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editor’s
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Karma ockenden, editor,
The Water Report 

Like it or lump it
Ofwat has now set out its stall on how the water 
sector will be regulated up to 2025 and provided a strong steer on 
the direction of travel for after that. Lots of detail is yet to come but 
there is enough for companies to reflect on how they should react. 
In fact, the clock is ticking down to 6 July for those who might want 
to be in Ofwat’s gang and have a chance of influencing precisely 
how licences are altered. 

In the round, things are looking good for the regulator. The Water 
Report Expert Forum was reasonably positive about the Water 
2020 package when we polled it just a few days after 25 May, (see 
report on p4-9). Our experts saw a dichotomy between the out-
come for customers and investors, with a clear win for the former. 
This will make it hard for companies into whom the trust and confi-
dence mantra has been drilled to publicly challenge the policy. 

This is particularly true of the shift to CPI/H, which is being done 
purely on a customer legitimacy ticket. Clearly many had hoped 
to soften the proposal for shifting the indexation of RCV. But with 
any suggestion of that snubbed, and disenchantment with RPI, it is 
likely that most will just have to swallow it. 

On new markets, there seems to be widespread support, ex-
citement even, for the prospect of sludge trading as standard. A 
water resource market is looking decidedly more tricky, but as a 
concept is hard to dispute. So firms will have to weigh up whether 
they have the stomach for a clash on the implementation (RCV 
split) of a policy which has a fair amount of support in principle. 

On licence changes, one thing is for sure: no one wants a re-
peat of the Section 13 row. In fact for those who see Water 2020 
as writing on the wall, signing up early to be in Ofwat’s gang will 
surely have a certain appeal. 

Clearly every company will have to assess how it specifically as 
well as the industry in general will be affected. On the former, as 
Moody’s has pointed out, there is considerable variety. On the lat-
ter companies should be mindful that signing up to the carve out 
of new markets for sludge and resources will probably open the 
door to further disaggregation and competition at a later date. 

Without access to all the information, it is hard to assess what each 
individual company will do. But my guess would be widespread public 
acceptance of the package, with those who are uncomfortable with 
the increased risk and likely 
lower returns free to slip less 
publicly away. editor: Karma Ockenden e: karma@thewaterreport.co.uk t: 07880 550945

Art editor: numa Randell e: numa@randell-family.org.uk t:07754269168
subscriptions: subs@thewaterreport.co.uk single annual subscription £699; 
corporate annual subscription (10 copies plus unlimited e-copies) £1,999.
Website: www.thewaterreport.co.uk
Address:  The Water Report, 68 Church street, Brighton Bn1 1RL
Publisher: Kew Place Limited

Feedback, comments and 
suggestions very welcome. 

contact me on  
karma@thewaterreport.co.uk  

or 07880 550945.

 RePORt Ofwat steers a course to pro-
market regulation through Water 2020. the 
Water Report expert Forum feeds back.

  IndustRY COMMent economic Insight’s 
sam Williams explores the case for allowing 
for additional costs in new markets if they 
are necessary to reap long term rewards.

  InteRVIeW heidi Mottram is on a mission for 
northumbrian Water to be the industry’s all 
round leader.

  FeAtuRe effective partnering defines 
northumbrian Water’s approach to suds.

  FeAtuRe  WAtRs at one: the AdR 
scheme has dealt with a low number of 
deadlocked complaints in its first year, but 
is already learning from them.

 FeAtuRe On paper, more water 
interconnection makes perfect sense 
but practical issues are likely to constrain 
ambition. 

  euROPe neWs Bills will be back, Irish Water 
customers told.

neWs ReVIeW Financial results roundup.

RePORt Independent Review flags up 
communications and risk management.

  neWs ReVIeW Retail exit regulations; in 
area trading ban; and market readiness 
condition.

  neWs ReVIeW non household price control 
method; WssLs.

  FeAtuRe WICs is refreshing business retail 
market arrangements in scotland.

RePORt  domestic customers indicate 
they would give short shrift to a retail water 
market that offered minimal savings.

Tuesday, 11 October
Crowne Plaza
Birmingham City Centre
9.00am – 5.00pm

Pre-event dinner: 
Monday, 10 October

Contact Grace Williams
to book your place 

 gwilliams@water.org.uk 
 +44 (0)20 3772 8991 

www.waterukevents.co.uk

  @WaterUKEvents 
#leakage2016

The conference brings together regulators, 
government, key stakeholders and industry 
practitioners to share views and discuss the 
latest developments in leakage management.

>  Gain insight from senior industry leaders and regulators on future 
water resource management needs, retail market opening and the 
journey to the next price review

>  Learn more about recent innovations and new technologies in 
leakage detection and smarter networks

>  Learn more about recent innovations and new technologies in 
leakage detection and reduction through enhanced monitoring and 
smarter networks; and fi nd out more about the impact of ODIs

>  Debate with fellow industry specialists through discussion sessions, 
networking breaks and the conference dinner.

17TH ANNUAL 
LEAKAGE 
CONFERENCE 2016

Media PartnerWater UK Partners

Chair: Martin Baggs, Former Chief Executive, Thames Water

Charity Partner

“
”

The Water UK Leakage Conference provides an important forum 
for the industry and its stakeholders to exchange ideas, explore 
developing technologies, identify good practice and develop 
future plans for managing leakage. This year the timing is critical 
as the industry approaches a period of signifi cant change and as 
always we look forward to lively debate and valuable discussion. 

Last remaining early bird 
places available - Book now 
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Ofwat has stuck by its guns 
on pr19 policy and put 
forward a decision package 
that is fundamentally un-

altered from its December consultation. 
There is a clear ideological thread run-
ning through its Water 2020 choices: in 
the face of challenge – scarcer resources, 
affordability, resilience, legitimacy, qual-
ity issues – it will look to “an increased 
focus on pro-market regulation to pro-
mote consumers’ interests”.

