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  RePORt driven by ideology not evidence; 
too soon; and unattractive to customers: 
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supplier patterns tell us about prospects for 
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Karma ockenden, editor,
The Water Report 

Coping with change
The theme running through our issue this month 
is coping with change – or to put a more positive spin on it, making 
the most of change. In two interviews, we hear from Water UK (new 
chief executive Michael Roberts, see p4-7) and CC Water (chief 
executive Tony Smith and chair Alan Lovell, see p8-11) on how 
they are planning to continue delivering for those they represent 
in a changing environment. Both are grappling with how to be the 
voice of the industry/the customer with localism and community on 
the rise. And both are finding their way through market reform and 
its implications for their traditional monopoly market activities.  

This element is developed in our Competition Watch section, 
where two articles seek lessons from energy on coping with the 
changes retail competition will bring. On p24-25 we analyse what 
we can glean from switching patterns and the rise and fall of sup-
plier fortunes in the energy market since liberalisation.  On p26-28, 
ex British Gas (and former Southern Water chief executive) Les 
Dawson gives incumbents some pretty blunt messages on what to 
expect once markets open. 

While the path is not smooth in any of these areas, companies 
have proved willing and able to cope with well-flagged and well 
thought through change. Most recently, they lived up to the many 
new demands imposed by PR14 and are now into delivering that 
settlement. But as our report on p20-23 shows, sentiment is quite 
different towards the government’s household competition policy, 
which looks set to be imposed from on high and with little in the 
way of scrutiny. Members of The Water Report’s Expert Forum – 
senior executives from in and around the industry – display over-
riding scepticism about both companies’ ability to cope with such 
extensive change in such a short space of time and – even more 
importantly – the underlying wisdom of the policy. Many see the 
policy as driven by Conservative ideology rather than evidence, 
and remain unconvinced about the benefits for consumers (with 
potential costs in fact for vulnerable customers). 

Companies have a good track record of delivering when they 
have to, and this is likely to be the way for the upcoming changes 
they understand the motivation for and have had the opportunity 
to influence – even on thorny issues like wholesale market reform 
and increasing resilience. Imposing change on the reluctant, with-
out a quantifiable driver, and 
with uncertain benefit may 
not have the same result. editor: Karma Ockenden e: karma@thewaterreport.co.uk t: 07880 550945
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Meet Michael roberts, Water UK’s new chief exec-
utive. only six weeks into the job when we talk, 
he is already impressively on top of his brief, full 
of ideas and has made significant inroads into 

honing his vision and strategy for the sector trade body. He 
has divided his time since picking up the mantle from pamela 
taylor in January between scrutinising how to make Water UK 
fit for the future and how best for the trade body to play its part 
in the many big ticket policy debates underway. He explains: 
“Hopefully I’ll strike the right balance in terms of sharpening 
up our operation here with our members and being focused on 
the things that most matter in the meantime. My ambition is 
by the end of this business year – so the end of March – to have 
very strong clarity about our vision, mission and priorities, cer-
tainly for the next year and beyond. and to have a structural 
set-up here that supports all of that.”

While running an efficient and successful organisation is clear-
ly critical, roberts seems particularly enthused by the policy di-
mension of his new role. He comes direct from seven years in the 
rail sector where he was Ceo of the association of train operat-
ing Companies, a membership organisation that provided both 

operational and policy services. He cites the policy-heavy nature 
of Water UK’s work as one of his reasons for moving away from 
atoC – which employs around 200 people and has an annual 
budget of £45m – to the much smaller Water UK. He has a long 
history of majoring on policy development (see box). 

roberts comments: “The strand that runs through the 25 odd 
years of my career… is about working for organisations mainly but 
not exclusively in the private sector; helping them to strengthen 
their licence to operate in an environment where there is a strong 
public interest.” He compares water and rail: “Lots of the issues are 
the same – the interests of customers, the need to invest, environ-
mental pressures, trying to find ways that private companies can 
deliver in an environment where there is intense scrutiny from the 
public, from politicians and the media.” 

In policy terms, roberts plans to give Water UK members 
more bang for their buck. “We’ve got to build on the things we’ve 
done well in the past and be more effective,” he says. “our mem-
bers are looking for more value for money. We don’t impose a 
huge cost on the industry; it’s a pretty small budget when you 
look at the overall turnover of the industry [less than £5m on 
a £12bn turnover], but they rightfully expect value for money.” 

He explains it is particularly important to deliver this for two 
main reasons: first because the policy agenda is so big at the mo-
ment; and second because  the sector has barely had time to re-
group after pr14 before pr19 started. “There’s a situation today 
where companies and regulators have been through an intense 
process through pr14 and we’re now very quickly moving into 
thinking about pr19. Full credit to ofwat for doing that… but 
the practical consequences are you’ve got companies metaphori-
cally blinking, coming out of having done a very intense price 
review…and going quickly from that to thinking about doing 
the next one in ’19. 

“There are issues about the bandwidth companies have got, to 
be implementing the outcome of one periodic review and think-

fOCUS 
ANd  
dIveRSItY

ing and looking ahead to the next one. I think that puts an em-
phasis on the ability of the organisation here to help companies 
large and not so large work through that challenge.”

Policy priorities
roberts believes Water UK can add value in policy development 
terms by helping the industry to sort the crucial issues from the 
less important ones. He says: “[We must] be clear about what 
the vision is and as an organisation, what our priorities are. I’ve 
lost count of the number of work streams we’ve got going on at 
the moment and we need to be very, very clear about what the 
priorities are.” 

Specifying this is work in progress, roberts goes on to explain 
he has four overarching labels in mind: “I would say the priori-
ties we face are, in no particular order: helping companies ad-
dress the short and long term resilience of our water and waste-
water networks. The second is around helping ensure we have 
a smart approach to designing and enforcing legislation as it 

relates to water and wastewater. The third is around ensuring we 
have markets that work in the long-term interests of customers. 
and the last one that immediately strikes me is to work towards 
developing increased levels of customer and stakeholder trust. 
Those for me are the standout priorities. 

“Now there is a lot of detail you can categorise under each of 
those, but if you’ve got a clear sense that those are the tectonic 
plates you are trying to address, there should be a natural cas-
cade in terms of where we focus our attention, how we resource 
things and how we go about doing things.”

In the course of our conversation, roberts provides detail on 
some aspects of each of these overarching policy themes:

❙  Resilience. on top of the general work that is falling out of 
ofwat’s December resilience consultation, Water UK has a num-
ber of active projects that can be filed under this banner, and has 
agreed to take forward work on developing the resilience action 
group recommended by the independent task and finish group 

Water UK’s new 
chief executive 

Michael 
Roberts says the 

organisation 
needs to focus 

on priorities and 
embrace diversity 

of opinion. 

before joining Water UK in January, Roberts was CeO of the Association of 
train Operating Companies (AtOC) from April 2008 to december 2015. AtOC 
is a membership organisation which represents the 23 train firms that provide 
passenger services on the privatised british railway system. It owns the National 
Rail brand and operates, among other b2b and b2C services, the National Rail 
enquiries website, which has some 500m visits a year. during this period, Roberts 
was also director general of the Rail delivery Group.

Prior to joining the rail sector, he held a variety of senior roles at the CbI over 
17 years, working on policy development across a range of sectors including 
the environment, energy and transport. he has also served as a non-executive 
director of the Carbon trust and worked for a political consultancy. 

MIchAel RobeRts’ cAReeR to dAte
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eration of opinion within the industry. encouraged by ofwat, 
companies are focusing more and more on the local priorities 
and issues important to their customers. on top of very different 
geographies and demographies, an inevitable consequence is a 
less clear cut “industry” view on some matters. While Water UK 
and its advisory groups carry out the detailed policy develop-
ment work, the overall steer is set by member companies, work-
ing through a board and a council of members. Will it become 
increasingly difficult to agree?  

roberts says yes, but that diversity is welcome. He points to 
the Marketplace for Ideas initiative as a shining example of a way 
of giving many ideas visibility without forcing a single way of 
thinking. He can foresee circumstances in which an industry 
view will need to be articulated, but also when Water UK will 
give a nuanced response. “There are times when we have to ac-
knowledge there is a degree of variety of opinion. We shouldn’t 
seek to try to gloss over that; we shouldn’t give the lowest com-
mon denominator version of what people think. There is a clear 
understanding that that is not the way we should operate and 
that if there are clear distinctions of view, that actually we should 
play those back to decision makers and stakeholders… So the 
principle is there that that’s the way we should operate.” 

roberts pinpoints a couple of issues on the agenda where it 
might be necessary. He observes: “CpI/rpI is a case in point. 
I think there are some important emerging common areas of 
agreement among the WaSCs and WoCs but there are nuances 
around that. This might be an example of where we play this 
principle of respecting diversity.”

The debate around water companies taking a great role in flood 
management is another case in point. roberts: “My sense is that in 
terms of a holistic approach to catchment management, that plays 
to the conventional wisdom in the sector. The interesting debate is 
then who takes responsibility for activities, and for funding activi-
ties, to address flood defence and mitigation and the impacts of 
flooding. There is a range of views in the water sector as to what 
degree they take on some of the risks involved in all of that. Their 
positions reflect their geographies if nothing else.”

Members only?
Moving on to roberts’ plans for Water UK the organisation, he 
sees a lot of strengths to build on, including a very experienced 
policy team; a strong effective chair who he has worked with in 
the past; and an enthusiastic membership base. He explains: “I’m 
thinking there about the chief execs of the WaSCs and WoCs 
– they are an energised, intelligent, diverse bunch with different 
skill sets.” He is in the process of getting a thorough understand-
ing of the resources at his disposal and is “looking to strengthen 
some areas, so looking to strengthen our strategic capability, to 
look at the big picture rather than just individual areas”.

He joins the organisation at a time when members beyond 
the incumbent monopolies have recently been invited in. Since 
albion Water and peel joined over two years ago, the most re-
cent joiners have been Independent Water Networks, SSe and 
Veolia. The organisation hasn’t made the same inroads yet to the 
licensed providers in the Scottish market and soon there will be 
new licensees south of the border to consider – in fact Castle 
Water has already struck a deal to take on portsmouth Water’s 
business customers (see p19). So what’s the plan?

Water UK has initiated a retailers’ Forum, which has so far 

held two meetings and is still finding its feet. roberts says: “We 
take very seriously the opportunity to provide a home for a com-
munity of interests which is only just emerging and is really im-
portant in terms of the market reform agenda.” He chaired the 
second meeting, observing that it is important that Water UK 
provides “a forum to discuss in the right way – given at the end 
of the day they [participants] are going to be competing with 
each other”. 

While the matter is yet to be fully resolved, the thinking is 
that retailers – in due course this could include all manner of 
players including energy companies, facilities managers and 
brokers – may better be represented by a forum of this nature. 

roberts clarifies: “The reason for that – a strong reason – is that 
we wouldn’t inadvertently want to give any impression that the 
retailers’ Forum in some way… is going to be compromised by 
the interests of the wholesale incumbents.  That’s the reason for 
thinking of a slightly different approach to membership.”

Could the idea potentially be extended to other parties in-
volved in the provision of water and wastewater services, but 
who fall outside of the “water company” bracket – for exam-
ple, as more companies look to pursue multi agency solutions 
to their challenges?  In principle, yes, says roberts. “The way 
in which we deliver an increasingly outcome-oriented sector: 
everyone realises that is one of the key developments; that’s 
where we go next in terms of the evolution of the water and 
wastewater sector. Therefore the way in which we approach 
talking about these things has got to reflect that. The work 
we’re doing at the moment on long-term water resource plan-
ning is starting to move in that direction. We are involving 
a range of players in that debate rather than just the WaSCs 
and WoCs. It embraces the regulators, DeFra, and a range 
of other players in helping us think about 50 years out; what 
are our resource needs going to be and how should we best 
plan to meet those? So again the spirit is there. Quite what 
form some of the engagement takes, that’s probably going to 
depend on the particular issues.”

So roberts is looking to have Water UK’s vision and priorities 
nailed down by the end of March, and then to get on with grap-
pling with some of the key policies discussed. “If I look ahead to 
the next business year, it is going to be an incredibly busy Q1 and 
Q2. Some of the projects are due to deliver in that sort of period 
of time – long-term resources planning and the strategic dash-
board. We’ll also have the outcome from Cathryn [ross] and the 
team on the Water 2020 consultation and obviously we need to 
be feeding into that well before then. Busy, busy but good busy.” 
He adds: “That’s great. It would be dreadful coming somewhere 
and just twiddling your thumbs.”   tWr
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chaired by Jacob tompkins. roberts comments: “We’ve not yet 
decided exactly how to take it [the new group] forward with the 
sector’s stakeholders but that is an action on us to pursue. one of 
the things that strikes me coming genuinely fresh into all of this 
is that we have a number of these projects that are potentially 
all in the same space. We’ve got the long-term resources work 
that’s being headed up by [anglian Water’s] Jean Spencer; we’ve 
got 21st Century Drainage, we’ve got work being done on SUDs, 
we’ve got the action on the resilience action group. Instinctively, 
one of the things I want to feel comfortable about is: are we doing 
all of this in a joined up, resource efficient way?”

❙  Legislation. Influencing european legislation is a major 
theme. Water UK’s head of corporate affairs Neil Dhot has been 
flying the flag for British water companies in Brussels on sec-
ondment as secretary general of eureau, but is due to return at 
the end of this month. While roberts will be glad to have him 
back, it will leave a gap at the centre of european legislative de-
velopment at a vital time. He observes: “It does mean we need 
to think about our presence in Brussels. The one thing that 
members have been very clear on – to a man and to a woman 
– is that that has got to be a priority for us…We’ve got three 
reviews either starting or due to start in Brussels – on key leg-
islative building blocks [see Dhot’s latest report, p17]. So we’re 
looking at how we can complement the existing engagements 
we have in Brussels. We are well plugged into the eureau gov-
ernance architecture, using not just the people in this organisa-
tion but within the membership as well. It’s about building that 
and making sure we’ve got the right level of engagement within 
the commission and parliament.”

❙  markets. The introduction of more competition into the in-
dustry – initially in the retail market but after 2020 in select 
wholesale markets too – will undoubtedly give Water UK pause 
for thought. It will need to address both how to adapt to cater 
for new players in the sector (see below) and the extent to which 
companies who will be competing against each other for the first 
time in a significant way will be comfortable working together 
and sharing information. roberts sees a role for the organisation 
in facilitating debate on matters of common interest and “help-
ing companies navigate through the operational consequences 
of the direction that’s been set by government and ofwat”.

❙  trust. an awful lot of strands fall under this banner, includ-
ing value for money, customer service, fair dealing, affordability 
and vulnerability – as well as the tabloid type issues that surface 
periodically such as company tax arrangements and windfall 

gains. roberts has in sight the development of a new sector-wide 
“narrative” to give a context to all these issues. “I suspect that 
at the moment there are multiple narratives across companies, 
regulators, governments. Being able to develop with stakehold-
ers a single narrative that everyone recognises – that plays back 
the successes to date, that explains the challenges, that sets out 
how we’re placed as a sector to address the challenges – I see as 
an important part of our role here. Ultimately that will help in-
form and educate the public debate and public awareness about 
the value of water.” 

