT reduc-

tions and the campaign to soften the 

blow, it’s worth remembering that an-

other subsidy regime remains unchanged: 

the Renewable Heat Incentive (RHI). As 

with the FIT, this provides a stable income 

stream if you use renewable energy – but 

in this case it refers to heat generation, not 

electricity. 
Almost any business is paying for heat, 

whether it is for building temperature and 

Janet Wood is editor of New 

Power, an expert publica-

tion for energy specialists in 

utilities, investors, contractors 

and major user companies. 

See more at www.newpower.info
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A nalysts and investors at Wa-ter UK’s City Conference on 2 March pressed Ofwat to share details on exactly how it will ensure the transition from RPI to CPI indexation at PR19 will be value neutral. Matt Cuchra, KPMG partner, corporate finance – power and utili-ties, asked Ofwat chairman Jonson Cox whether there was scope for the regula-tor to share its numerical analysis and model on how value neutrality would actually be interpreted. This followed work KPMG has conducted on behalf of United Utilities, scrutinising options for indexation change (see box on page 6).

Cuchra was supported in his call by subsequent commentators. Thames Wa-ter’s chief finance officer Stuart Siddall said the model sharing suggestion was “eminently sensible” while Peter Dooley, managing director, global banking & markets at RBS, likened predicting the gap between RPI and CPI to “pin the tail on the donkey”, adding that value and rev-enue neutrality is difficult to demonstrate given the many regulatory “levers” in play. He said it would be useful for Ofwat to share its plans for NPV neutrality and to make its commitment enduring.Cox responded positively to Cuchra’s suggestion, saying he would take away 

the idea for further consideration. He said though that Ofwat had been “at pains” to reassure investors on the value neutrality of the RPI-CPI true-up and that the mar-ket needed to “trust us”. 

Generous plan
The transition to CPI was one of two main financing issues that occupied discussion at the City Conference (see report on p8-9 for details of sentiment towards new mar-kets). Dooley said investors are asking why the regulator favours CPI and why the shift is being proposed now? Also, whether the transition  will be transparent, how small companies in particular might be affected 

City CAlls on ofwAt  to shAre CPi vAlue  neutrAlity AnAlysisfinanciers demand details and an enduring commitment that 
they won’t be left out of pocket by indexation change.

[the water-only companies have a larger proportion of RPI-linked debt within their financing structures so are particularly exposed] and how might Ofwat demon-strate/guarantee NPV neutrality. Cox listed “compelling” reasons to move away from RPI, including that it’s no longer credible and customers will be exposed to less volatile prices under CPI. He rhetorically questioned how the regu-lator might defend itself to the likes of the National Audit Office and Public Ac-counts Committee (both of whom have recently criticised Ofwat’s track record) if it is seen as having failed to have suf-ficiently protected customers. With a nod to his audience, he remarked that should the regulator lose its credibility “invest-ment probably suffers”. Cox also pressed home the point that Ofwat had already shifted away from its starting position of moving to full CPI indexation of bills and RCV. It had, Cox said, listened to evidence brought forward on the amount of RPI linked debt in the sector (he estimated this to be around one third of total sector debt – Moody’s analy-sis suggests the figure to be nearer half) and to concerns about the speed of transi-tion. Subsequently, Ofwat had shifted to supporting the 50:50 CPI/RPI plan (see 

box). He remarked the proposal it put forward in December was “more gener-ous that it might have been”. Finally he told delegates that stakehold-ers must treat Ofwat’s Water 2020 propos-als as a package rather than “decrying the unwelcome bits while banking the good bits”. He described its proposals in the round as “firm and balanced” and remind-ed everyone that Ofwat would put forward Water 2020 licence changes as a batch. 
investor issues
These assurances failed to cut much  mustard with the analysts and investors present at the City Conference, however. Their objections and concerns, aired throughout the conference, included the following. 

❙  RPI is not defunct: Dooley snubbed the idea that RPI was no longer credible. He pointed out that the UK Debt Manage-ment Office (DMO) has been consistent in its view that it will not issue CPI linked debt for the foreseeable future. He gave details instead of a DMO syndicated of-fering of RPI-linked gilts maturing on 22 November 2065, posted on the 12 Febru-ary. Worth £2.75bn, this was the sixth and final transaction of the DMO’s 2015-16 syndication programme, which has raised £17bn via four sales of index-linked gilts and £9.5bn via two sales of long conven-tional gilts.

❙  The CPI market may take years to emerge: Orlando Finzi, director, M&G Investments, said he wasn’t seeing a de-mand for CPI currently and questioned Cox about what would happen if a liq-uid CPI government bond market didn’t emerge? Cox acknowledged that the speed at which a CPI debt market might develop was “an open question”. However, he said he had faith that the market would respond: “We do know financial markets can move quickly.” He also cited the sta-tistic that three quarters of pension funds are either wholly or partially CPI linked at present, so the CPI market is active. Both Finzi and Dooley later queried that figure, saying it did not reflect their understanding. Dooley added that Ofwat’s approach effectively put the cart before the horse in creating CPI demand and expect-ing the market to respond. “That didn’t work for airports in Spain,” he recounted. Anglian Water chief executive Peter Simp-son asked Dooley how the likes of RBS 

could help Ofwat out of a corner, should a CPI market not develop as hoped? Dooley said it was not for the likes of his com-pany to solve. “The key stakeholder is the Debt Management Office and they have concluded they shouldn’t do anything.” He suggested that interested parties could lobby the DMO for a CPI instrument. 
❙  Hedging could prove expensive: Finzi raised the prospect of increased costs for companies (and hence ultimately cus-tomers) should investors be forced to buy CPI debt. “If you have a liability, you have to find a bond to match it but without a government bond curve, you will have to 

ofwat’s December water 2020 paper proposed phas-ing in the transition from rPi to CPi. indexation is applied to both prices and regulatory Capital value (rCv) in setting price controls, with indexation of the rCv im-pacting prices over time. the regulator intends to move to indexing both elements to CPi at Pr19. it has put forward a transition mechanism under which it will con-tinue to apply rPi to half the rCv in the period 2020-25, with the other half moving over to CPi. Correspondingly, it will set returns by applying an rPi based rate of return to the rPi proportion of the rCv and a CPi based rate of return to the remaining (CPi) proportion of the rCv. it said its application of CPi to the rCv and allowed returns will be symmetrical, ensuring that nominal returns to companies are revenue neutral over time.the intention of the 50:50 arrangement is to keep the costs of hedging down for companies (for the dif-ference between rPi and CPi, given their substantial amount of rPi-linked debt) and to help manage the impact on bills (which could show a one-off increase in the short term, though bills would fall in the future).the proportion of the rCv that will continue to be linked to rPi takes into account the notional gearing as-sumption from Pr14 and existing levels of industry debt. on a notional basis, 62.5% of rCv is funded from debt. 75% of that is embedded, so that comes to around 50%. therefore all embedded debt will benefit from rPi protection.
some companies will have rPi linked debt exposure of less than 50%, while others (particularly the higher geared) will be exposed to more than 50%. ofwat sees this as a matter of company choice and responsibility.
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