While there was widespread support 
for elements of the December plan – for 
instance, around the future of customer 
involvement – there was vocal dissent too 
– particularly from the investor commu-
nity around the move to CpI indexation 
and splitting the rCV as part of work to 

OFWAt steeRs A COuRse tO 
PRO-MARKet ReGuLAtIOn

Water 2020 is pro-market 
and pro-customer. Where 

do investors stand? And 
has Ofwat made the right 
choices for water’s future? 

We reviewed the policy and 
polled The Water Report 

expert Forum for feedback.

more exposed to the move towards CpI 
indexation. Highly leveraged companies 
remain most at risk, given their lower fi-
nancial flexibility.” 

What says Black? He acknowledged 
“some investors will always prefer an rpI 
link” but said more widely, discussions 
had been productive and that the water 
sector “remains an attractive place with 
low risk and real returns”. He added that 
investor confidence in the promise of 
value neutrality through the indexation 
change process goes deeper than just the 
Water 2020 assurance; “there is an ele-
ment of trust, which depends on a wider 
view of ofwat as a regulator and confi-
dence in the regulatory framework”. He 
felt the regulator had succeeded in “clear-
ing the air a little bit about what’s moti-
vating ofwat” to move to CpI; specifically 
that it wasn’t “a back door way for ofwat 
to cut the WaCC.” 

to sound out immediate reaction on 
the Water 2020 decisions from senior lev-
el stakeholders, The Water Report polled 
its expert Forum – leaders and opinion-
formers from in and around the sector 
(see box, tWr expert Forum) – on the 
key issues. First we asked Forum mem-
bers how they viewed the package in the 
round for different stakeholders. as chart 
1 shows, ofwat is believed to have done a 
really sound job for customers, with 75% 
viewing the measures as positive overall 
for water users. The environment too is 
seen as a beneficiary. In both cases, only 
5% considered there to be a negative over-
all effect. Chiming with the sentiment 
outlined above, however, investors come 
out considerably worse. 40% said Water 
2020 would be negative for investors in 
the round, with only 20% saying it was 
positive overall. one Forum member had 
a more positive take though: “Increasing 
competition may not be good for all exist-
ing investors but it will create opportuni-
ties for new investors.”

In many areas, the May paper puts 
more flesh on the bones of December’s 
positions. We will look at key aspects in 
turn, together where possible with our 
Forum’s feedback. 

RPI-CPI
ofwat confirmed it will index prices from 
1 april 2020 to a new inflation measure – 
either CpI or CpIH (it will confirm which 
in summer 2017). It has stuck with its 
transition plan for rCV indexation. 50% 

of rCV will remain indexed to rpI, with 
the remainder and all new investment to 
be indexed to CpI/CpIH. 

Black says stakeholder submissions 
showed “a good deal of support for index-
ing revenues to CpI or CpIH; the debate 
was around the indexation of rCV”. anec-
dotally, few take issue with the principle of 
moving over to a more customer friendly 
index and appreciate the issue is wider 
than water; it is indeed how the practicals 
are handled that seems to cause friction.

Black insisted ofwat’s approach to 
transition strikes a good balance between 
switching to a more legitimate measure 
and giving markets time to adjust, noting: 
“We could have gone straight to 100%.” 
others however would have preferred a 
different approach. anglian Water advo-
cated an alternative mechanism in a Mar-
ketplace for Ideas paper it updated after 
ofwat’s thinking became clear. In its latest 
version of Potential approaches for transi-
tion from RPI to CPI, the company pro-
posed a “hybrid” approach under which:
❙  The linkage to rpI is retained for exist-
ing 2020 rCV and is allowed to depreci-
ate naturally, with companies in control of 
the speed of transition through the use of 
run-off rates. 

❙  New “CpI rCV” is created. This gives 
a clear distinction between new and his-
toric assets. 

anglian said: “Companies can choose 
to draw run-off (depreciation) predomi-
nantly from the rpI-rCV to accelerate 
the transition. as the existing rCV runs 
off, over time companies can re-finance 
rpI liabilities without the need for expen-
sive hedging. Companies already manage 
paYG and run-off rates (financeability 
tools); under this approach companies will 
also manage the transition to CpI. Given 
companies have different levels of rpI li-
abilities with varying maturities, it is sen-
sible for companies to own the transition.”

on the matter of whether it will be CpI 
or CpIH, Black says there are around 
20-30 basis points separating the two, so 
“while obviously we are keen to address 
this [which measure will be used] as soon 
as we can”, it is “not a material issue”. The 
decision on this is tied up with wider 
work going on at government, office for 
National Statistics and UK Statistics au-
thority level. 

The regulator has published a statement 
of principles it will apply when it assesses 
the speed of further transition to CpI at 
pr24, in a bid to provide some reassur-

BAR CHART WITH EACH BAR TOTALLING 
100%

1. How do you view the Water 2020 package for 
the following stakeholders, in the round?

 Positive overall Negative overall Neutral Don’t know

Customers 75 5 15 5
Investors 20 40 40 0
Environment 55 5 35 5

PIE CHART
2. Ofwat has proposed new competitive markets and 
separate price controls in sludge and water resources. 
Do you think this further disintegration of value chain 
will:

Increase efficiency and save on cost 55%
Lose integration benefits and increase cost 30%
Don’t know 15%

BAR CHART WITH EACH BAR TOTALLING 
100%
3. Ofwat confirmed its plan to move away from RPI 
towards a new inflation measure (either CPI or CPIH). 
Do you support Ofwat’s decisions for 2020 onwards 
to:

 Yes No Don’t know
Index prices to CPI/H 70 15 15
Index RCV to CPI/H 50 30 20
Transition 50:50 50 20 30
Sstatement of principles for post 2025 80 10 10

BAR CHART WITH EACH BAR TOTALLING 
100%
4. Regarding the new sludge market, do you support 
Ofwat’s decisions on the following?:

 Yes No  Don’t know
Principle 70 15 15
Separate PC 70 15 15
Approach to RCV allocation 55 25 20
Data publication 50 30 20
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6. Ofwat has confirmed customers will continue to play a central role at PR19. In the round, do you support Ofwat’s PR19 approach on:
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cHArt 1: HoW do you vieW tHe WAter 2020 PAcKAge 
For tHe FolloWiNg stAKeHolders, iN tHe rouNd?