He speaks from experience in rail, where he had begun to de-
velop a similar narrative before joining Water UK: “It proved in-
credibly powerful in starting to change…the terms of the public 
debate about the legitimacy of the sector… Hopefully with my 
experience, this is something we can really make a difference on.”

Central to this trust work is the strategic dashboard of in-
dustry information that is being developed by a Water UK-led 
multi-stakeholder steering group. roberts explains: “Clearly the 
quality of that work has got to be excellent because if that’s the 
basis on which we are communicating to the public how well 
we’re doing on the key outcomes for them, it’s got to be credible. 
So we are looking at an independent third-party to do the work. 
We will shortly be going to market to find the right partner and 
are looking to publish the first version of the dashboard in the 
next few months.” 

He adds that part of the challenge is striking a balance between 
delivering something relatively quickly, and ensuring the quality 
is sufficiently high. “We haven’t quite landed what sort of data, in 
what format, to what degree of granularity, what gets published 
in the first round of this – so there’s still some hard work to be 
done and we are yet to go to market… but potentially this could 
evolve over time so that is one way of balancing getting on with 
it on the one hand and on the other the perfect not being the 
enemy of the good.” 

Cooperation and diversity
roberts stresses that as each of these policy themes is explored 
and developed, it will be essential for stakeholders to work to-
gether. He refers to Water UK’s March City Conference as an 
example of an opportunity to do that as some aspects of the 
industry’s finances are reformed. “people talk about investors, 
customers, regulators, government as if they’re in different parts 
of the universe and have different interests. But the thing that 
strikes me coming into the sector is there is a sort of ecosystem 
for water where all of these players have a really important part 
to play. That ecosystem has evolved since privatisation. The evo-
lution of the ecosystem has gone hand in hand with a pretty im-
pressive record of success. We know – and this includes investors 
– the ecosystem needs to evolve going forward because of all the 
big-ticket challenges we have talked about. 

“The conference is one opportunity for us to make sure col-
lectively – regulator, government, companies, investors – that in 
thinking about how that ecosystem might change that we must 
bear in mind that if you change one bit it has a consequence some-
where else… It isn’t about saying change or evolution shouldn’t 
happen. I think most people recognise it should. It’s about under-
standing the consequences and managing the consequences.”

another issue Water UK will have to grapple with as it devel-
ops its policy positions is how to cope with an increasing prolif-

There are times when we have to 
acknowledge there is a degree of 

variety of opinion. We shouldn’t seek 
to try to gloss over that; we shouldn’t 

give the lowest common denominator 
version of what people think. 

We wouldn’t inadvertently want to give any 
impression that the Retailers’ Forum in 
some way… is going to be compromised by 
the interests of the wholesale incumbents.  
that’s the reason for thinking of a slightly 
different approach to membership.
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which we’re proudest: the cost of CCW is 21p per household per 
annum. We are confident we deliver more value then the 21p cost.” 
Smith explains the organisation expects the nature of complaints 
to change, both in light of market reform (more switching and 
data based complaints) and because as the number of complaints 
made to companies has dwindled, the ones escalated to CCW 
are increasingly the most difficult. (The even more difficult ones 
– those that remain deadlocked after CCW has been involved – 
now go on to an alternative Dispute resolution service, WatrS, 
set up last april. Smith reports only a few cases have been through 
this process – “in the tens” – so it is early days but he believes the 
interface with CCW is working well).

Six staff were lost in the CCW rationalisation and savings of 
around £400,000 a year – 10% of CCW’s total costs – made. Smith 
says the transition hasn’t been easy, but that staff old and new have 
handled it well: “We’ve lost a lot of staff who were very commit-
ted and long-term colleagues of ours, everybody feels that. But the 
actual process – we expected a bit of a dip in our performance but 
that hasn’t really happened. That’s a tribute to the folks who left us 
and a tribute to the new folks who have come in.” 

New and old priorities
CCW has identified a number of important upcoming themes. 
These are based too on a recent stakeholder survey and visits by 
Smith and Lovell to all the companies. Smith lists the follow-
ing: the market reform agenda, inter generational issues, how we 
move on from willingness to pay, and the idea of how you en-
courage good practice in an industry where there is competition. 
He comments: “That last theme came back to us from companies 
too so we’re thinking about that…how should we operate in an 
industry that is less homogenous, less centrally regulated by of-
wat? How can we add value to the industry while maintaining a 
challenge to the industry? This is about looking at where com-
panies are doing well and less well, looking at best practice and 
good practice, and sharing that information in a way companies 
are comfortable with.” 

along with the new, there is the old. Lovell explains he sees 
scope for refining CCW’s work to put customers at the heart of 
water. “We’re looking at analysing the customer base more so 
we’re not just picking up an average view all the time, and expect 
companies to take a more segmented view of their customers to 
ensure they’re catering for as many as possible of those groups, 
not just the average. The second strong element is the continuing 
discussion around customer engagement not being a special ef-
fort for the price review period.”

Moreover, both men reject the view that it’s a case of ‘job done’ 
on consumer advocacy and provide examples. Smith: “on mar-
ket reform, there is a danger that reform is seen by definition as 
good for customers. But experience from other industries sug-
gests that’s not the case, you have to do quite a lot to ensure it 
works for customers. and what happens if it goes wrong? 

“The second thing is I think the regulatory aspects of the cus-
tomer driving things worked really well in 2014, but the future may 
be less easy in a sense. a lot depends on whether customer priori-
ties are reflected in future price reviews when you’ve got compet-
ing things like the Water Framework Directive, and the whole 
question of whether there is enough spent on maintenance…

“In terms of complaints, it’s great we’ve cut them by 60% but 
there are still issues where complaints are growing and there is 

mixed performance from companies. The good ones are really 
very good and keep on improving, which is brilliant. But I’m not 
quite sure the system yet pushes the laggards or even the ones 
that are slightly lower than average to up their game. There is a 
strategy out there that says ‘as long as we’re not at the bottom, 
that’s okay,’ but we don’t see it like that.” 

Lovell: “another key role for us is the inter generational issue. In-
evitably a price review process is relatively short term. We need to 
look at the way that fits into long term plans, especially as customers 
realise they are also looking after their grandchildren. We need to get 
the right balance between the long-term and the short-term.” CCW 
plans to undertake research on this issue to inform its position, but 
Lovell offers a preliminary snapshot: “My initial understanding is 
people do think it is wrong not to look after future generations.”  

the Consumer Council for Water (CCW) is rightfully proud 
of its 11 year track record. Working alongside companies and 
regulators, it has contributed to improving water customers’ lot: 
complaints have tumbled to less than half their peak; value for 

money and service have improved; and consumer views have moved 
centre stage in price setting. 

But changes in the water sector will undoubtedly raise questions for 
CCW’s strategy going forward. among some of the relevant questions are:
❙  The water industry is becoming less homogenous, with companies in-
creasingly focusing on local priorities and issues – is there still a need for 
a single customer voice? 
❙  With focus on the customer deepening across the policy landscape 
– customers will be integral to the success of pretty much all strands of 
policy – is there still need for consumer advocacy?
❙  Urged on by ofwat, companies have taken ownership of the customer 
relationship and have formed their own customer groups – do consum-
ers still need an independent representative too?
❙  Soon customers – initially business customers but probably house-
holds soon after – will be able to vote with their feet – will they still 
need a dedicated representative when they are no longer supplied by 
monopolies? and how will CCW encourage best practice among com-
panies that compete? 

None of these issues are lost on CCW. Its long standing chief execu-
tive tony Smith and its new chairman alan Lovell (one of a swell of new 
faces in the top team – see table, p10) say CCW will change in line with 
the sector and will continue to provide invaluable services to customers 
in the evolving environment.

 A single customer voice?
on the first issue, Smith agrees the industry is increasingly diverse and 
that this must be reflected in CCW’s activities. Lovell points to the calibre 
of the organisation’s regional chairs (see table) and notes that last april, it 
appointed some 19 new Local Consumer advocates to look after custom-
ers in the regions. But Smith also believes there is a continuing need for a 
single customer voice on issues that matter to customers across the board. 

He explains: “It’s an interesting challenge. on one hand you’ve got the 
local representatives who know their local issues; but what they lack is a 
means of comparison and insights from across the industry. We’re trying 
to balance the two things. That to some extent is why we have set up in 
the way we have – to continue to reflect the differences by region and by 
company, but also to reflect the subset of things that are important to cus-
tomers across the country – cost issues, cost of capital and there is a subset 
of measures on which it is important for customers and commentators to 
see how companies are doing against each other on key issues like sewer 
flooding. This feeds into the work around the strategic dashboard.”

Smith’s comment on the set-up of CCW references the reorganisation 
of the customer body that started last May and is now all but complete. 
It closed all its regional offices, leaving policy and complaints handling 
centralised in Birmingham and, to a lesser extent, Cardiff. Lovell picks up 
the theme: “This was primarily to ensure a coherent view across the patch, 
but also to reduce costs, enabling us to stick with one of the statistics of C
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h With competition around the corner, 
customers at the centre of policy and the 
growth of localism, CC Water’s top team 
tony Smith and Alan Lovell say consumer 

representation will adapt to serve.

Smith: communication 
between customers and 
wholesalers is critical

Lovell: customers think 
it’s wrong not to look 

after future generations
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Market reform
Clearly market reform will occupy a substantial share of CCW’s 
attention this year, with the non household market first in line. 
Lovell provides an overview of what’s in store. “First, there is a chal-
lenge generally for the industry to make it work, especially in light 
of the low margins – to make sure this is worthwhile. Second, as 
shown by the customer satisfaction numbers, we generally have a 
happy customer base so there’s no great pressure to change. Third, 
we’ve seen it’s been a far from happy time in terms of switching 
in electricity. Fourth, there’s awareness. When we last researched 
non household customer views, there was a decent proportion in 
favour of an open market but not by any means an overwhelming 
proportion. In any case that was based on a much higher assump-
tion of benefit than we think is actually likely to occur… 

“So what are we doing? We’re talking to business customers 
including SMes…We’re stepping up our communication activity 
from March as we need to make sure people learn about it. We 
are working closely with MoSL in particular on how to design 
the system and communicate it so people become aware of the 
opportunity, and to ensure that market codes work for customers. 
We are also doing more work in Scotland to see what the customer 
experience has been. Those are our main tasks for this year.” 

Smith adds that maintaining open channels with wholesalers 
is critical. He explains: “Customers are concerned about over 
complicating things, particularly should they talk to the whole-
saler or the retailer? In energy, usually it’s a case of supply on or 
off. In water, it can be on but dangerous, or not on, or a funny 
colour, or not taste right or carry cryptosporidium. Therefore the 
communication interface between customer and wholesaler is 
absolutely critical.” (See report on consumer protection, p30-31).

In terms of household competition, CCW will feed into ofwat’s 
work on the business case, and try to ensure that it is informed by 
what customers think. Both Lovell and Smith believe the outcome 

of this work could materially affect the government’s decision on 
whether, when and how to open the household market. 

When the organisation last looked at the household issue in 
2008, Lovell reports: “awareness of the opportunity was abso-
lutely minute at that stage and people were just not on for it.” 
CCW will repeat that work this year. Smith remarks: “The dan-
ger is – and I don’t think ofwat would do this – you could say 
the cost is this, the benefits are that, and therefore it’s either a go 
or a no-go. The question is, what are customers likely to see in 
the short to medium-term and how could we address that? and 
are there any consequences that need to be taken into account in 
making a decision? [He offers the examples of consequences for 
metering policy, social tariffs and high cost to serve customers]. 
You asked earlier is our advocacy role finished? No it is not. eco-
nomic regulators can do things in purely economic terms, we 
need to think about what it means to customers – which could 
be very different.” (See tWr expert Forum views, p20-23).

Finally, in the area of upstream reform, CCW is supportive of 
moves including towards more water trading that could potentially 
reduce the average cost of supply for customers. Smith: “our con-
cerns are two-fold, though we think these can be resolved. First, if 
it caused disaggregation of customer prices – there are a lot of cross 
subsidies going on but I think that will be avoided in the models that 
are being considered. The second issue is we wouldn’t want a situa-
tion where the uncertainty around medium to long-term competi-
tion caused people to defer important investment. We’ve seen it in 
energy where the lack of certainty has disrupted investment. If you 
are investing in a long-term asset, you want certainty for the long-
term. So the sooner things are settled, the better.”

CCGs and price reviews
Now nearly a year into aMp6, most water companies have their 
new Customer Challenge Groups (CCGs) up and running. These 

come in a variety of shapes and sizes, but unlike ahead of pr14 
where more than half the groups were chaired by CCW repre-
sentatives, the new groups are not. Lovell says: “We determined 
we would not chair any in this round, primarily because we want 
to beat the customer drum rather than play a neutral role. We 
shall be involved in all… that’s important because we can add 
comparisons that individual members of CCGs don’t have access 
to, and it’s vital we are there to play the customer card.” 

CCW has had mixed success in promoting the view that chairs 
should not be paid directly by companies. Lovell says five compa-
nies are working on arrangements for a trust fund that participat-
ing companies will pay into and trustees will ensure certain stan-
dards are met before paying individuals. arrangements elsewhere 
vary, with some companies opting for direct payment. This is a 
difficult area and a number of directly-paid chairs have staunchly 
argued in previous editions of The Water Report that their inde-
pendence is in no way compromised. 

Lovell acknowledges the matter is not clear cut. “It’s not black 
and white, even when a payment goes through a trust fund and 
there are controls around that, it’s not going to be black and 
white. It is grey and it is a matter of putting as many good steps 
in place as possible. Companies have got different ways of doing 
this. Some have set up an independent committee of non-exec-
utive directors, so they are at least one step removed in terms of 
looking after the CCG. But our overall assessment is we would 
like to see more independence than is evident at the moment.” 

He adds the chair payment issue is just one strand of the wider 
issue of independence. “Independence is about a transparent 
appointment process, regular refreshing from time to time as 
well as payment. None of those issues in themselves will make 
a group very good or very bad; the important thing is that both 
in fact and in perception there is independence when things are 
not looking so clever. We had a relatively benign price review in 
2014; it might well be different next time. It should be evident 
to all that the CCGs are doing an independent job and are not 
beholden to companies.”

Meanwhile CCW will also be feeding into arrangements for 
pr19. among important issues are:

❙  customers sharing in risk and reward: greater sharing was 
advocated by both the National audit office and the public ac-
counts Committee in their recent critical reports of ofwat. CCW 
is unconvinced it would be in the customer interest to share risk. 
The cost of debt is very low but may not always be and sharing 
could cause unexpected bill rises. Nor does it support the sharing 
of reward but not risk on a mandatory basis as that would likely 
cause the cost of capital to rise (though it notes companies could 
do this on a voluntary basis, as South West Water is doing with 
its Water Shares initiative). The customer body would prefer to 
see ofwat take a harder line on cost of capital at price reviews. 
Smith says: “If they set off too generously as they did in 2009 
– and we said that at the time, it isn’t just retrospective – that’s 
really bad news, on top of many years of generosity. So we think 
they should set the cost of capital at the low end…ofwat needs to 
look at why, systemically, they set the price deal too generously.”