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

BAR CHART WITH EACH BAR TOTALLING 
100%

1. How do you view the Water 2020 package for 
the following stakeholders, in the round?

 Positive overall Negative overall Neutral Don’t know
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cHArt 2: oFWAt coNFirMed its PlAN to Move AWAy 
FroM rPi toWArds A NeW iNFlAtioN MeAsure (eitHer 
cPi or cPiH). do you suPPort oFWAt’s decisioNs For 
2020 oNWArds to:

establish sludge and water resource mar-
kets. ofwat has engaged extensively with 
stakeholders since the start of this year. So 
does the absence of any significant policy 
change mean ofwat just held its line, or 
won people round? 

according to David Black, senior direc-
tor, Water 2020, it was a bit of both. For 
one thing, he described the December 
package as a product of co-creation with 
the sector. The whole Water 2020 work 
programme, dating way back into last 
year, was a “an evolution of thinking”. He 
explained ofwat valued the Marketplace 
for Ideas papers and “a lot of what came 
out, came from companies”.  So the posi-
tion is that in holding its December line, 
the regulator is in fact holding the line of 
a lot of stakeholders. 

Since then, Black says, ofwat has worked 
to address specific issues arising. He cites 
in example that it responded to concerns 
on how exactly it planned to ensure value 
neutrality from the move to CpI by shar-
ing its analysis and commissioning oxera 
to pick through and report on details. 

The obvious question then is: how have 
investors responded to the latest publica-
tion? 

Value destruction?
Within minutes of the 7am announce-
ment, agency partners’ Lakis athanasiou 
reported the shift to CpI brought “the risk 
of large value destruction”. He further ad-
vised: “Investors should take no comfort 
from ofwat’s statement that it will main-
tain NpV neutrality when moving to CpI. 
The statement is meaningless.” raV split-
ting too increased risk, athanasiou said, 
including of asset stranding. 

In more measured tones, Moody’s con-
firmed its January 2016 position: that the 
package is credit negative for the water 
sector. In a note, the ratings agency said: 
“We continue to view the overall devel-
opments as credit negative for the sector, 
as opening up parts of the value chain to 
competition will increase the risk of cash 
flow volatility compared with a currently 
fully regulated monopoly with stable and 
predictable cash flows.”

It added that different water companies 
would take different levels of hit. The note 
confirmed: “Individual exposure var-
ies. reforms relating to sludge activities, 
for example, will only affect the larger 
water and wastewater companies, while 
the smaller water-only companies are 

Setting out its stall: Ofwat prioritises buying and selling
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ance to investors (it notes the average debt 
maturity profile across the industry is 17.8 
years) but without painting itself into a 
currently unforeseeable corner. Noting 
that it would “retain discretion and flex-
ibility to respond to developments with 
no pre-committed, specified path” ofwat 
nonetheless said it would take into ac-
count principles including: maintaining 
prior commitments; avoiding unneces-
sary complexity; and not distorting in-
centives for companies to raise debt effi-
ciently (see box, post 2025 principles). 

Black explained that much of the feed-
back from the December consultation in 

this area “was not so much about pr19 
but what happens after that”. He says of-
wat wanted to be constructive and helpful 
here but that it was “difficult for us to say 
something meaningful” given future un-
certainty (many questions raised by inves-
tors are relevant here – for instance, how 
long it will take for a liquid CpI debt mar-
ket to emerge and how much will hedging 
cost?). So the statement of principles is es-
sentially an attempt to be transparent and 
offer some clarity without making unreal-
istic promises.

TWR Expert Forum view: As chart 2 
shows, there was a good level of support 
(70%) for the indexation of prices 
to CPI/H and Ofwat’s statement of 
principles for after 2025. Only half of 
respondents supported its decision to 
move away from RPI indexation of the 
RCV though, and the specific transition 
mechanism it has proposed. Among 
comments we received were objections in 
principle, including: 
❙  “Ofwat/political motive, not based on 
corporate/water sector economics.”
❙  “Its wrongheaded - CPI is not 
appropriate.”
Others  stressed the importance of 
getting the transition mechanism right: 
❙  “The transition to CPI is inevitable but 
it has to be sensitively managed.”
❙  “It is not an unreasonable thing to 
do but abrupt transitions might have 
an undesired effect - smoothing the 
transition will not scare the horses.”
❙  “The 50% move to CPI/H 
indexation seems precipitous given 

the uncertainty over the efficiency of 
issuing CPI linked debt.” 

new markets
ofwat’s faith in markets has led it to press 
on with introducing competition into 
wholesale segments. It said: “New mar-
kets – where buyers meet sellers – can 
benefit customers, the environment and 
wider society through choice, resilience, 
innovation, technology and information.” 
It forecast the sludge market (rebranded 
bioresources, presumably to make it 
sound more appealing) could produce 
benefits of up to £780m, and water trad-
ing £800m (using mid-point figures for 
benefits and costs, calculated on Net pres-
ent Value over 30 years, and expressed in 
2015-16 prices). 

Before delving into the specifics of each 
new market, we asked our Forum for its 
thoughts on the pros and cons of splitting 
up a currently integrated value chain in 
principle. as chart 3 shows, views were 
divided. a little over half were with ofwat 
in believing this would increase efficiency 
and save on cost. one respondent com-
mented: “I think this will save on costs, 
and most importantly improve resilience 
- trading of water resources is beneficial 
particularly for water stressed areas.”

around a third said integration benefits 
would be lost and costs would increase. 
The rest were understandably unsure 
given the complexity of the issue. among 
the comments we received were: “Whilst 
publishing trading information is worth-
while, the cost and complexity of creat-
ing new price controls could conceivably 
raise costs” and “This is of course not cut 
and dried…But overall I think the risks 
associated with dis-integration will gen-
erally outweigh the benefits.”

Black rightly observed there had been 
“a wide degree of acceptance” of the in-
troduction of markets in these segments 
following the December consultation, 
and ofwat’s decisions came as no sur-
prise. Views obviously vary, but some 
are genuinely excited by the prospect of 
sludge trading – both economically and 
environmentally (in recasting a waste as 
a resource and in contributing to energy 
supply security). Some see real opportu-
nity for well placed firms (see Northum-
brian’s position, p16-17). 

anecdotally, and again to generalise, 
the water resource market is seen as wor-
thy in its intention but substantially more 

complicated to realise. all sorts of issues 
are thrown up, from the rCV split and the 
prospect of asset stranding, to the quality 
issues of mixing water types (see Inter-
connection feature, p20-21). 

particular concern has surfaced follow-
ing the May papers around ofwat’s sug-
gestion that companies will be exposed to 
the risk of demand softening for new wa-
ter resource investments after april 2020. 
It has proposed to expose incumbents to 
utilisation risk for their investment in new 
water resource capacity from 1 april 2020 
arising from loss of market share to third 
parties. In addition it said: “In some cir-
cumstances, it might also be appropriate 
to allocate an element of utilisation risk to 
the incumbent water company if that risk 
arises from market-wide demand (popula-
tion growth forecasts, per capita consump-
tion or industrial demand, for example). 
This would give incumbent companies an 
incentive to take account of uncertainty 
around demand forecasts and align their 
incentives with customers. otherwise all of 
this risk is transferred to customers and the 
responsibility for assessing the efficiency of 
provision with ofwat.”

ofwat acknowledged allocating some 
demand risk to companies could push up 
the cost of capital but said “more efficient 
risk allocation should promote lower 
costs in the long term”.

one danger is that companies may be 
reluctant to gamble on future demand 
which is out of management control, 
which cuts across the thrust of resilience 
policy.  

The policy decisions for each market 
and The Water Report expert Forum’s re-
actions are detailed below. 

❙  Bioresources: a market for sludge will 
be opened, with a separate price control 
that will use an average revenue control 
approach to regulate treatment, transport, 
recycling and disposal. rCV will be pro-
tected up to 31 March 2020 after which a 
proportion will be allocated to sludge on 
a focused basis, meaning the value allo-
cated is equal to the modern replacement 
value of assets to provide sludge services.

In what will be a welcome move for the 
industry, information disclosure require-
ments have been simplified and ofwat 
has said it will not establish an indepen-
dent information platform but proposes 
standardised information is published by 
companies to enable third parties to ag-

gregate and present data. Black said ofwat 
would keep an eye on how this develops, 
but hoped data aggregation would be seen 
as an opportunity by a variety of players. 

There will be a link from the regulator’s 
website to those of companies. ofwat will 
not publish bid information but only lim-
ited information on successful contracts. 

❙  Water resources: a market for water 
resources will be opened, with a separate 
price control based on a total revenue con-
trol approach. rCV will be protected up to 
31 March 2020 after which a proportion 
will be allocated to resources on an un-
focused basis, meaning the proportion of 
rCV allocated is equal to the proportion 
of companies’ assets associated with water 
resources as proportion of total assets. 

ofwat will develop rules for access 
prices and companies will be required to 
publish and apply access prices that are 
consistent with these rules. It said com-
pany prices would involve a two-part 
structure: a set of cost- based charges for 
a range of network and treatment services 
that entrants may need; and a compensa-
tion payment that reflects the extent to 
which the incumbent’s incremental costs 
of new water resource capacity exceed its 
average water resource costs. The objec-
tive is to “facilitate entry by companies 
who can supply raw/treated water at least 
as efficiently as the costs of incremental 
capacity provided by the incumbent wa-
ter company”.

each company will be able to propose 
how its historical rCV is allocated between 
the water resources and network plus price 
controls, subject to review by ofwat to en-
sure outcomes are in the customer interest. 
Black acknowledged allocating water re-
sources rCV “poses a number of challeng-
ing issues” and explained ofwat’s thinking 
is that companies would have the best in-

formation available on previous invest-
ments and current asset values, so it would 
be “more helpful to put it onto companies 
to draw a line”. The regulator will issue 
further guidance on what it expects from 
companies on this in late 2016 and expects 
to ask for allocations in 2017 to be finalised 
as part of pr19.

on information, companies are to host 
resources information on their websites 
with ofwat providing a webpage that 
signposts where that information is held 
(rather than a central market database 
run by a third party). It is not proposing 
to require registration of third parties or 
formal bid verification. 