❙  Bespoke v centralised outcomes: Smith: “reflecting local pri-
orities is obviously good, but the question is, would CCGs have 
agreed performance commitments and incentives if they knew 

their local company was massively inferior to other companies? 
That’s why ofwat stepped in last time, because there were mea-
sures in there that weren’t very logical in that sense and compa-
nies would have been rewarded for performance that was poor 
relative to other companies. So it has to pass the test of how cred-
ible does this look?” 

❙  Service Incentive mechanism: CCW observes the SIM has 
helped put pressure on companies to improve, particularly the 
qualitative elements which have taught companies to solve cus-
tomer issues not just answer calls etc. For pr19, it argues the SIM 
should be entirely qualitative. It would also like to see stronger 

incentives to jolt those companies who languish in the middle of 
the performance table to up their game. It believes the SIM – or 
a version of it – will continue to be necessary after 2020, particu-
larly to ensure wholesalers are incentivised to serve customers 
well once retailers are operating separately. 

❙  Affordability: has always been a priority for CCW. Lovell isn’t 
living in the hope of a national assistance scheme but neverthe-
less believes companies can do more to help those who struggle 
to pay. “We hope everybody will have social tariffs and it looks as 
if virtually everybody will from 1 april, so that’s a step forward. 
That they are at different levels, and that most of them are not at 
a level that will cater for the entire need, is clear. So of course we 
would like [companies] to be more generous and top up where 
appropriate to make sure they can deliver a satisfactory result.

“We think this is an area perhaps more than any other where 
companies can learn a lot from each other happily because it’s not 
a competitive area. They are relatively willing to share informa-
tion. There is no doubt that the best companies are really good at 
this. They are talking to no end of different agencies about what 
they can offer. The last example I heard was a company working 
with food banks, the idea being people who go there are a good 
target market for support…The best companies take it on a case 
by case basis and work out what the customer can pay and have 
lots of different schemes. That is very much to their advantage. 
They’ve got a better chance of finding out who is in the ‘can pay 
but doesn’t’ category, and who can pay a bit.”   tWr

Who’s Who: NeW ANd estAblIshed Key stAFF At ccW
Name Position looks after the customers of… length of service background
Alan Lovell National chair All companies 10 months business – former chief executive of 6 major 

companies. 
Sir tony Redmond Regional chair –  

London & South east
Southern, Affinity (South east &  
Central), South east, Portsmouth, 
thames, Sutton & east Surrey

3 years Local government – former chair and CeO 
of Commission for Local Administration and 
Local Government Ombudsman.

Professor bernard 
Crump

Regional chair – 
Central & eastern

Severn trent, South Staffs, Anglian, 
Cambridge, essex & Suffolk, Affinity 
(east) 

3 years Medicine and public health – a qualified doc-
tor, NhS director of public health, and CeO of 
a Strategic health Authority. 

Robert Light Regional chair – 
Northern

Northumbrian, United Utilities, York-
shire, hartlepool

7 months Local government and environment – long 
term councillor on Kirklees Council and for-
merly on the board of the eA.

david heath Cbe Regional chair – 
Western 

Wessex, bristol, bournemouth, South 
West, Cholderton

7 months Government – former Liberal democrat MP for 
Somerton and frome, and defRA minister.

tom taylor Regional chair – 
Wales

dwr Cymru, dee valley 4 months Public and private sectors, including energy, 
health, education, agriculture and manufac-
turing.

tony Smith Chief executive All companies 11 years Utilities – senior level in water, electricity and 
rail industries. former Ofwat director.

Phil Marshall deputy chief  
executive

All companies 1 year Water – formerly bristol Water’s customer 
services director and senior roles at UU and 
Yorkshire.

We had a relatively benign price review 
in 2014; it might well be different next 

time. It should be evident to all that the 
ccGs are doing an independent job 
and are not beholden to companies.

Is our advocacy role finished? No it is 
not. Economic regulators can do things 

in purely economic terms, we need to 
think about what it means to customers 

– which could be very different.

tONY SMIth ANd ALAN LOveLL, CC WAteR|INteRvIeWINteRvIeW|tONY SMIth ANd ALAN LOveLL, CC WAteR
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on and offsite water and sewerage infrastructure
❙  a sub-company zonal charge, where the costs of on and off-
site infrastructure in a defined zone are charged per property 
connected
❙  what are dubbed “zonal + charges” – charges based on the off 
site infrastructure required as a consequence of growth within a 
defined area, charged to properties connected within the zone.

Reform overview
against this assessment, anglian proposes a way of restructur-
ing the existing charging regime in a paper, Funding for growth. 
This entails:
❙  New connections charges remain unchanged, with greater 
consistency of approach across water companies.
❙  Infrastructure charges are scrapped and replaced by a new 
zonal charge that also wraps in the offsite elements of requi-
sition charges. The proposal is for a zonal charge based on a 
defined area, and an agreed level of growth and infrastructure 
requirement.
❙  The remaining requisition charging element (for onsite infra-
structure) could be based on a nationally set proportion (15%) 
of the total onsite infrastructure cost. For example, where the 
water company completes the works, the developer should con-
tribute 15% of the cost; where a self lay organisation completes 
the works, the water company should pay 85% of the total costs 
as an asset value. 

These proposed changes are summarised in the diagram.  

Zonal+ charges
The key element here is the proposed new zonal charge. This 
could be calculated on a per plot basis, by dividing the total cost 
of offsite infrastructure, by the total number of development 
plots in any given zone, over a defined period of time. Within 
each zone (a defined area), the main factors governing charges 
could be the demand profile and growth expectations. This has 
some similarities in approach to the Community Infrastructure 
Levy that developers pay to cover wider costs related to develop-
ment in any given locality.

The main input into the approach would be a zone-specific 
growth forecast over a defined time period. Water companies 
could then use the growth forecast to form costed infrastructure 
plans to facilitate growth. anglian observes: “These should be to 
a standard where viability and costs of construction are known. 
Network investigation and design should be at an advanced 
stage to enable variation in the programme dependent on the 
exact nature of the zonal growth.”

Water companies would be able to publish zonal charging 
prices, which will allow developers to know what it will cost to 
provide a service to their site. For their part, water companies 
will be able to plan and construct infrastructure without need-
ing to wait for a requisition to recover costs. Infrastructure could 
even be provided in advance of the growth, allowing develop-
ments to be started earlier.

In addition, charges will reflect local factors. anglian says: 
“Developers will know that the zonal charge they incur has been 
calculated to provide infrastructure within the zone that they are 
building in. This removes the perceived double charging between 
requisition and infrastructure charges.” Moreover, developers will 
be able to choose whether to build in popular areas, where zonal 

charges are high, or where there is capacity and consequently a 
low or zero zonal charge. This may incentivise construction where 
there is capacity, to the benefit of the environment. Further, says 
rice, there is scope to incentivise developers to build water ef-
ficient homes: “We think that allowing the zonal charge to vary, 
dependent on the type of house being constructed, could provide 
a great chance to reward developers for reducing water consump-
tion and contributing to our Love every Drop goals.”

Implementation challenges
Funding for growth is not a piece of polished policy; anglian says 
it is “a strawman to enlighten a discussion aimed at supporting 
ofwat’s future work on developing Charging rules”. It believes its 
proposed approach has merit but acknowledges there are many 
implementation issues. The paper poses a number of questions 
for further discussion and welcomes stakeholder engagement. 
Such questions are detailed below:  

❙  How to define a zone? anglian says these need to be dis-
creet supply areas, without the ability to move water / sewage 
to another supply zone. It suggests basing water zones on Wa-
ter resource Zones and wastewater zones on catchment areas. 
However it notes: “Defining the appropriate zone is important. It 
could be that in the first instance this may need to be larger than 
a single WrZ/catchment area until specific growth forecasts for 
these zones can be developed. transition plans may be required 
until full granularity can be achieved.” It asks: Is a WrZ or catch-
ment area the correct size of zone?

❙  How to predict growth? There are a number of information 
source options here, including planning authorities, Strategic 

FeAtURe|deveLOPeR ChARGeS

L ast month, The Water Report carried an article provid-
ing an overview of the water industry’s recent efforts 
to improve its relationship with developers – fuelled by 
the government’s growth agenda and urged on by of-

wat. This month we look in detail at the most prominent of all 
developer issues: charging. In particular, we focus on emerging 
thinking from the industry on an alternative approach, based 
on zonal charges. 

anglian Water is steering the work but has its sights on sec-
tor-wide reform. Its head of developer services Iain amis is also 
chair of Water UK’s Developer Services Group and the inten-
tion is to collaboratively scope out improvements to the existing 

charging arrangements with fellow companies and the broader 
developer stakeholder community. 

Darren rice, wholesale policy and competition manager, ex-
plains that improvements in this area are particularly relevant in 
the anglian region given the sheer scale of proposed development 
anticipated over the coming years. elsewhere, the company has 
already made strides in improving the service it provides to devel-
opers. “We want to support sustainable development across our 
region and have established strong relationships with developers 
which make our voice on this proposed reform credible,” says rice. 

Urgent need
anglian believes the case for reforming existing charging ar-
rangements is clear; few would dispute that there is widespread 
dissatisfaction among developers and wider stakeholders (see 
box on following page). It sees the Water act 2014’s provision to 
overhaul the charging regime as “a once in a generation opportu-
nity to reform the developer charging regime to facilitate growth 
to the satisfaction of all stakeholders”. as infrastructure charges 
and requisition charges drive most contention, it has focused its 
attention in these areas. 

In working up an alternative charging approach, anglian has 
kept DeFra’s recently published charging principles and stake-
holder views at the forefront. These specify that charges should 
be fair and affordable; consider the environment; be stable and 
predictable; and be transparent and customer focused. The com-
pany is also seeking an equitable and agreeable solution for all 
relevant stakeholders, namely: developers (which come in all 
shapes and sizes, from a single house builder to international 
construction firms); existing customers; self lay organisations; 
water companies; ofwat and DeFra.

ofwat is due to produce charging rules consistent with De-
Fra’s principles and guidance this year. It is into this strand of 
work that the anglian-led project will feed. The company has 
studied a range of possible options for reform: 
❙  doing nothing
❙  keeping the status quo but removing the 12-year statutory 
window (see box for explanation of this)
❙  removing developer charges altogether and funding growth 
through existing customers’ bills
❙  introducing a standard single infrastructure charge to cover on 
and off site infrastructure for water and sewerage, set at a na-
tional level
❙  company rather than national fixed charges per plot, to cover 

Anglian Water is steering a project 
to cut a path through developer 

dissatisfaction on charges by 
introducing zonal prices. It invites 

input from all stakeholders.

ZONeIN
the 

sUMMARy oF chANges

Infrastructure charges
Recovered per property - set 
at £200  in 1995 and annually 

inflated

Requisition charges
Contribution to on-site and off 

site infrastructure determined by 
dAds/Rd calculations

New connection charges
Company specific  

recovery of reasonable costs

New zonal charge
Replaces infrastructure charge 
and off-site requisition charge.
Calculated by the total value  
of off site infrastructure in the 
WRZ divided by total growth 
(e.g. properties in the WRZ)

on-site requisition charges
based on a nationality set 

proportion of the total on-site 
infrastructure costs (i.e.15%)

New connection charges
Recovery of reasonable costs 

based on specific Ofwat  
guidance or rules

existing regime Future proposal
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National Grid is targeting water companies 
to provide demand response in its new 
product: demand turn-Up.

Getting paid to use more 
power may sound im-
plausible, but National 
Grid needs companies 

who are able to soak up excess power 
generation during the summer months 
– and it is willing to pay for that ser-
vice. What is more, some payment will 
be guaranteed, as it will be made for 
availability, not delivery. National Grid 
is also targeting public sector organisa-
tions with this offering – and making 
it generally available. So water compa-
nies must act fast to take advantage of 
the offer.

The system operator thinks water com-
panies should be very well positioned to 
provide this service and it is actively look-
ing for companies that will sign contracts 
for this summer. That’s because was com-
panies are big users, but  also  because 
much of their activity, like pumping, can 
be displaced for several hours. any well-
managed water company will have flexible 
activities anyway, to shift demand out of 
peak times, so the control systems should 
already be able to vary pumping or other 
use over time. even if you are using on-
site generation you can take advantage, by 
turning it down and being paid to use grid-
supplied power instead.

This sounds like one of those deals that 
is too good to be true. In fact, it is saving 
bill payers money. The influx of renew-
able energy from wind and solar power 
means that at times in summer the system 
is oversupplied. The most likely times are 
overnight and weekend afternoons, when 
three issues combine. First, demand is 
low. Second, renewable energy generation 
is high. and third, there is other plant that 

immaterial to the system 
operator whether the 
service is supplied by 
simple demand increase, 
or by turning down on-
site CHp to increase im-
ports. Be warned – there 
are penalties for non-
delivery. But don’t forget 
that any time you are 
paid to shift usage into 
these periods cuts down 
the amount of power 
you need at times when 
it is more expensive. 

National Grid does not know how often 
it will call on Demand turn-Up customers 
to respond. It could conceivably be zero. But 
with availability payments on offer, investi-
gating the opportunity is a no-brainer. and 
if you are called on to turn-up, it could slim 
your power bill as well.   tWr

❙  for more information, contact 
rebecca.yang@nationalgrid.
co.uk; visit www.powerresponsive.
com and look out for National 
Grid presentations at conferences, 
including at the MeUC’s March 
roadshows. 

❙  have you been in contact with National Grid to talk about demand turn-Up?
❙  What ability do we have to vary demand on our major sites? 
❙  have you checked in with our electricity distribution network operator to 
find out whether there are implications for our network charges?

Key dates
❙  demand turn-Up takes effect 1 May 2016
❙  demand turn-Up ends 30 September 2016

QUestIoN yoUR eNeRgy MANAgeR

Get PAId tO USe 
MORe POWeR

must run, for example if it is helping keep 
the system stable.  

renewables are growing and demand 
is falling: National Grid may have to pay 
wind turbines to switch off or take other 
action, but these so-called constraint 
charges are high.  It is cheaper for us all if 
it pays users to soak up the excess instead.

What’s on offer?
National Grid wants to sign contracts 
starting on 1 May. It wants companies to 
be able to increase demand between 23.30 
and 08.30 (May and September, 23.30-
09.00 in June-august) and between 13.00 
and 16.00  on weekend and bank holiday 
afternoons – but you do not have to be 
available for all that time.  Grid may make 
short term calls for as little as two hours 
and you will get six hours notice. 