TWR Expert Forum view: As charts 
4 and 5 show, there was a good level 
of support for the principle of bio and 
water resource markets, and a similar 
level of endorsement for separate price 
controls. Questioned about Ofwat’s 
proposals for RCV allocation, support 
from the Forum dropped to under half 
for water (45%) and just over half 
for sludge (55%). Respondents’ views 
included the following: 

On sludge:
❙  “A bold plan that looks more complex 
than the aspiration, likely with expected 
economic/environmental benefits much 
harder to realise.”
❙  “A separate price control seems 
inevitable if the market is to go open 
and competitive otherwise competition 
would be intransparent. I think the 
RCV allocation needs to be a bit more 
nuanced - how do you draw a line 
around sludge assets when the way 
that sludge is produced is a function of 
the site, the location, the wastewater 
treatment process, the sludge collection/
regional system etc.”
❙  “The greatest barriers to a 
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Ofwat said it will take into account the follow-
ing when deciding on the pace of post 2025 CPI 
transition:
❙  the approach to inflation is seen as legitimate by 
customers and their representatives.
❙  Price controls are underpinned by robust indices 
to maintain the credibility of the regulatory regime 
and to ensure efficient finance continues to be 
attracted.
❙  Future transition does not distort the incentives 
for companies to raise debt efficiently.
❙  Prior commitments are maintained. these are 
defined as 
  - the continued use of the PAYG and RCV run-

off levers to address bill impacts where there is 
evidence of customer support; 

  - reconciliation calculations to address any 
mismatch between the forecast and actual 

difference between RPI and CPI/h; and
  - a single, nominal cost of capital, stated sepa-

rately in real RPI and CPI/h terms.
❙  Objective of avoiding unnecessary or undue 
complexity is maintained. 

It added its assessment would: 
❙  take account of the legitimacy of the inflation 
index to customers and their representatives; 
❙  Be made by reference to a notional financial 
structure. 
❙  Consider the extent to which RPI-linked debt 
instruments, embedded at PR19, remain embed-
ded at the time it makes its decisions.
❙  take relevant factors into consideration, includ-
ing the impact on customer bills and evidence 
on the use of inflation indices by the government, 
other regulators and the financial markets.

Post 2025 cPi trANsitioN PriNciPles
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competitive sludge market are 
geographical (distances for 
transportation) and environmental 
(the extra compliance costs for mixing 
sludge and other organic waste).”
❙  “The impact of recent changes in the 
subsidies linked with elements of this 
market may reduce the opportunities for 
new entrants.”
❙  “Whilst competition may be 
beneficial in certain areas, having a 
non-integrated approach may in fact 
increase costs to the water companies, 
whilst potentially driving savings for 
other third parties.”

On water resources
❙  “Whilst we support competitive 
tendering for new resources, we are not 
convinced this requires a separate price 
control. Using an unfocused RCV makes 
the resources control ineffective for 
market pricing.”
❙  “I do not really understand how it 
is going to work. Water resources are 
produced from thousands of sources 
and many of the costs associated 
with producing those resources are 
complicated by the systems that allow 
the water to be produced… so once 
again drawing a line around a resource 
and valuing it is hard - unless maybe one 

reveals ONLY the operation costs of the 
item itself.”
❙  “It is also not clear to me where the 
“new water” will come from - most 
water cos would like to have more 
resource but have for the most part 
been unable to convince Ofwat that 
such resource is necessary- will new 
entrants have different standards 
applied to them? If so and they can 
produce water more cheaply than 
incumbents, will incumbents be forced 
to take the water, and at what price? 
Will new water be subject to the same 
rules on returns and if not would this 
allow predatory behaviour? What will 
the impact be of incumbents having 
to take water when they are already 
sufficiently supplied? If there is a new 
demand which needs a new resource I 
guess it is fair enough to allow a new 
supplier to compete, but it does depend 
on the playing field.”
❙  “The focus should be on benefits to 
customers from a competitive market 
and evidence would need to be provided 
that indicates these are realisable.”
❙  “As a general rule when allocating the 
RCV to a potentially competitive area 
Ofwat should be clear and attempt to 
achieve consistency to avoid issues at a 
later date.”

❙  “If global warming leads to water 
stress, this market could be a real part of 
the solution.”

direct procurement
The regulator has gone beyond facilitating 
direct procurement – the tendering of ser-
vices and finance, particularly for capital 
projects. It has said it expects companies 
to go down that route for enhancement 
schemes with a whole-life totex value of 
more than £100 million. It will evaluate 
companies’ proposals through a series of 
tests applied at the risk- based review of 
business plans. It argued the approach 
could yield benefits of between £400 mil-
lion and £850 million.

Direct procurement has not provoked 
the same level of reaction as some other 
parts of the pr19 package, though some 
have questioned how competitive ben-
efits will balance off against transaction 
and tendering costs. on this this ticket, 
some respondents to ofwat’s December 
paper argued the £100m threshold was 
too low. 

But ofwat stuck by the number, argu-
ing it was a guideline value only so pro-
vided for flexibility and that it was derived 
from the £100m threshold value ofgem 
set for its required tendering of onshore 
electricity transmission projects (though 
ofgem’s number is for capex value 
whereas ofwat’s is whole life totex value, 
which presumably means the capital cost 
in water could be considerably below the 
£100m level). ofwat advised: “The thresh-
old was calculated by assuming there is a 
fixed cost of running a direct procure-
ment process independent of the size of 
the scheme, and hence the size of the po-
tential benefits.” Unlike ofgem, ofwat is 
not proposing to run the tenders but to 
leave that to companies. 

Customer engagement
as signalled and roundly supported, 
companies will develop the approach em-
ployed at pr14, with closer and ongoing 
customer engagement, continued and im-
proved use of customer challenge groups 
(CCGs) and a focus on outcomes. 

ofwat has clarified the role of the 
CCG, providing more detail on: the 
principles for good quality customer en-
gagement; the role of the environmental 
and drinking water quality regulators in 
the CCG process; and governance expec-
tations. CCGs will provide independent 
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6. Ofwat has confirmed customers will continue to play a central role at PR19. In the round, do you support Ofwat’s PR19 approach on:
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cHArt 5: regArdiNg tHe NeW WAter resources 
MArKet, do you suPPort oFWAt’s decisioNs oN tHe 
FolloWiNg?:

challenge to companies and independent 
assurance to ofwat on the quality of a 
company’s customer engagement and 
the extent to which this is reflected in 
business plans.

to aid the efforts of all involved, the 
regulator confirmed it will publish early 
indications on the WaCC and outcome 
rore ranges before business plans are 
submitted. 

There is a clear expectation of improve-
ment in the quality of companies’ custom-
er engagement, which, says ofwat, will be 
reflected in the standards it applies to busi-
ness plan quality in the risk-based review 
at pr19. Internally, the regulator plans to 
add additional customer expertise to its 
Water 2020 expert advisory panel.

Further work is to come on outcomes 
related issues, but ofwat has set out alter-
native options for long-term performance 
commitments (pCs), while stating its pre-
ferred approach that “long-term aspira-
tions should apply to all pCs at pr19”. 

TWR Expert Forum view:  Ofwat is 
hitting the right notes with our Forum 
on all things customer engagement 
related. Chart 6 shows very high levels of 
support for its approach to engagement 
(90%), outcomes (85%), and – a little 
behind – CCGs (70%). On the latter, one 
member commented: “Not sure how well 
the challenge groups represent the real 
feelings of all consumers?”. 

If anything, some respondents 
were keen for greater ambition. One 
said: “Ofwat should stress the need 
to increase/build on and improve 
the engagement during the last price 
review, not just expect a repeat of 
the engagement last time. For many 
companies, it was the first foray into 
this level of engagement and it can be 
improved on considerably, particularly 
in its integration into the actual plans, 

rather than a tick box exercise.” Another 
observed: “There is clear scope to put 
customers closer to the heart of the 
regulatory process to ensure greater 
customer legitimacy.”

Implementation
Some aspects of the Water 2020 package 
– such as the decision to move from rpI 
to CpI/H and separate controls for bio-
resources and water resources – require 
water company licences to be changed. 
ofwat flagged up in December that it will 
seek to implement the required licence 
changes as a package, to ensure consis-
tency. The regulator said it would engage 
with companies “well ahead of the formal 
process” and, in what is a nifty idea to get 
companies on side, said those who accept 
and support the package of changes by 6 
July, “will have the opportunity to work 
jointly with us to develop the proposed 
licence changes”. 

Black said ofwat “appreciated the involve-
ment of companies so far and we hope they 
can see some of their ideas in our plans” and 
wanted this co-working to continue. He was 
optimistic some companies would sign up 
to the early invitation – and probably with 
good reason as the ability to influence the 
process is a tempting offer. 

New detail to emerge in May was that, 
while the regulator said it saw merit in 
in-period adjustments rather than end-
of-period reconciliations, it will only 
definitely seek a licence modification for 
oDI rewards and penalties for pr19. It 
will keep open the option of an in-period 
adjustment for debt indexation with a de-
cision subject to further work (see box, 
Further work). Black said he had parked 
the in period adjustments related to totex 
performance that were mooted in De-
cember because further exploration had 
revealed them to be “messy and without 
clear cut benefits for customers”. 

TWR Expert Forum view: We asked 
our panel whether they anticipated 
all water companies would accept 
the licence change package. 60% said 
yes. One observed: “The majority of 
licence changes are technical, tidying 
up changes. Many licence changes are 
actually useful for water companies. 
We suspect all companies will accept 
the move to CPI/H.” Others referenced 
the change in relations between the 
industry and regulator since the 
Section 13 clash: “Nobody wants to 
repeat the stand-off than occurred last 
time Ofwat tried to amend licences”;  
“The relationship between Ofwat and 
the companies is in a different place 
than 2012.” 

A small minority of our  
respondents (5%) thought not all 
companies would accept the licence 
package; the rest were unsure (see 
chart 7). One offered: “I believe the 
package will deter investors and 
some companies will suffer.” Another 
observed that a lot was riding on  
how Ofwat handles the process: 
“I imagine that if the changes are 
well explained - particularly to the 
investors/owners - and the transitions 
are carefully handled there should be 
less resistance; Ofwat are NOT good  
at such changes!”  tWr
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❙  August 2016: consultation on the approach to set-
ting cost of debt for PR19, considering issues such 
as risk allocation, indexation and gain sharing. 
❙  november 2016: outcomes consultation on the 
balance of bespoke/common PCs, the role of 
comparative information and comparative assess-
ments; asset health; and how resilience might be 
reflected in outcomes. 
❙  A sludge working group and a water resources 

working group will help develop markets in these 
areas. 
❙  Work on cost assessment and accounting 
separation; – a Cost Assessment Working Group 
will develop and refine data requirements and the 
approach to cost assessment and modelling.
❙  december 2017 methodology statement (due 
for consultation in summer 2017) will address the 
approach and structure of the risk-based review. 

FurtHer WorK
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In economics, the benefits of 
competition are long-established, 
their origins being traceable right 
back to Adam Smith.  Indeed, a 
belief in competition’s ability to 
help deliver lower prices, improved 
services and foster innovation 
is at the core of regulatory and 
competition policy in most western 
democracies. This has influenced 
the evolution of regulatory frame-
works in two main ways over time: 
(i) a general preference to use 
competition, and liberalise markets, 
in place of formal regulation where 
possible; and (ii) where regulation 
is required, for it to be increasingly 
“principles based”, where the goal 
is to create incentives, instead of 
imposing a command and control 
approach.  