What is the payment? Detailed terms 
have to be negotiated with National Grid. 
But its offer is an availability payment of  
£1.50/MW/hr, for every window  covered. 
In addition, if the customer is asked to 
‘turn up’ demand they will be paid £60-
75/MWh added. 

The payment comes from National Grid, 
not your regular energy supplier. and it is 

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

❙  distribution network operator – company that owns and manages 
the low-voltage distribution network in one of 14 regions across 
Great britain
❙  constraint charges – fees paid by National Grid to power providers 
to ensure supply does not exceed demand and the electricity grid 
remains in balance. Renewable energy generators should be able 
to generate at any time, and but may be paid to switch off at times 
of excess. the cost is charged back to electricity bill payers.

JARgoN bUsteR
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Housing Land availability assessments, spatial plans, local plans, 
planning applications and approvals, Local enterprise partner-
ships, and developers and their trade associations. anglian asks: 
Who should compile the growth forecast? Should the water com-
panies complete it or should it be based on forecasts from an inde-
pendent third party (e.g. DCLG or local authorities?)

❙  How long should the charge remain unchanged? There is a 
need to define this period. anglian notes: “The longer the period 
of time, the more certainty the developer will have when pur-
chasing the land. However, this will add risk to the water compa-
nies relating to variations in growth against predictions.” It asks: 
what is the appropriate period of time?

other issues, including: 
❙  Catering for speculative development 
❙  Developments within a zone that could have connected to the 
existing infrastructure without offsite reinforcement

❙  Dramatic changes in the housing market may increase or de-
crease the expenditure associated with growth. In a boom mar-
ket, water companies’ zonal charges may not cover the whole 
cost of provision of infrastructure to enable growth. Could this 
be corrected in the following aMp period? a market down-
turn below plan may mean that zonal charges are more than 
the total expenditure for the provision of infrastructure with 
the period.

The questions are numerous but rice is undaunted:  
“We are confident the approach has merit and the technical 
implementation issues can be worked through. None of the 
issues are insolvable. and we are convinced it would be bet-
ter than the current system, which our customers are clearly 
unhappy with.” With DeFra and ofwat backing the explora-
tion of this principle, engagement with the wider sector will 
continue. an event is being held this month and rice calls on 
any interested parties to get involved with the programme of 
work ahead.  tWr

there are currently three main separate devel-
opment charges:
❙  the connection charge: this is to recover the 
cost of connecting a property to the existing 
main or sewer. each company sets out stan-
dard charges for the recovery of reasonable 
expenses for the delivery of new connections, 
on a per property basis. Anglian says one of 
the main issues here is: “there is no common 
definition of reasonably recoverable costs. the 
set of connection charges published by each 
company can vary significantly, both in terms 
of the absolute value of the charges and also 
what is included within the charge.”
❙  the infrastructure charge: this is to contrib-
ute towards the cost of extending the local 
water distribution network and local sewerage 
network. the charge is currently set by Ofwat 
as a flat rate charge, on a per property basis 
across england and Wales. this was set at £200 
per connection in 1996 and has been inflated 
annually by RPI in subsequent years. Ofwat 
has clarified that infrastructure charges are 
not intended to cover the cost of providing 
additional capacity at water or wastewater 
treatment works. One of the key issues relat-
ing to infrastructure charges is that they are a 
source of huge confusion between companies 
and developer customers, and raise repeated 
questions of “double recovery” alongside other 
elements of developer charges.
❙  the requisition charge: this is to contribute 
towards the cost of providing additional  
water distribution and sewerage infrastructure 
outside the local network where a developer 
requisitions infrastructure for a particular  
development. the charge is currently cal-
culated for individual developments, where 
the costs of infrastructure provision are offset 
against calculated revenue. the developer 
makes a contribution where the cost of provid-

ing the infrastructure exceeds the calculated 
revenue from the development over a 12 year 
period.

Anglian includes the following as difficulties 
with the existing requisition charging method:  
❙  Calculation methods are opaque, with the 
required developer contribution being site spe-
cific and very difficult to predict with certainty. 
Calculations are based on estimated costs 
which require truing up. this further decreases 
predictability.
❙  there is no economic justification or pric-
ing signal associated with the value of the 
contribution; the use of 12 years of income is 
arbitrary.
❙  there are questions over how “strategic” 
contributions to larger infrastructure should be 
recovered.
❙  developer customers challenge the consis-
tency of these costs with infrastructure charges.
❙  existing customers pay for new development, 
given that developers only pay a contribution 
to the infrastructure. 

In addition to the specific issues listed above 
for each element of charging, there are some 
general difficulties too.
❙  complexity: In our article last week, Ofwat’s 
senior director of customers and casework 
Richard Khaldi described existing charging 
practices as “fiendishly complex”. Rice says this 
is the “most succinct and accurate” description 
of the arrangements he has heard and remarks 
that disputes are “driven more by lack of under-
standing than malice”. 

this is not helped by the fact that some 
aspects of charging approach water and 
sewerage differently and that different water 
companies have different interpretations of the 
rules. Anglian notes: “As the calculations are 
complicated, the developer customers tend 
not to get involved in questioning the correct-

ness at the time of requirement. this, in effect, 
fuels disputes between companies, developer 
customers and Ofwat, resulting in costly and 
time consuming disputes and result in unneces-
sarily antagonistic relationships.”
❙  visibility: An associated problem is the lack 
of visibility for developers. Rice comments: “A 
key source of challenge is the lack of consistent 
visibility around what is considered charge-
able by companies. this is an identified area 
of improvement by Ofwat and the sector is 
working on how this information is made avail-
able to the range of developers and self-lay 
companies.”
❙  certainty: Rice continues: “developers crave 
certainty. If they know what the costs are, they 
can factor them into their plans and negotia-
tions with land owners. It really gets their goat 
if costs change along the way. What you don’t 
want to do is give a developer a cost for pro-
viding infrastructure one day and change this 
at a later point.”
❙  Inequity: there is currently an unfair burden 
amongst developer customers where the first 
development could contribute more to a net-
work reinforcement than subsequent develop-
ments; also an unfair burden between the exist-
ing customer base in an area, the developer 
and the new customer in the sharing of costs of 
new infrastructure (existing customers bear the 
cost of treatment capacity). 
❙  For water companies: Aside from the burden 
of wrestling with all the above issues alongside 
developers, Anglian notes: “the current charg-
ing regime de-incentivises water and sewerage 
companies to plan and deliver infrastructure 
strategically, resulting in a piecemeal approach 
to delivering infrastructure, especially sewerage 
infrastructure. this is both inefficient and likely 
to be less than optimum from an environmental 
perspective.”

dIFFIcUltIes WIth the exIstINg systeM
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There is a lot happening on drinking wa-
ter policy in Brussels at the moment. Let’s 
start with the consultation on the review 
of the Drinking Water Directive (DWD).

Just before Christmas, the Commis-
sion’s consultants gave european water 
services operators a present they didn’t 
want, which was a set of radical policy 
options that go far beyond the scope of 
the current DWD.  These are options con-
cerning management, communication, 
democratic participation and bench-
marking of water services.

The options suggest:
❙ introducing and enforcing mandatory 
eU-wide indicators on a wide range of 
issues including: water quality, emerging 
pollutants, prices, affordability/cut-offs, 
cost efficiency, water resources.
❙ introducing essentially a ‘safety label’ 
for water service providers based on their 
overall performance in providing safe 
drinking water.
❙ giving customers across europe the 
ability to instantly access a range of infor-
mation in real-time, including water qual-
ity and leakage rates for example.
❙ forcing consumer-power into the deci-
sion-making processes on water services, 

going well beyond just public consultation, 
by introducing a specific consumer body 
like the Consumer Council for Water.

It is hard to tell just how serious the 
Commission is about these options. It 
needed to suggest options like these to 
make a political statement that showed 
it has listened to the right2Water cam-
paign. I think a lot of this will get blocked 
by the european Council.

Water UK and the other european asso-
ciations have locked themselves in rooms 
over the last few weeks to try and come up 
with a consensus view on all this. We un-
derstand the politics of this situation and 
that we should in principle try to make it 
easier for eU citizens to get information 
about water services across the eU. But 
this is going to be extremely hard to deliver.

The many challenges for us include mak-
ing sure the Commission understands what 
is actually technically feasible and achiev-
able and even more importantly what our 
customers will actually want to know about 
water services in other countries.

Getting in contact
Moving on, european operators have 
been successful in getting the Commis-
sion to look at the issue of materials in 
contact with drinking water. We all agree 
products such as pipes or valves can re-
lease substances into drinking water they 
come into contact with, or that materials 
may encourage microbial growth. 

The Commission has launched a study 
to analyse the problems and develop 
guidance for users of materials in contact 
with drinking water. This will include:
❙ identifying materials and products in 
eU and national legislation, test methods 
and standards, and prioritising those of 
most concern

❙ assessing materials and products cur-
rently installed and in use (public distri-
bution and domestic), and materials and 
products annually sold in the eU
❙ identifying materials and products with 
the highest risk to drinking water quality 
(microbiological, chemical, and aesthetic/
organoleptic)
❙ identifying reliable materials and prod-
ucts and suitable commonly used testing 
requirements including an estimate of 
their cost impacts. 

endocrine disruption
Finally, it is worth being aware of the 
eU Court of Justice’s decision just before 
Christmas, on endocrine disruptors. es-
sentially, the Swedes took the Commis-
sion to the Court, and the ruling was that 
by failing to adopt measures concerning 
the specification of scientific criteria for 
the determination of endocrine-dis-
rupting properties, the Commission has 
breached eU law.

The case was about eU regula-
tion528/2012, which concerns the availabil-
ity and use of biocidal products. That regu-
lation sets out the active substances which, 
in principle, cannot be approved. They in-
clude active substances which, on the basis 
of criteria to be established, are regarded 
as having endocrine-disrupting properties 
which may be harmful to humans.

The Commission was supposed to have 
adopted the delegated acts as regards the 
specification of the scientific criteria for 
the determination of endocrine-disrupt-
ing properties by December 2013, but is 
now two years past the deadline and still 
has not acted and therefore infringed the 
regulation. I have not seen anything from 
the Commission yet on how it plans to re-
spond but we should find out soon.  tWr

watch
EuRopE

IN bRUSSeLS thIS MONth: 
dRINKING WAteR dIReCtIve: 
RISe Of the CONSUMeR?

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.

Ofwat has softened the stance 
it set out last July (when it 
consulted on proposals for 
a new financial monitor-

ing framework) for companies to stress 
test their financial plans and  to publish 
the results of those stress tests to dem-
onstrate that they are financially resilient 
over the longer term. 

Last month it consulted on an alterna-
tive approach under which water compa-
nies would still need to stress test their 
financial plans, but instead of publishing 
detailed results would be required to in-
clude an explicit statement in both their 
statutory and regulatory accounts, start-
ing in the 2015-16 financial year. 

fINANCIAL StReSS 
teSt COMPROMISe

Ofwat scales back its 
requirement for firms to 

publish detailed financial 
stress test results, following 

pleas of price sensitivity.

Company objections
The shift followed strong objections from 
the industry to the original proposals. 
Companies argued the requirement to 
publish would mean disclosing com-
mercially and price sensitive information 
and could be seen as a profit forecast. re-
spondents also raised concerns about the 
proposal to ask companies to use a stan-
dardised set of sensitivities, explaining 
they felt it would be more appropriate to 
tailor any sensitivities to the specific cir-
cumstances of each company.

offering some detail on its new pro-
posals, ofwat said it would not be pre-
scriptive: “We do not intend, at this point 
in time, to specify the scope of the stress 
tests or how far forward we would expect 
boards to be looking when making their 
long term viability statement. Company 
boards will be responsible for determin-
ing the approach that they will take.” 

Nor will the regulator adopt a one size 
fits all approach to determining appropri-
ate sensitivities, given each company will 
face a specific set of risks: “We propose to 
leave the choice of sensitivities to individ-
ual companies, but we would expect that 
companies provide a detailed explanation 
as to why they consider that the sensitivi-
ties they have selected are appropriate. We 
would also expect companies to select sen-
sitivities that provide a suitable test of the 
key risk areas that each company faces, 
which is likely to include amongst other 
things inflation, interest rates and costs.”

Ofwat’s expectations
In light of the lack of prescription, the 
regulator gave companies a steer on its 
expectations for when they prepare their 
statutory and regulatory accounts state-
ments. It said it expected each company’s 
management to: 
❙  prepare a forward looking plan.
❙  Stress test that plan, using an appropri-
ate set of sensitivities, including stating 
why they have selected the sensitivities 
that they have used. 
❙  Make a statement about how far for-
ward they have looked and why they con-
sider that period to be appropriate. 
❙  outline any action that management 
would need to take in the event that the 
situations used for stress testing were 
to result in an unacceptable level of  
deterioration in the company’s financial 
metrics. 
❙  Make an explicit statement about the 
processes that they have followed, dis-
close the risks assessed and over what 
period and to confirm that the board has 
satisfied itself that the company is finan-
cially resilient.
❙  externally assure their assessments of 
financial resilience.

ofwat pointed companies to the 2014 
UK Corporate Governance Code and 
the FrC’s Guidance on risk management, 
internal control and related financial and 
business reporting to gain better under-
standing of its underlying approach. 

Onerous?
according to ofwat, the arrangements 
would not be “unreasonably onerous”. It 
commented: “For most companies, we 
expect that the type of analysis described 
would be carried out as part of the regular 
dialogue that companies have with inves-
tors or the credit rating agencies in con-
nection with their need to maintain an in-
vestment grade credit rating and given the 
new requirements of the Code.” It added 
however that should 2015-16 statements 
not prove suitably robust, it would con-
sider the need to provide more prescrip-
tive guidance in the future.

Water companies and their investors 
will no doubt be relieved that ofwat has 
listened to their concerns and conse-
quently lifted the requirement for them to 
publish detailed stress test results. Wheth-
er they consider “explicit” statements will 
still pose risk remains to be seen. The con-
sultation closes on 25 February.   tWr

In a summary of responses to its July consultation, 
Ofwat reported there was broad support for the 
purposes of the financial monitoring framework, 
particularly in relation to the need for companies 
to report their financial information in a transpar-
ent and consistent way. however, among the 
concerns that surfaced (other than the stress test 
publication issue) were: 
❙  Who are financial monitoring reports aimed at? 
Won’t they duplicate existing documents such as 
those produced by credit rating agencies?
❙  Shouldn’t companies rather than Ofwat be 
responsible for communicating financial perfor-
mance information to their customers? 

❙  Will the financial monitoring report be used to 
discourage companies from implementing certain 
capital structures?
❙  What would trigger an Ofwat intervention?
❙  Could Ofwat include an explicit statement on its 
view of the financial viability of the industry?
❙  Will it be onerous? especially if reporting is re-
quired very frequently?
❙  Who is Ofwat expecting to include in the regime 
beyond regulated companies? Retailers? Other 
companies within water company groups? 
❙  Which metrics should be included and excluded 
from financial monitoring? how should each be 
calculated? how can consistency be ensured?

otheR FINANcIAl MoNItoRINg coNceRNs

companies argued the re-
quirement to publish would 
mean disclosing commer-
cially and price sensitive 
information and could be 
seen as a profit forecast.
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News of portsmouth Water’s decision to 
leave the business retail market at the earli-
est opportunity spread like wildfire through 
the industry when it was announced late 
last month. This was unsurprising. But the 
arrangements portsmouth has put in place 
are interesting for a number of reasons be-
yond the basics. 

First, there is its choice of Castle Water 
as the recipient of its 16,500 non house-
hold customers (5% of it customer base) 
from april 2017. These customers are 
varied in nature, with the dockyard prob-
ably the best known large user. obviously 
commercial terms would have been criti-
cal for portsmouth; these remain undis-
closed. However another major driver of 
the choice appears to be the cultural fit 
of the two companies and in particular 
Castle’s twin sales proposition of keeping 
costs down and service quality high. 

The company is solely focused on busi-
ness customers and trades in Scotland 
on a platform of transparency and plain 
dealing. and Castle’s chief executive John 
reynolds was an early advocate of a sales 
code of practice for customers – a policy 
that is now being pursued on both sides of 
the border (see report, p30-31). 

values and culture
reynolds says: “Values and culture have 
driven this as much as anything – we both 
want to develop the best approach for cus-
tomers. We [both companies] have de-
veloped a relationship and agreed values. 
We [Castle] are already operating success-
fully in Scotland and can give assurance to 
portsmouth and its customers that we will 
be able to handle the system and process 
aspects, as well as operating to the highest 
standards of service, practice and conduct.”

portsmouth’s managing director Neville 
Smith comments: “Castle Water stands 
out as a company that, like portsmouth 
Water, prides itself on offering high levels 
of service at a low price and is therefore 
ideally placed to satisfy the retail needs of 
our business customers.” With many part-
nerships and mergers known to fail on 

PORtSMOUth deAL LOOKS LIKe vICtORY
cultural issues, attention to this aspect as 
well as the commercial terms bodes well. 

Retail eyes at MOSL
Second, there is the innovative nature 
of the way the transfer will be handled. 
rather than a cold handover in april 
2017, Castle will partner with portsmouth 
and take over billing, call handling and all 
other retail activities for businesses from 
1 april 2016. Castle will use its own sys-
tems in this transitional period, though 
reynolds says it will also open “a small 
customer service operation” located in 
portsmouth to complement its existing 
customer services activities.

While this phased handover should 
smooth the transition for customers, it 
should also interest the wider industry 
as it means Castle will go though all the 
MoSL processes – data upload, systems 
testing, shadow operation and so on – but 
from a pure retail perspective. reynolds, 
who sits on the MoSL board, observes: 
“We will strengthen the retail voice at 
MoSL. It is strategically important that 
a pure retailer will be going through the 
process. We’ll look at everything with re-
tail eyes, and address issues on behalf of 
retailers.” This could prove interesting. 
reynolds mentions mountains and mole-
hills in reference to some of the common-
ly raised issues relating to market prepara-
tions, adding: “If you are already doing it 
in Scotland, it’s not such an ordeal.” 

Third, is the plenty of notice portsmouth 
has gone for. The company has opted to 
publicise its intentions early and has un-
dertaken to contact affected customers 
directly. Given under the draft exit regula-
tions companies are only required to give 
customers online notice of their actual exit 
application and two months notice of an 
exit grant, from a consumer point of view 

over a year’s notice is clearly far better and 
will give any who don’t want to transfer to 
Castle ample opportunity to shop around. 

and finally, the deal will get Castle off 
the mark in the english market. The com-
pany was set up explicitly to compete on 
both sides of the border and has scale-
able financing and systems. reynolds says 
acquiring portsmouth’s customers is “by 
no means the limit to our ambitions in 
england” and that the company still has 
“firepower” to deploy elsewhere. It has a 
number of affinity relationships in Scot-
land and can reasonably be expected to 
pursue similar arrangements in england, 
as well as potentially picking up custom-
ers from other incumbent exits. 

In the round, the strategy seems sensible 
for portsmouth. Smith comments: “We 
have considered whether to set up a sepa-
rate business to compete in this national 
market or to pass our customers to a spe-
cialist provider. We decided that working 
with a specialist provider represents the 
most sensible and cost effective solution 
for a company of portsmouth Water’s size 
and for our customers.  This will enable us 
to focus on our core activity of the reliable 
supply of high quality water.”  

Beyond that, the deal looks good for 
Castle; stimulating for the market; and 
– providing delivery lives up to promise 
– fair and potentially positive for cus-
tomers.  tWr

broker and third party intermediary activity in water 
seems to be picking up too. energy procurement 
specialist and consultancy Inenco Group this month 
launched an online information hub – www.watermar-
ket.info – and a free water audit service for businesses to 
help them prepare for market opening. It is also offering 
data services to ensure customers are armed with accu-
rate site and meter information. 

INeNco Moves INto WAteR

Acquiring portsmouth’s customers 
is “by no means the limit to our 

ambitions in England”

oFWAt’s dRAFt FoRWARd PRogRAMMe 2016/17 - Key ActIvItIes
April -June July - sept oct- dec Jan-March

casework Guidance on competition law.
Open WSSL application process.

Scope code for self-lay 
agreements

New customer enquiry/dispute 
database.
Review case for a formal market 
study.

Finance & 
governance

Working group to modernise 
licences. 

Publish regulatory accounting 
guidance. 
targeted review of Nhh retail 
readiness.

Assess performance against 
company monitoring framework. 
Publish commentary on 
financial resilience.

targeted review of a service 
area. 
Consult on board leadership & 
governance principles.

Retail market 
opening

Publish Customer Protection 
Code of Practice & changes to 
Instruments of Appointment.

Consult on market codes; set up 
enduring Codes Panel.
Interim letter of assurance.

final letter of assurance to 
defRA.

Water 2020 Publish decision document and 
engage on licence reform.
Publish Nhh PC method
Policy statement on PR19 
customer engagement.

Publish household market cost 
benefit analysis findings.
Publish wholesale charging 
rules. 
Publish Nhh retail dds.

further PR19 consultation.
Section 13 consultation on PR19 
licences changes.
Nhh retail fds.
Publish new connections rules.

thames  
tideway

IP licence rulebook Stakeholder event on IP licence 
and ttt framework.

Mitsubishi Corporation (MC) is 
to buy a 25% stake in South Staf-
fordshire plc from its current 
owner and controller KKr. The 
sale relates to both the company’s 
regulated water supply businesses 
South Staffs Water and Cambridge 
Water, and its non-regulated divi-
sions: billing, debt and customer 
service outsourcing business echo 
Managed Services; and opera-
tional contractor SSI Services. No 

financial terms were disclosed.
Masaji Santo, senior vice presi-

dent and division Coo at Mit-
subishi, said: “This investment 
opportunity marks MC’s first step 
into the european regulated in-
frastructure market. We view it 
as an attractive investment into a 
well-established regulatory envi-
ronment with a highly reputable 
investor KKr. UK’s regulated wa-
ter sector is regarded as the world’s 

most advanced water privatisation 
model and we believe our par-
ticipation in SSW’s operations will 
enhance MC’s presence in the rap-
idly growing global water market.

“In addition, South Stafford-
shire plc is uniquely characterized 
by its strong non-regulated busi-
ness arms, for which MC would 
create synergies with MC’s exist-
ing water business assets.”

KKr is a leading global invest-

ment firm.
Mitsubishi is a global integrated 

business enterprise that develops 
and operates businesses across 
virtually every industry including 
industrial finance, energy, metals, 
machinery, chemicals, living es-
sentials, and environmental busi-
ness. It has over 200 offices and 
subsidiaries in approximately 90 
countries worldwide and a net-
work of over 600 group compa-
nies. It employs a multinational 
workforce of over 70,000 people. 

Mitsubishi buys South Staffs stake

The water industry’s latest quar-
terly report on its delivery of 
agreed standards of service to 
developers shows continual im-
provement on both water supply 
and sewerage.  

The latest figures, for october 
to December 2015, show Bour-
nemouth Water was the top per-
former on water supply, deliver-
ing against standards 100% of the 
time. affinity Water was the low-
est performer with a 74% success 
rate. Company performance is 

more tightly bunched on sewerage, 
with only 4% separating top firms 
Yorkshire Water and Dwr Cymru 
(100%) and Severn trent (96%) at 
the bottom. 

Michael roberts, chief execu-
tive of Water UK, said: “In the 
first nine months of monitoring 
we have seen a significant increase 
in delivery against a range of tar-
gets and deadlines with overall 
performance increasing from 89% 
to 96% for water supply and from 
94% to 98% for sewerage. 
❙  See feature on developer 
charges, p12-14.

developers Q3 All round  
success: 
Thames 
Water has 
opened the 
Lee Tunnel, 
the biggest 
single project 
in the history 
of the  
privatised 
water 
industry, on 
time and on 
budget.
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dOMeStIC
driven by ideology not evidence; too soon; and 

unattractive to customers: the Water Report expert 
forum shows little support for the government’s 

plan to open the household retail market – but can 
see little chance of stopping it now.

be advocating doing this”– and those who 
cited practicalities: “Just not feasible, and 
would not enable the benefits identified 
from the NHH market to be realised.” 
Most took issue with the timing – not re-
jecting the notion outright, just arguing 
the new market needs more thorough ex-
ploration and preparation than is possible 
within a few years. 

This view came through clearly when 
we asked specifically about the time-
table: the treasury document advocated  
beginning the transition to household 
competition by the end of this parlia-
ment – is that appropriate? Nearly two-
thirds said no (see chart 2). Many felt it 
would be sensible to see how the busi-
ness market beds in – for example: “Let’s 
sort out non household competition be-
fore we set off on this complex and chal-
lenging policy change” and “The key to 
introducing this market is that it needs 
to be sufficiently separate from the NHH 
market opening to allow lessons to be 
learnt and also for return on investment 
to be realised. I am not sure how hard 
ofwat are looking at this.” 

others were concerned about practi-
calities – “In an ideal world this would be 
good, but looking at the politics and as-
sociated timescales of the opening of the 
NHH market I don’t think this would be 
achievable.” and others still about con-
sumer protection: “Unless such a tran-
sition is well thought through and sce-
narios tested to ensure that benefits are 
capable of being accrued indiscriminately, 
it is more than likely that some consum-
ers will be impacted more than others; I 
cannot see this being tested well in two to 
three years.”

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

the 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

Critical 
12.5%

 Irrelevant 
12.5%

A contributory 
factor 75%

Don’t
know 
12%

Yes
21%

No 67%

Don’t 
know 
21% Yes 

17%

No 62%

Don’t 
know 
4%

Yes 
25%

No 71%

chart3: How in�uential do you 
expect the �ndings of the CBA 
to be in determining whether 
the market is opened?

chart 1. Do you think the 
household market should be 
opened to competition from 
2020?

Q5. Where you think the balance of cost and bene�t will sit? 

chart5. Will the bene�ts be 
enticing to the average 
domestic customer?

chart 2. Is the government’s 
proposed timetable
appropriate? 

0 20 40 60 80 100

Incumbent water 
companies 

The economy

The environment

Non household 
customers

Vulnerable house-
hold customers

All household 
customers

The bene�ts 
will outweigh 
the costs

The costs 
will out-weigh 
the bene�ts

The costs and 
bene�ts are 
approximately 
equal

Other

chARt 3: hoW INFlUeNtIAl 
do yoU exPect the 
FINdINgs oF the cbA to be 
IN deteRMININg WhetheR 
the MARKet Is oPeNed?

Critical 
12.5%

 Irrelevant 
12.5%

A contributory 
factor 75%

Don’t
know 
12%

Yes
21%

No 67%

Don’t 
know 
21% Yes 

17%

No 62%

Don’t 
know 
4%

Yes 
25%

No 71%

chart3: How in�uential do you 
expect the �ndings of the CBA 
to be in determining whether 
the market is opened?

chart 1. Do you think the 
household market should be 
opened to competition from 
2020?

Q5. Where you think the balance of cost and bene�t will sit? 

chart5. Will the bene�ts be 
enticing to the average 
domestic customer?

chart 2. Is the government’s 
proposed timetable
appropriate? 

0 20 40 60 80 100

Incumbent water 
companies 

The economy

The environment

Non household 
customers

Vulnerable house-
hold customers

All household 
customers

The bene�ts 
will outweigh 
the costs

The costs 
will out-weigh 
the bene�ts

The costs and 
bene�ts are 
approximately 
equal

Other

chARt 2: Is the 
goveRNMeNt’s PRoPosed 
tIMetAble APPRoPRIAte? 

Critical 
12.5%

 Irrelevant 
12.5%

A contributory 
factor 75%

Don’t
know 
12%

Yes
21%

No 67%

Don’t 
know 
21% Yes 

17%

No 62%

Don’t 
know 
4%

Yes 
25%

No 71%

chart3: How in�uential do you 
expect the �ndings of the CBA 
to be in determining whether 
the market is opened?

chart 1. Do you think the 
household market should be 
opened to competition from 
2020?

Q5. Where you think the balance of cost and bene�t will sit? 

chart5. Will the bene�ts be 
enticing to the average 
domestic customer?

chart 2. Is the government’s 
proposed timetable
appropriate? 

0 20 40 60 80 100

Incumbent water 
companies 

The economy

The environment

Non household 
customers

Vulnerable house-
hold customers

All household 
customers

The bene�ts 
will outweigh 
the costs

The costs 
will out-weigh 
the bene�ts

The costs and 
bene�ts are 
approximately 
equal

Other

chARt 1: do yoU thINK 
the hoUsehold MARKet 
shoUld be oPeNed to 
coMPetItIoN FRoM 2020?

WhAt do yoU thINK hAs MotIvAted the goveRNMeNt’s desIRe 
to oPeN the hoUsehold MARKet NoW?

consumer objective Ideological belief in markets on a roll
“A need to show a political will to 
increase competition in order to 
benefit consumers”

“An obsession with markets as the an-
swer to everything”

“A desire to take advan-
tage of the high level of 
engagement in the sec-
tor with non-household 
retail reform, and to utilise 
the momentum that has 
been created.”

“better deals for domestic cus-
tomers. Increased interest from 
outside parties (such as large 
energy companies) now that the 
market size is bigger.”

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

“this is a natural step fol-
lowing Nhh retail opening 
and other extensions of 
competition upstream.”

“Clearly not motivated by any 
fresh evidence! Suggest it is 
ministerial desire to come up with 
some headlines on pro-competi-
tion and pro-consumer stances”

“I think that there is an ideological belief 
that markets provide choice and that 
choice reduces prices and stimulates in-
novation. but in water there can only be 
a choice of provider, not of the product, 
and the energy market had shown that 
many find this limited choice confusing 
and unattractive.”

“I suspect that there is an ele-
ment of dogma - competition is 
good as a headline-and also an 
element of expediency (as with 
all politics) with so many other 
things going on a nice headline 
about “ doing our bit for the 
consumer” .