However, competition does not 
conform to any one simple, neat, 
model.  In fiercely competitive 
markets there can still be winners 
and losers. Similarly, economic 
profit might arise for limited periods 
of time, but may not persist.  Also, 
products, services and costs of 

providers should not necessarily be 
expected to converge over time.  

From a regulator’s perspective, 
the questions of “when” and “how” 
to help facilitate competition in 
markets highlights another well-
known issue: the trade-off between 
static and dynamic efficiency.  This 
matters because, in a competitive 
market, firms (and other agents) 
often have to undertake activities 
they would not have to absent 
competition – and these ac-
tivities may themselves drive costs.  
Similarly, there may be costs associ-
ated with the establishment of the 
market itself.  Therefore, it is easy 
to envisage circumstances where, 
whilst competition has the potential 
to deliver net benefits overall, this 
includes the recovery of some ad-
ditional costs.

In our report for Severn Trent, we 
identified the need for compa-
nies to invest in their brand (via 
marketing) to support customer 
acquisition and retention activi-
ties.  We noted that: (i) by definition 
these costs have not been incurred 

historically, because monopoly pro-
viders do not need to undertake 
such marketing; (ii) consequently, 
there has been no explicit allow-
ance for these costs in previous 
price controls; and (iii) yet in a 
competitive environment, retailers 
will need to be able to recover 
them in order for a market to be 
viable.  Our report noted evidence 
that these costs can be material 
and that other regulators have 
made explicit allowances for similar 
costs in the past.

Additional capacity
If we apply the same above princi-
ples to Ofwat’s proposals in relation 
to how future markets for biore-
sources (sludge) might function, 
what additional costs may arise?  
Ofwat’s May publication included 
an impact assessment that identi-
fied: costs to companies of informa-
tion provision to support any sludge 
market information platform; costs 
to companies of separate price 
controls, including ensuring accu-
rate accounting separation; one-off 
costs of revaluing sludge assets; and 
regulatory costs to Ofwat of running 
a separate price control for sludge.  
However, our area of focus here 
is the extent to which companies 
(and other players) might need to 
behave differently, and accordingly 
undertake different activities, rela-
tive to the status quo – and in turn, 
whether these might result in any 
additional costs.  One obvious area 
for consideration is the question of 
the capacity required to support 
trading.  

Here, the start point is a simple 
one: that for trades to occur, there 
needs to be spare capacity some-
where in the system.  However, at 
present it is unlikely that this spare 
capacity exists to any material 
degree – primarily because the 
prevailing regulatory approach by 
definition should only have funded 
the companies for the invest-
ment and costs required to meet 
their own individual needs.  As an 

important point of clarification, one 
should not confuse the headroom 
required to accommodate opera-
tional outages with spare capacity 
that could be used for trades.  This is 
because, to the extent that compa-
nies need to carry some headroom 
for operational reasons, this need 
will persist in future – and so trading 
capacity will invariably be over and 
above this.   This view is borne out 
by the findings of the OFT market 
study from 2009. The OFT found that, 
on average, spare capacity across 
the WaSCs averaged 20%, but that: 
“operating headroom… amounted 
to around 13 per cent of the total.”  
In other words, genuinely spare 
capacity (of the type that could be 
utilised to support trades) was, on 
average, just 7%.

It is further important to note 
that how companies manage the 
need for operational headroom at 
present is likely to vary materially.  
For example, access to landbanks 
for the purpose of recycling bio-
resoures is a critical issue.  As the 
availability of suitable land varies 
substantially across England and 
Wales this has knock on implica-
tions for how companies will have 
configured their networks in order 
to manage operational outage 
related headroom.  In simple terms, 
companies with smaller landbanks 
and/or fewer reconfiguration op-
tions might need more capacity 
or storage facilities to achieve an 
equivalent level of operational 
headroom.  The implication is even 
if a company appeared to have 
more headroom than was needed 
for purely operational reasons (and 
so, one might infer, could have 
trading capacity) this might not, in 
fact, be the case.

Following from the above, it 
seems reasonable to assume 
that capacity will be required in 
order for trades to develop and 
so realise the potential benefits 
identified by Ofwat.  The raises 
a number of questions, not least 
whether this invariably gives rise 

INDuStry commENt

neW MARKets: shORt 
teRM COsts And 
LOnG teRM GAIns
economic Insight’s sam Williams 
explores the case for allowing for 
additional costs in new markets if 
they are necessary to reap long 
term rewards.

to any additional costs.  From a 
long-run perspective, one could 
argue that capacity is fully variable.  
In addition, the total amount of 
bioresources that will require treat-
ment, transport and disposal will be 
unchanged under a more active 
trading market.  Consequently, seen 
through this long-term lens, when 
thinking about England and Wales 
as a whole, it may be reasonable 
to assume that there is no need for 
additional capacity (and therefore 
any associated additional costs) 
relative to the counterfactual of 
the prevailing limited examples of 
bioresources trading.  Indeed, the 
aspiration behind Ofwat’s proposals 
is that additional capacity is added 
where it is most efficient, rather than 
being delineated across company 
boundaries.  

From a short-term perspective, 
however, it would seem logical to 
suppose that additional capac-
ity (and therefore cost) will be 
required.  That is to say, companies 
have already made decisions 
about how to configure their opera-
tions today, and have made invest-
ments that reflect this.  Relatedly, 
existing installed capacity cannot 
be easily reduced in a continuous 
manner in order for it to be viable 
to outsource sludge treatment to a 
more efficient company, an effect 
that would be magnified by scale 
economies.  Consequently, in order 
to realise any trades in the nearer 
term additional capacity over and 
above the counterfactual of no 
increase in trading, would seem to 
be essential.

short/long term links
Critically, the short and the long 
term might be connected.  Conse-
quently, without any funded uplift in 
capacity in the short term, the over-
all gains from trades may be more 
limited and/or may take longer to 
accrue.  This is best illustrated with 
a highly stylised example.  Assume 
we start from the status quo of no, 
or very limited, spare capacity.  A 

sludge treatment site currently 
operated by WaSC A is coming 
towards the end of its life and this, 
coupled with population growth, 
means WaSC A needs to expand 
its bioresources capacity over the 
following plan period.  It believes 
neighbouring WaSC B may be more 
efficient at undertaking treatment, 
transport and disposal, and so be-
fore determining to self-build, enters 
into preliminary discussion.  