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

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

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

Unwelcome: 71% do not think the household market should be opened from 2020
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Given that average bills are 
less than £500/year, even a 
10% saving is only a £1/week – 
or half a coffee from costa

tWR exPeRt fORUM|RePoRtRePoRt|tWR exPeRt fORUM

as for what has motivated the govern-
ment to act now, three main drivers were 
identified: ideology; improving the con-
sumer’s lot (often underpinned by cynical 
political motivation); and a desire to keep 
the momentum of NHH market open-
ing going. Some comments on each are 
shown in the table on page 21. 

What type of market? 
We asked our Forum members for their ini-
tial views on the two main scenarios ofwat 
is scrutinising as options for delivering com-
petition: a wide v narrow market; and a thin 
v thick market. responses covered the full 
spectrum of opinion, though the lion’s share 
of support went to a wide, thin approach 
– more accurately, there was something of 
a consensus that a thick market would be 
better, but that a thin market is easier. Below 
are some examples of the comments made 
in support of the various options.

Q: Should the market be wide (all cus-
tomers contestable) or narrow (subsets 
of customers contestable)? 
Wide: 
❙  “a fairness principle suggests that if 
competition is to be extended to some 
household customers then it must be ex-
tended to all, i.e a wide market”
❙  “a narrow market is unlikely to be ac-
ceptable either politically or to those ex-
cluded. It’s also likely to be a nightmare to 
operate from the wholesaler perspective.”
❙  “Customers will not find it acceptable 
that only some households can switch. 

Furthermore it only makes sense to 
spread the setup costs across the widest 
range of customers.”
❙  “anything which make it more uncertain 
or confused should be seen as unwelcome. 
Cherry picking contestable customers will 
leave a sizeable vulnerable cohort behind 
for the incumbent to deal with.”
❙  “Difficult area as the criteria for decid-
ing which subsets might be contestable 
will be fraught with politics. I worry that 
there will always be ‘incidence impacts’ 
whether market is fully open or divided 
into subsets, but the appearance of sub 
sets will emphasise the selected nature of 
the incidence impacts.”
❙  “For legitimacy purposes it should mir-
ror what has happened in energy and 
open up competition to all. There will 
need to be safeguards of course to protect 
the most vulnerable.”
❙  “It should be all or nothing.”
❙  “Segmentation adds cost and com-
plexity all customers should be included  
although safeguards should be different.”

Narrow: 
❙  “Ultimately, all customers should 
be contestable although, for market  
stability, a phased approach may be desir-
able.”

too hard to choose/depends on custom-
er appetite and research finings:
❙  “a difficult decision. If only some cus-
tomer sets are eligible, others will feel ex-
cluded; however, if all customer sets are 
included, cherry picking of lowest cost to 
serve customers may create issues.”
❙  “It depends entirely on the appetite for 
and costs and benefits of each of the op-
tions. at the moment there seems to be 
little appetite for competition amongst 
customers.”

Q: Should the market be thin (just core 
retail functions in scope) or thick (fac-
toring in a wider scope of activities that 
retailers could undertake)?
Thin:
❙  “My initial views are ‘one stage at 
a time’. These are all areas where the 
markets could develop in time. How-
ever, the NHH retail implementation 
is showing how complex some of the  
apparently most simple matters are. If we 
want success, keep it simple. Hence, go 
‘thin’ !”
❙  “If the market were to be “thick” it 
would include activities which do not 
form part of the retail function and which 
fall outside the core specialism of retail-
ers. This would detract from the benefit of 
allowing wholesalers and retailers to each 
focus on their core areas of expertise. The 
market should be “thin”.”

the government has asked Ofwat to provide an 
assessment by summer 2016 of the costs and ben-
efits of extending retail competition to household 
water customers. the regulator has issued draft 
terms of reference and a call for evidence. Under 
the terms, it will consider a range of competitive 
scenarios, including:
❙  A “thin” market (core retail activities only, such as 
billing and payment handling) v a “thick”  market 
(one which includes a wider scope of activities, 
including resource procurement, local distribution 
networks, meter provision and metering, new con-
nections and more customer interactions) 

❙  A “wide” (all households) v “narrow” (customer 
subsets only) market – the latter would allow dif-
ferent regions or segments of the market to be 
opened at different times.  

In addition to the cost/benefit analysis, Ofwat 
said it will identify: policy issues created by the 
scenarios and potential solutions to them; barriers 
to effective competition; and risks to consumers 
and protections that could address them. 

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

oFWAt’s cost/beNeFIt teRMs ❙  “Core assessment should be on “thin” 
market. other elements could link to up-
stream reform but don’t need to be linked 
to household retail.”
❙  “I think thick would blur the division 
with the wholesale business too much 
making it difficult for the wholesale busi-
ness to deliver its basic functions.”
❙  “The functions open to competition 
should be aligned with the services pro-
vided for NHH retail market opening to  
allow consistency in approach for retailers.”
❙  “Thin presents the least risk to public 
health.”

Thick:
❙  “It should be broad and ambitious.”
❙  “I think the water/waste functions alone 
are not enough to allow differentiation on 
service – suspect that a wider set of ser-
vices will allow cost and service options 
allowing more competitive opportunity.”

Difficult to choose:
❙  “a thin market would make market 
opening more straight forward, but if a 
thicker model was defined and imple-
mented correctly, this would have the po-
tential to benefit the customer more.”
❙  “a wider scope of activities would be 
attractive to investors but there may be 
risk that some of the activities will not be 
done well and faith in the market maybe 
hurt. Thus a wider market is politically 
brave.”
❙  “This is a difficult area as it appears 
to be potentially reopening some of the 
issues that have already been settled 
around the wholesale/ retail split for 
nonhousehold and around the broader 
context of upstream competition. These 
issues can’t be dealt with just for house-
hold retail competition but will need to 
be looked at in the round of market re-
form more generally.”

Some Forum members offered a way 
through the dilemma: start with thin, 
then extend if appropriate: 
❙  “In this case I think that the current 
model that is being created for non-
household customers (ie retail competi-
ton only) should be rolled out to the  
domestic market. Then it may be possible 
to consider a wider scope of competitive 
activities. This would allow for a reduced 
risk implementation of competition to 
household customers (based on an existing 
Map and proven system solutions)first.”

❙  “Starting with a ‘thin’ market will allow 
the greatest opportunities for new en-
trants. additional elements can be added 
through time.”
❙  “The ‘thick’ market brings many risks 
and complexities, in terms of supply secu-
rity, standards, communications during 
incidents etc. an incremental approach 
beginning with a thin market would re-
duce those risks and reduce the likelihood 
of losing customer confidence.”

Winners and losers
our experts expected there to be win-
ners and losers from the opening of the 
household market (assuming all house-
holds are contestable and only core retail 
functions are in scope), as shown in chart 
4. according to the Forum, costs will out-
weigh benefits significantly for vulnerable 
customers and incumbent companies, 
and to a lesser extent for the economy and 
household customers in the round.  The 
winners are business customers (who will 
benefit from greater interest in the market 
from retailers) and the environment (re-
tailers will be incentivised to work with 
customers to help them consume less). 

That said, only a fifth of respondents 
felt the scale of bill savings and other ben-
efits potentially available in the market 
will be enticing to the average domestic 
customer (see Chart 5). Those who envis-
aged customer benefit did so on grounds 
of service improvement and niche offer-
ings rather than price: 
❙  “Better service and bundled services (for 
example water + energy) will be attractive.”
❙  “Cost savings are likely to be very small, 
unless margins are increased. However, 
some customers may want to be supplied 

by a retailer that offers added value ser-
vices around ‘green’ incentives on water 
efficiency (in the same way that some cus-
tomers prefer to buy energy from renew-
ables only retailers)”
❙  “Given that the retail element of the 
current costs is about 12% of the total 
and the potential for retailers to make ef-
ficiencies here is limited, I think that the 
cash savings to a domestic customer will 
be small, possibly no more than 2% - 5% 
of their bill (or about £10 - £25 a year). 
So this alone may not be too enticing. 
However, I feel that other factors may 
cause domestic customers to switch (eg 
improved customers service, new innova-
tive functions, the opportunity for a single 
household bill, etc)”
❙  “I believe the savings will be enticing if 
the retail offer of services is broad and not 
just narrow. I think the public have an ap-
petite for a more friendly consumer fac-
ing service and for water efficiency mea-
sures to help save them money.”
❙  “These will likely be most attractive as a 
‘package’ including energy and, possibly, 
telecoms offerings.”

For the majority who didn’t feel the  
average customer would be attracted by 
the benefits, most cited the minuscule  
savings available in explanation. For in-
stance: “Given that average bills are less 
than £500/year, even a 10% saving is 
only a £1/week – or half a coffee from 
Costa”; “research indicates significant 
bill savings are needed to switch – these 
won’t be available in HH market” and 
“Will only be enticing to some, those 
who have higher charges and those  
who are more active in switching  
accounts. But the HH energy market has 
had limited success in encouraging cus-
tomers to switch and yet has an average bill 
level three or four times higher than water.”

However some looked beyond the im-
mediate cost price savings available to in-
dividuals in giving their answer:
❙  “Water is basically a fixed cost business 
due to its large asset base and a very low 
unit cost product (with an even lower 
variable cost component!!) for every cus-
tomer who gains, and every £ an interme-
diary takes out of the pot, someone else is 
likely to pay more.”
❙  “What are the lessons from the power 
sector? I am concerned that it will lead to 
a lack of investment in the wholesale busi-
nesses - losing some of the benefits gained 
by privatisation.”  tWr
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Late last month, the Indepen 
Forum – a regular gathering of 
leaders and opinion formers from 
in and around the infrastruc-

ture industries – met to discuss energy 
switching trends and their implications 
for energy retail. There was a high level of 
attendance and comment by water sector 
representatives. With the non household 
retail water market in train to open next 
year, and with household retail compe-
tition looking increasingly likely within 
five years, there was clearly an appetite 
from water to learn lessons from energy. 

edmund reid, a partner at The Lazarus 
partnership, told the Forum the story of 
switching in energy (see box). The question 
for water is, will the market go through sim-
ilar phases to those reid detailed – supplier 
consolidation, incumbent dominance, and 
only years later a rally from new entrants? 
or will years of consumer and supplier 
experience in other competitive markets 
mean water retail fast forwards to patterns 
more akin to energy today – or follows a dif-
ferent pattern entirely? 

Sitting pretty for a decade?
If water trends follow energy, today’s wa-
ter companies won’t have much to worry 
about immediately. However, militating 
against this prognosis is the increasingly 
sophisticated consumer. The Forum heard 
that typical switchers in energy are knowl-
edgeable (facilitated by the internet); ex-
pectant (with their expectations driven by 
service experienced in other sectors); and 
communicative (in particular, commonly 
exchanging views on social media plat-
forms). For the first time, online technolo-
gies are also facilitating customer collabo-

rations and agglomeration. The question 
was posed: will the new breed of consumer 
and disruptive technologies ultimately 
spell the end for the incumbent retailers?

This of course will in part depend on 
how incumbents react to changing con-
sumer demands and expectations. as 
reid’s analysis shows, the Big Six have 
shied away from addressing the new 
challenges head on, and (perhaps con-
sequently) languish near the bottom of 
performance league tables such as those 
compiled by Which? Will water incum-
bents approach the situation differently 
and fare better? a veteran of the energy 
market advised incumbent water com-
panies that the most difficult aspect of 
changing to compete is cultural. rules 
can be followed but changing the mindset 
of those used to operating in monopoly 
businesses is a tougher nut to crack.

The other side of the equation is what 
will the challenger retailers in water be 
like? Few have declared their hands so far, 
with low retail margins understood to be 
putting many off entering the non house-
hold market next year. But it is worth not-
ing that in energy, it is far from all about 
price discounting. reid observed there 
is a wide variety of business models in 
existence, including those based around 
environmental propositions (for exam-
ple, Good energy and ecotricity); multi-
utility offerings (like Utility Warehouse); 
technology driven companies (Flow, 
tempus); niche players (Utilita, Spark); 
and community/socially motivated sup-
pliers (robin Hood, Bristol energy).

So for water incumbents looking at pos-
sibilities for the years ahead, it appears the 
benign environment energy incumbents 

WhAt CAN eNeRGY SWItChING 
ANd SUPPLIeR PAtteRNS teLL US 

AbOUt PROSPeCtS fOR WAteR?
In the energy market, incumbent suppliers dominated 

for a decade but now face real challenge. Should 
incumbent water companies feel reassured, or 

afraid?  A report from Indepen’s January forum. 

experienced for a decade is by no means 
guaranteed. However, a number of Forum 
participants poured cold water on the idea 
that independents can thrive indefinitely. 
one described their ascendancy as a “shoot-
ing star phenomenon” that was not finan-
cially sustainable in the long term, observ-
ing that even some of the seemingly most 
successful independents are not making 
money. another observed there is a tipping 
point when suppliers reach a certain size 
and It costs begin to outstrip profitability. 

Yet others expressed that the underly-
ing finances of independents are weaker 
than those of incumbents, which leaves 
them more susceptible in the face of chal-
lenge.  

Customers: active or passive?
The discussion also explored whether the 
notion of the rise of an engaged, internet-
savvy, demanding consumer matched 
real customer behaviour. It was noted that 
even though changing energy supplier can 
now be done at the click of a button in just 
a few minutes and can save the customer 
hundreds of pounds, many do not go for 
it. (Note that far smaller savings are likely 
to characterise any future water market). 
In energy it seems the price offer alone is 
not always enough, with many switchers 
responding to a particular proposition – 
for example, renewable supplies. 

reid put some numbers to the specula-
tion. He said 13.8% of electricity custom-
ers switched supplier last year, and anoth-
er 20-30% actively looked to switch. The 
rest were either disengaged or actively 
chose to stay with their existing supplier. 
participants discussed that new strategies 
may be needed to reach these inactive 
customers – for instance, through school 
education programmes which could both 
encourage children to nudge their parents 
to be more active and, even if that fails, en-
courage the next generation of consumers 
to be more demanding and engaged.

Finally, in discussion a number of spe-

cific pockets of opportunity were identi-
fied for energy retailers:

❙  Selling services not energy: this is a 
long running theme, which has only so far 
reached limited fruition. But nonetheless 
the principle remains that customers want 
warm homes and hot dinners, not gas and 
electricity. There is the potential to pack-
age these services more innovatively – for 
instance, a new home could be sold with 
three years of heating wrapped into the 
price, or a freezer could be sold with a 
year’s worth of power included. 

❙  Smart technologies and data: consum-
ers may be receptive to changing their 
habits – for instance, using power out 
of peak times – if it saves them money. 

Smart meters and time of use tariffs 
would enable this. There could be appetite 
for more active demand side participation 
too; customers could develop storage and 
generation capabilities to take part. More-
over, suppliers could develop offerings to 
fit their customers’ demands through in-
telligent data analysis.

❙  Social media: the mainstream me-
dia wields a lot of power over consumer 
views and opinions; today’s customer dis-
trust of the energy sector was at least in 
part whipped up by the newspapers. So-
cial media, however, offers a route direct 
to the customer. Moreover it is dynamic, 
with users’ views and shared experiences 
shifting over time. This could offer new 
channels and insights for retailers. 

❙  Niche communities: new entrants 
could focus on niche communities rather 
than going for blanket customer wins. 
These communities could (but need not 
be) geographically based; independents 
could tailor their offerings for a wide vari-
ety of different interest groups. 

❙  New developments: independently-
provided energy services of various sorts 
could be factored in when housing and 
other developments are planned and 
built. The potential for demand side re-
sponse participation alone could be huge. 

These pockets of opportunity are well 
worth incumbent water companies and 
potential new entrants considering as they 
survey the possibilities for future household 
and non household water markets.  tWr

Reid told the Indepen forum: “the retail energy market is experiencing a 
period of rapid change. the equilibrium that characterised the market for 
over a decade no longer holds. the business models that had succeeded 
are now shrinking rapidly, and being displaced by a plethora of new, inno-
vative businesses. I don’t know what the ‘new normal’ looks like in energy 
retail but it is definitely different from the past.”

he characterised switching trends over time as follows:
❙  2002-2011: When the market liberalised in 1998, there was a general 
perception that increased retail liberalisation would require companies 
to become more vertically and horizontally integrated. the events post 
market opening largely vindicated that view; there  was a frenzy of M&A, 
from which the big Six emerged. Market concentration in electricity supply 
actually rose for the first four years after liberalisation. vertical integration 
also rose, and at their peak the big Six supplied gas and electricity to 99% 
of domestic customers, produced 75% of the electricity, and owned nine 
of the 14 electricity distribution companies.
❙  2011-2014: the stable market equilibrium began to shift noticeably from 
2012. In Q4 2011, the independents had a 1% market share; in Q4 2012 this 
had risen to 2%; Q4 2013 5%; and by Q3 2014 8%. by mid 2014, half of all 
switches were to independent suppliers. At that time, the six key drivers for 
the rise of the independents were considered to be:
•  the Big Six’s focus on retail profitability to offset lower upstream profits 
(margins rose from sub 1% in 2009 to 4.25% in 2014)
•  energy bills as an increasing share of disposable income
•  consumers losing trust in energy suppliers
•  independent supplier exemptions from environmental levies
•  a benign wholesale price environment
•  Ofgem’s various regulatory reforms.
❙  2014-today: Independents have continued to grow at quite a pace. 
Some of the factors highlighted above remain in play. the big Six are still 
focused on retail profitability, and the wholesale environment is even more 
benign. however, others factors have reversed: energy bills are a smaller 
proportion of disposable income; trust in energy suppliers is generally 
higher than it was; and the three largest independents have to pay their 
full share of environmental levies. In addition, a number of structural trends 
across sectors are changing market dynamics:
•  Customers are becoming less brand loyal and more willing to purchase 
based on internet recommendations.
•  Customers switching in energy retail are generally more affluent and 
better educated than non-switchers. they are also less likely to be worried 

about rising energy bills; they switch because they can, not because they 
need to. they are more likely to shop at Ocado than Aldi.
•  New entrants in energy retail seem to have lower cost structures than 
incumbents. It is seemingly cheaper to build a billing system from scratch 
than upgrade an existing one.

Reid concluded: “the big Six have generally followed a King Canute 
strategy and attempted to impede/ ignore the tide of change. they have 
focused on maximising the profitability of their disengaged customers, 
and avoided competing for the savvy switchers”. this has resulted in 
significant market share loss – in 2015, the independents gained 366bps of 
electricity market share; for comparison, in food retail Aldi and Lidl gained 
122 bps. On top of that, Ofgem and the government have become frus-
trated at the big Six’s unwillingness to pass lower wholesale prices through 
to consumers, leading to a Competition and Markets Authority referral 
and the potential introduction of regulated tariffs.

he added: “We don’t know what the new normal will look like, but we 
are confident that those companies with the mantra of ‘who dares wins’ 
are far more likely to succeed than those who ‘thank goodness for the 
disengaged’.” Looking ahead, Reid said the disruptions to retail supply are 
likely to accelerate with the roll-out of smart meters, half-hourly settlement, 
relaxation of restrictions around number of tariffs, 24 hour switching and 
time-of-use tariffs. 
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Gathering lessons from energy is a growing theme 
for water companies as they wrestle with the fast 
approaching introduction of retail competition. 
our report on page 24-25, for instance, looks at 

energy customer switching patterns and how these might read 
across in a market where households can change water sup-
plier. Here, we talk to Les Dawson oBe about his extensive 
experience at the centre of reform of the gas market, and his 
insights on how these experiences may translate in water – an 
industry where he has also spent some time (see box). 

the gas experience
Competition in gas was embedded in the privatisation legislation 
of 1986. The full deregulation process began with the announce-
ment of a five-year programme in 1993 by the regulator. Crucial to 
the process was the development of the Network Code – a univer-
sal contract for all suppliers to use the industry’s infrastructure un-
der the same terms and conditions, and at the same time develop 
the It systems to open up the market. Competition was initially 
earmarked for 500,000 non-household customers, followed by a 
further 19 million household customers two years later. 

on behalf of British Gas, Dawson sat on the Network Code 
panel, which was chaired by ofgas. He describes the develop-
ment of the Network Code as “a huge undertaking of a scale 
never seen before anywhere in the world”. He continues: “If the 
software and infrastructure were extremely challenging, the 
cleaning and loading of such a large volume of data required an 
effort of Herculean size.”

He comments that for British Gas, “the idea of being late did 
not exist; we realised the reputation of the company was in our 
hands”. to deliver on time, and because demand for It personnel 
was high as organisations prepared for a potential Y2K meltdown, 
the company sourced software developers from all over the world, 
particularly  India – following an example set by Ge but neverthe-
less at the forefront of this trend and the first in the UK. 

The Code wasn’t perfect and there were lots of problems after 
go-live. Dawson chaired the Network Code Change panel and 
says it was a “huge and complex” task to take in post market 
opening It alterations. He also explains: “We had to do several 
data fixes, which is a crime in It terms”.

But at the end of the day, Dawson says “the system went live, 
on time and delivered a workable and commercially fair solution 
that enabled customers to benefit”. He recalls the National audit 
office found £1bn of customer benefits had been delivered a year 
after full market opening. 

embrace reform
So what are the key lessons for water from this experience? 

❙  Lesson one: “The best way to predict the future is to create 
it.” Dawson stresses there is no point in companies fighting the 
tide of change or taking a special pleading line. “The argument 
runs that water and waste are too important to human health to 
change. Some people in gas and electricity were in denial too. 
everyone thinks their product is more important than anything 
else. In gas, it was all about the increased risk of explosions. But 
in fact there have been less explosions and the infrastructure has 
continued to perform. So for me, the special factor ‘health’ argu-
ment does not stack up.”  as today, he notes the wholesaler will 
still have that responsibility and could follow gas in setting qual-
ity thresholds below which water will not be accepted into the 
grid. “at Bacton [gas terminal], National Grid transco checks 
for calorific value, Sox, Nox and so on. Why couldn’t water net-
works be responsible for accepting water or not?” 

Dawson predicts retail opening will be just the start of a pro-
cess of reform that will lead to full disaggregation of the water 
value chain. Initially the split is between wholesale and retail, but 
he predicts wholesale will subsequently split into network and 
production elements. He challenges: “Give me one good reason 
why that won’t happen?”, remarking that in investment and risk 
terms, the various value chain components are “strange bedfel-
lows” at any rate.  He sees the network element as the only natu-
ral monopoly, arguing “even here, there can be some competi-
tion, as we have seen with independent gas transporters”. 

❙  Lesson two: separate. Drawing on his experience of the disag-
gregation of British Gas over time into its current supply, grid 
and production components, Dawson warns water companies 
not to underestimate cultural and perception issues. “Culturally, 
it was an odd experience. at transco, I had to work with old col-
leagues as they negotiated access to the system! We tried to treat 

hIt the
GASLes dawson was at the centre of gas 

market reform and is a former water 
CeO. he urges water companies to 
make active choices around water 
market opening – it won’t go away 

and in fact will be followed by further 
disaggregation of the value chain. 

Les dawson Obe has spent 20 years in the gas industry and 15 in water. 
he started his career in 1980 as a distribution and transmission engineer, 
making the youngest ever district engineer in London by the age of 26. 
he went through gas privatisation in 1986 and the formation of british Gas 
Plc. he was with the company through many of its restructuring rounds: 
the separation of transco as a transportation and storage business in 1994; 
the demerger of british Gas in 1997 into retail arm Centrica and exploration 
and production arm bG Group; and in 2000, transco parent Lattice’s split 
from bG Group. 

dawson was heavily involved in the opening of the gas market to 
competition. he was an author of the Network Code, the hub around 
which the competitive gas industry revolves, comprising a legal and 
contractual framework to supply and transport gas. It has a common 
set of rules which ensure that competition can be facilitated on level 
terms, and governs processes, such as the balancing of the gas system, 
network planning, and the allocation of network capacity. 

he was responsible for the implementation and testing of the Code at 

british Gas in 1996, and as head of IS, went 
on to deliver the systems for all 19 million 
domestic customers by April 1998. he then 
returned to engineering, where he was 
responsible for the whole of transco’s’ UK 
operation. 

In 2000, dawson left gas for water. he first 
became managing director for assets and 
operations at United Utilities’ water business 
before heading up Southern Water as chief 
executive between 2005 and 2010. during his tenure with Southern Water, 
he was awarded an Obe for service to the energy and water industries 
spanning 30 years.

dawson joined the Murphy Group as chairman in 2010 and is currently 
chairman of 3 Sun Group and flowline. he is a chartered gas, electrical 
and water engineer and has been president of both IGeM and PIG. he 
was awarded an honorary degree as doctor of engineering in 2013.

les dAWsoN obe
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Under pressure: 
competition will 

bring a new  
dawn in water,  

as it did gas.
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planning phase letters of assur-
ance from market participants 
were due to DeFra on 5 Febru-
ary and from MoSL and ofwat on 
12th. The department will issue its 
letter on 19th. ahead of the dead-
line, DeFra published an advice 
note saying it expected a copy of 
programme plans to be included, 
as well as a summary of relevant 

milestones to use to track progress 
at the interim and final phases. 

a cross-programme project 
team has been set up to manage 
the first assurance letter process. 
DeFra has appointed richard 
Macdonald, a senior non-executive 
director in the environment agen-
cy, to chair the assurance Group. 
Draft membership of the group has 

been agreed and the first meeting is 
scheduled for 9 March. 

open Water’s programme 
Group will report to the high level 
Management Group once the first 
round of assurance letters are dealt 
with to reflect on how the process 
ran and general learning points to 
consider for the second letters in 
october. 

|NeWs RevIeWINteRvIeW|LeS dAWSON Obe

everyone equally, but we couldn’t prove we weren’t giving British 
Gas retail an advantage. The thing was, we had the same diction-
ary; they knew exactly what our business was all about. It’s only 
when they were actually floated and got different shareholders 
that it got easier.” 

❙  Lesson three: the market must not fail. Dawson urges water 
companies: “They must keep up the momentum to maintain 
credibility. even if they try really hard but fail, people will believe 
it is conspiracy not cock up.” He asserts that companies previ-
ously spent 95% of their time on the price review and just 5% on 
preparing for non-household retail, which was a rational choice: 
“The money’s in the price review. What gets measured, gets done 
and what gets incentivised gets done first.” But that for the rea-
sons stated above and because competition will give customers 
choice and promote efficiency, it is essential companies take the 
bull by the horns. “I’ll be cheering for them from the sidelines,” 

he says. “I think the central market will be ready and I like to 
think all the companies will be ready. They are good guys. The 
question is about the quality of the readiness.” 

Similar but different
Dawson observes that a number of the policy choices taken in 
water could mean water has an easier time than gas in some 
respects. For example, opening the market to all business cus-
tomers at once rather than in bands removes the difficulty of site 
aggregation that dogged gas; also the water market codes freeze 
(after a cut off point, code changes will stop and be held over 
until after go live, to create stability and certainty for market par-
ticipants) is far preferable to the situation in gas “where we were 
still making changes to the code a week before go live”. Moreover, 
Dawson expresses confidence in MoSL under Ben Jeffs’ leader-
ship – the two have previously worked together at transco.

Nevertheless, to balance things out, there are also a number of 
challenges in water that gas didn’t have:

❙  Finding customers: there is less incentive to find customers 
in water because the regulator sets a revenue cap which is then 
divided among the customer base. More customers therefore 
doesn’t mean more money, so companies are not motivated to 
hunt every last consumer out. In gas, stringent safety rules meant 
British Gas had a reason to track customers down – for instance, 
gas safety regulations demand unused supply points have to be 
disconnected within 12 months. The knock on effect for data 
accuracy for water will be serious. Dawson comments: “Going 
forward, companies will need a more complete set of addresses 
in their systems to maximise the number of users receiving a bill. 
It’s one thing to have a clean up exercise, but if the data isn’t there 
in the first place, then this really is a different challenge.”

❙  High levels of leakage:  the gas industry is able to do a mass 
balance as it is completely metered at both inlet and outlet 
points. Unaccounted for gas – that lost in leaks, used by the 
gas network and stolen – is less than 2% of that put into sup-
ply. In contrast, around 15% of water put into the network is 
lost through leakage or is unaccounted for. The difference in  
approach is a result of both the higher cost of gas relative to 
water, and gas safety concerns. 

High leakage levels are likely to raise a number of difficulties 
for incumbent companies: customer apathy on efficiency (“why 
should they value it, if the supplier clearly doesn’t?”); new en-
trant challenge (“if I was a new supplier, I would ask why I was 
paying to cover the cost of all the water you [the network] lose”); 
and a growing case for metering. More metering will clearly pose 
challenges for the sector – not least for SIM score (Dawson says 
he believes Southern Water’s universal metering programme has 
hit its ranking hard). But, says Dawson, it would have clear ad-
vantages too: “I believe the networks do not leak as much as they 
declare and 100% metering would reduce the declared number. 
In my time, tendering Hundred had the lowest level of leakage 
and 100% metering  – that is not a coincidence.” 

Incumbents’ retail prospects
Despite years now of competition, British Gas has remained 
strong in the retail energy market (though independents’ market 
share has rocketed in the last few years – see report page 24-25). 
Should water incumbents who want to retail therefore be opti-
mistic? Dawson flatly thinks not. “British Gas already had some 
history of selling, as we had to compete with the likes of heavy 
fuels. Way back then, it was also the second most loved company 
in the country, behind Marks & Spencer. It was seen as a bit of a 
hero, a bit like an emergency service. If we got a report of a gas 
leak, we had to be there within an hour, and usually it was more 
like 40 minutes. people loved that. Water companies struggle to 
get to people quickly, even if their houses are flooded by sewage. 
It’s not in their culture.”

Dawson’s advice to companies would in fact be to get out of 
retail: “I think current water companies should enjoy life – as 
National Grid transco has – as network companies.” Moreover, 
he advocates they “stick to the knitting” as regulated monopolies, 
recalling transco’s costly and unsuccessful foray into telecoms 
under the 186K brand (which sought to lay telecoms lines on top 
of transmission gas pipes without, obviously, damaging the lat-
ter in any way). “Water companies are brilliant at what they do,” 
Dawson mulls. “They are regulated, mostly owned by infrastruc-
ture funds and those who like infrastructure as a safe bet. Why 
would they go outside of that?” 

He anticipates “proper retailers” will come into the water mar-
ket and will force retail margins up by forcing down wholesalers’ 
costs. “New entrants will have a lot of clout and they will put 
the pressure on, probably with the help of past professionals and 
economists, for a wholesale price reduction, because they will 
be working on a tight margin and most of their costs will relate 
to transportation. at the next price review, they’ll argue their 
case and ask ‘why am I paying 60% more in this area’ and so on.” 
Dawson predicts that as retailers become more vocal and more 
powerful, the need for consumer representation as we currently 
know it will diminish as with energy  (for an alternative view on 
this, see CC Water interview, page 8-11).  tWr

Dawson’s advice to companies would  
in fact be to get out of retail: “I think  
current water companies should enjoy  
life – as National Grid transco has – as 
network companies.”

alan Sutherland told the all party 
parliamentary Water Group at a 
Westminster meeting last month 
that he has concerns about the re-
tail margin and level playing field 
provisions being put in place for 
the english non household market. 

The WICS chief executive de-
scribed the market as a “three 
legged stool” and gave each “leg” 
a performance report. He said the 
first – systems, codes and processes 
– was in “pretty decent shape”. More 
attention should have been paid to 
the second – water company prepa-
rations. He explained more support 
could have been given by central 
agencies to assist companies in 
understanding what is required of 
them. Nevertheless he said the in-
dustry was “muddling through, and 
will get there in the end”. 

But Sutherland said the third leg 
– margins and level playing field – 
was “a bit rickety”. He is uncom-
fortable with the lack of clear rules 
governing wholesaler/retailer 
relationships, and said relying on 
competition law “doesn’t really do 

it for me”. He added the low level 
of margin on the table “doesn’t feel 
right” and that working capital re-
quirements would leave some po-
tential players out in the cold. He 
concluded of the three legs of the 
stool that “two will do the job; the 
third I’m not so sure”. 

Gemserv’s chief operating officer 
Ken Mcrae made the point that the 
market would need at least some 
new entrants, and that for that rea-
son “the margin has got to be right”. 
He also picked up the theme of 
water company readiness. He ob-
served there was strong commit-
ment from the industry and that 
it was “gearing up,” though there 
remains much to do. However he 
pointed out that formal compli-
ance was “only half the story” and 
that attention must also be paid to 
how ready companies will be cul-
turally and how readiness will be 
perceived through the customer 
lens. He listed a number of opera-
tional processes that will need to 
be handled quickly and smoothly 
by wholesalers and retailers in the 

new market, including erroneous 
transfers, missing meter reads and 
multi-site switches. 

Cultural readiness, and in par-
ticular how water company staff 
are responding to the changes re-
quired by market opening, came 
up in questions. Sutherland de-
scribed the nature of staff engage-
ment as “critical” and said Scottish 
Water had been “very very good” 
in this respect when its market 
was opened in 2008.  

MoSL chief executive Ben Jeffs 
updated the group on the prog-
ress of central market arrange-
ments, noting he had been “very 
impressed” by companies’ engage-
ment with the programme, from 
Ceo level to system specialists. on 
the cultural issue, he said MoSL 
had organised regular surveys for 
companies to self-assess their read-
iness across a broad range of areas, 
one of which is employee engage-
ment. It will use the results of these 
surveys to feed back to companies 
on their relative readiness as well as 
to other key stakeholders. 

Sutherland to APPWG: margin 
and LPf plans are “rickety”

Assurance framework gets underway

WSSL applications: £5k

at the end of January, MoSL pub-
lished its first quarterly update fol-
lowing agreement of its 2015/16 
budget in october. This showed 
an outturn of £4.3m against a bud-
get of £3.9m. Many work streams 
show underspend on the back of 
slower than expected recruitment. 
There is also underspend against 
both test and data partners, due to 
delays in agreeing contracts. 

The overspend is caused par-
tially by higher delivery team costs 
resulting from the need to retain 
the services of seconded staff lon-
ger than originally anticipated. But 
the principal cause was an increase 
in the cost of the Central Market 
operating System. MoSL said this 
was a result of “circa £726k being 
brought forward into 2015/16 as 
part of the final contract agree-
ment. The overall cost is in line 
with previous guidance and the 
2016/17 payments will be adjusted 
accordingly. Without

this, on a like for like basis, 
MoSL would be forecasting a 
circa £422k underspend for the 
2015/16 financial year.” 

None of the £2.1 million con-
tingency approved by members in 
october has been drawn to date.

MOSL budget 
and activity 
update

ofwat has set the application fee for 
a 2017 market water supply and/or 
sewerage licence (collectively re-
ferred to as WSSLs) at £5,250. 

The regulator is consulting until 
26 February on its proposed WSSL 
application process. This comprises:

❙  Licence application notice: 
ofwat is required by law to bring 
the application process to the  
attention of those affected.  
❙  application form. 
❙  application guidance. 

prospective retailers will be able 

Last month, and a couple of 
weeks later than planned, MOSL 
issued its market opening data 
strategy and details on initial 
data upload requirements. It has 
also published the application 
documents market participants 
will need to complete to enter the 
market entry assurance process 
ahead of gaining entry to the 
market. Participants can submit 
their completed trading applica-
tions from 1 April. early this month, 
MOSL issued its risk register and 
dashboard. All documents can 
be found on the MOSL site. 

dAtA, MeAc 
APPlIcAtIoNs ANd 
RIsK

to make one application to trade 
in both england and Scotland, 
though WICS and ofwat will as-
sess and grant licences separately.  

In January, DeFra issued new 
charging guidance to ofwat. This 
covers the full range of charging 
scenarios, including charges in the 
retail market. 
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should ofwat prescribe what any letter of 
authority should contain?

erroneous transfers and debt 
blocking
Switching practices will be key to the 
customer experience of the new market, 
and the Cop caters for various aspects 
here.  For customers, erroneous transfers 
will leave a sour taste. ofwat observed: 
“The customer switched by mistake 
would potentially have a contract with 
one retailer but may be being billed by 
another under unknown terms and con-
ditions because of the system error. and 
the customer who wanted to switch but 
has not been transferred would be left 

wondering what was happening, and 
would likely be billed in accordance with 
their current terms when they thought 
they had signed a new contract with the 
incoming retailer. This could also cause 
frustration, inconvenience and confu-
sion for both customers, as well as retail-
ers incurring costs to manage and rectify 
any errors.” Its proposal is that retailers 
take all reasonable steps to ensure they 
have a valid contract with the customer 
before they request a switch.

evidence from other markets shows 
debt blocking is another particularly 
frustrating outcome for customers. In 
December’s document, ofwat proposed 
requiring the outgoing retailer to inform 

the affected customer of the reason for 
any cancellation of the switching pro-
cess, and advise the customer on the pro-
cess and timeframe to resolve the issue. 
This should be welcomed by companies, 
though how it is monitored to prevent 
misuse and how a customer who dis-
putes the debt should be handled will no 
doubt be areas for future discussion. 

ofwat is working with stakeholders to 
refine its approach. It is expected to con-
sult on the Customer protection Cop 
shortly. as part of that consultation, it 
will consider proposals for modifying 
the Cop – for example, should there be a 
codes panel, and should companies have 
rights of appeal?   tWr

CONSUMeR PROteCtION|RePoRtRePoRt|CONSUMeR PROteCtION

the inability to back bill beyond a 
year and arrangements concerning 
third party intermediaries (tpIs) 
are likely to prove the most conten-

tious areas for companies as they explore 
with ofwat how non household custom-
ers should be protected in the 2017 retail 
market. 

ofwat is continuing consulting with 
stakeholders through workshops and 
other means this month following the 
publication in December of its initial pro-
posals in this area. The regulator came 
down on the side of introducing a man-
datory Code of practice (Cop) to address 
key customer protection issues following 
scrutiny of market potential and lessons 
from other industries. It is now consider-
ing “whether and if so how we could use a 
condition or conditions in both the WSSL 
and Instrument of appointment to create 
an obligation for all retailers …to comply 
with a single Customer protection Code 
of practice.” 

The Cop will be principles based but 
with a sliding scale element so more pro-
tections can be extended to those who 
most need them – namely micro busi-
nesses, who may have more in common 
with household than commercial cus-
tomers. 

The debate is still live, though the man-
datory approach is thought to have near 
universal support from the industry, and 
the principles based approach to be very 
widely supported. There is some differ-

ence of opinion on whether one-size-fits-
all would be better than special provisions 
for micro businesses, on the grounds that 
it could be onerous to administer. There is 
also further debate to be had on how ex-
actly companies should define and iden-
tify such customers, including on where 
to draw the line between micro and small.  

back bills 
ofwat’s specific proposals for what the 
Cop should deal with are set out in the 
table. Many of the areas seem likely to 
win industry support on the grounds that 
they offer fair terms for both customer 
and company. ofwat’s position on back 
billing, however, is likely to prove a bone 
of contention. Under existing arrange-
ments, companies can back bill for up to 
six years. The regulator noted: “Back-bill-
ing may be a particular issue in the early 
stages of the retail market as we expect 
that, as the market opens, retailers may 
discover some non-household custom-
ers that are not currently included on the 
appointed companies’ list of eligible cus-
tomers. Those customers may not have 
been billed for some time, so there is a 
possibility that once they are identified, 
they may receive a large back-bill for any 
unbilled consumption.”  

It consequently proposed water compa-
nies will be able to claw back a maximum 
of one year’s payment (on the basis of an 
annual bill) and that retailers must offer 
micro businesses a payment plan that 
caters bills in instalments. ofwat does 
not plan to hold customers responsible 
for any older payments unless they have 
“acted inappropriately”. It explained: “We 
do not consider that a customer has acted 
inappropriately if the customer has sim-
ply failed to notify the company that it has 
not received a bill or has not requested a 
bill. examples of inappropriate behaviour 
may include dishonest or fraudulent be-
haviour.” 

The obvious route for companies is to 
argue for a longer back billing period. 

They may also dispute ofwat’s definition 
of “inappropriate” behaviour. 

tPI responsibility
another difficult area relates to controls 
– or the lack thereof – over tpIs. Such or-
ganisations come in a range of shapes and 
sizes: some are independent while others 
act as sales agents for retailers; some are 
hugely valuable and helpful to custom-
ers while the practice of others can be 
sharp. as ofwat does not licence or regu-
late tpIs, they cannot be covered by the 
Cop. However the regulator is concerned 
that their behaviour in the retail market 
has the potential to directly affect levels 
of trust and confidence. Consequently it 
proposed:
❙  retailers take steps to check that small 
customers understand the terms that they 
are agreeing to, including price terms, be-
fore they agree the contract with that re-
tailer, specifically if the customer has been 
introduced through a tpI.
❙  retailers take responsibility for any tpIs 
that act as their agents, especially when 
dealing with small customers, and ensure 
that those tpIs comply with the Cop. 
❙  In addition ofwat is considering 
whether there is scope to regulate the 
behaviour of tpIs through an obligation 
on retailers to only interact with tpIs that 
have agreed to a set of standards, either 
through an accreditation scheme or a vol-
untary code of practice.

Water companies have raised practical 
issues in response – how exactly can they 
ensure their tpIs are compliant? There are 
also reputational matters to consider: will 
customers distinguish between tpIs act-
ing as water company agents from others, 
and if not, could accepting responsibility 
for some tpIs risk customers assuming 
companies are responsible all? and other 
questions include the following: if there 
is to be an accreditation scheme, should 
this be mandatory or voluntary; industry-
controlled or independent; water spe-
cific or shared with other industries? and 

COde Of PRACtICe LIMItS 
bACK bILLS tO ONe YeAR
Stakeholders continue discussions on protecting consumers in the 
Nhh market without making it too onerous for companies.

sUMMARy oF oFWAt’s coP PRoPosAls

Area Protections for all eligible customers Additional protections for micro-businesses only

sales and marketing Retailers to take reasonable steps to make sure that 
any tPIs acting as agents on their behalf are aware 
of the provisions of the Customer Protection COP.

Regulate the quality of information provided during 
sales and marketing activities.

Retailers to provide certain basic information 
in a standard template format, to allow micro-
businesses to compare deals.

contracts and information Retailers to include the relevant SPId number(s), 
and a statement informing customers that they 
can choose their retailer, on the front of bills or 
statement of account.

Retailers to obtain a copy of confirmation in writing 
from the customer that the tPI is acting on behalf 
of that customer, before sharing any details about 
that customer with the tPI.

Standards of conduct for retailers.
Retailers to provide certain minimum information to 
micro-businesses.
Retailers to offer a cooling off period of at least 
seven calendar days.

Retailers to take active steps to confirm that micro-
businesses are aware of, and understand, the 
terms of the proposed contract before they agree 
to it.

switching Retailers to take all reasonable steps to ensure they 
have a valid contract with the customer before 
they request a switch.

Outgoing retailers to inform customers of the 
reason for any cancellation of the switching 
process, and advise the customer on the process 
and timeframe to resolve the issue.

billing and data Retailers to base their final bill on the transfer read 
provided by the incoming retailer.

back-billing only permitted in situations where 
customer has behaved inappropriately.

Retailers to issue at least one accurate bill each 
year and, for metered micro- business customers, 
to take a meter reading at least twice a year.

Retailers to issue a final bill within six weeks of the 
customer’s transfer or end of contract.

Retailers to offer a reasonable payment plan with 
any back-bill, to allow the customer to pay the bill 
in a number of instalments.

complaints Require retailers have an effective complaint 
handling process and to join the WAtRS water 
redress scheme.

We do not consider that a 
customer has acted inap-
propriately if the customer 
has simply failed to notify 
the company that it has not 
received a bill or has not re-
quested a bill. 



8.45am – 4.30pm
200 Aldersgate, 
London EC1A 4HD

Contact Grace Williams
to book your place 

 gwilliams@water.org.uk
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16TH ANNUAL 
CITY CONFERENCE 2016
Wednesday, 2 March

BOOK NOW 
FOR EARLY BIRD RATE

Media PartnerWater UK Partners Charity Partner

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

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

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

>  Hear the latest thinking on opportunities within UK water from 
a range of key fund managers and analysts

>  Use this unique opportunity to join senior decision makers over 
a seated networking lunch

Jonson Cox
Chairman, Ofwat

Regulatory KeynoteConference chair

Liv Garfi eld
Chief Executive, Severn Trent

“
”

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