However, at the time at which 
WaSC A requires additional 
capacity, WaSC B will not have 
any.  Therefore, the outcome of 
the discussion turns on whether 
it becomes viable for WaSC B to 
develop the new capacity itself on 
behalf of WaSC A, and whether it 
has available sites and resources 
that could be used for this purpose.  
In this instance, let us suppose 
the volumes WaSC A wishes to 
outsource to B are simply too small 
to make the development viable, 
given WaSC B’s own internal re-
source requirements.  The outcome 
is that the trade does not occur 
and WaSC A self-builds.  In turn, this 
could also preclude longer-term 
trades because, having self-built, 
the avoided costs to WaSC A from 
outsourcing will be more limited.

Of course, even if the market 
did follow a pattern similar to the 
above, this is not to say that long 
term trading would not develop at 
all.  However, the scope of it would 
seem to be reduced – and/or it 
may take a long time.  This is be-
cause it is dependent on there be-
ing a coincidence of requirements 
and capabilities between WaSCs 
at similar points of time in nearby 
geographies. It might also suggest 
trading would only arise in relation 
to “incremental” demand (i.e. no 
benefits would accrue in relation 
to existing volumes of bioresources) 
and so would only develop at a 
pace in line with population growth. 

In short, a key difference be-
tween water resources and sludge 
is that, in the former, there are 

already large differences in supply 
across the companies (and areas 
of “excess” supply) because it is a 
function of geographic, topo-
graphic and environmental factors.  
Whereas, in bioresources, supply 
simply reflects demand in each 
company’s area.

Beyond bioresources
The specifics of the issues described 
here in relation to bioresources are 
by no means clear cut.  However, 
they illustrate an important wider 
point: that there are often entirely 
legitimate reasons to suppose that 
changes to how markets operate 
(particularly in relation to liberalisa-
tion or a greater role for competi-
tion) can give rise to additional 
costs.  

Even more importantly, these 
costs can relate to activities that 
are essential for markets to develop 
in the first place – and so without 
them, the intended longer-term 
benefits may never arise.  The ap-
propriate policy response clearly 
needs to be determined on a 
case-by-case basis.  However, there 
are some general points of principle 
that should always apply:
❙  Firstly, that the right way to pro-
ceed should be to develop robust 
evidence as to what these issues 

and costs might be and evaluate 
it transparently with care.  For ex-
ample, it might be that some costs 
may be immaterial to the successful 
development of markets, or can 
be recovered through efficiency 
savings, rather than being funded 
through prices.  However, determin-
ing this still requires those costs to be 
identified and quantified as robustly 
as possible.
❙  Secondly, that the customer harm 
arising from the regulatory failure risk 
of setting “too high” prices in the 
short run (static inefficiency) should 
be expected to be lower than the 
customer harm of the regulatory 
failure being that “the market never 
develops” or “develops to a more 
limited degree”  (dynamic inef-
ficiency).

In summary, in a sector where fo-
cusing on the long-run has (rightly) 
been an increasingly prominent 
theme in recent years, the risk of an 
overly narrow focus on short-term 
cost minimisation remains.  tWr

sam Williams is a director of 
economic Insight. 

In February this year, Severn Trent published a report by Economic 
Insight examining the key issues relating to how any future price 
control for the retail household market in water might be set.
One of the issues identified in the report is that the nature of costs 
incurred in liberalised markets can differ from those in regulated 
monopoly markets; and that in some cases, “additional” costs 
arise - even if in totality, costs are reduced.  Given the future direc-
tion set by Ofwat in its Water 2020 policy, with a strong emphasis 
on a greater use of markets in areas such as sludge, we asked the 
report’s author – Sam Williams – to expand on this theme.

Don’t spoil the ship…
It seems short sighted to disallow short term cost increases if they are 
genuinely necessary to lead to long term gains – particularly in a 
world where the thoughts of policy makers are increasingly turning 
to the longer term.

Sam Williams ably sets out the arguments as they apply to a 
sludge market. Ofwat’s Water 2020 quantification of sludge trad-
ing benefits assumes no capacity constraints. These benefits may 
not materialise – at least quickly – if additional capacity is required 
to chivvy the market along but remains unfunded. 

The arguments can be applied to other markets, too. Take non 
household retail. Ofwat has not allowed for marketing or customer 
acquisition costs in default tariffs, stating companies can recover 
these through improved efficiency and innovative pricing. This 
will help keep immediate costs down, which is welcome, but not 
perhaps if the price is a sluggish market because innovation and 
efficiency savings prove elusive. 
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All companies want to thrive. even in the (mostly) 
monopoly world of water companies, it is natural 
for management teams to strive to outperform for 
their customers and owners, and there are rewards 

for doing so. and where water companies are directly bench-
marked against each other – for instance in the Service Incen-
tive Mechanism league – there is even rivalry for the top spots. 

But Northumbrian Water shows a more competitive streak: it 
has an explicit mission to be the industry’s national leader, set-
ting the standard for others to aspire to across the piece. Chief 
executive Heidi Mottram explains the company has developed 
a balanced scorecard of criteria to monitor how its performance 
measures up against this mission. “It’s about what are we doing 
and how good are we for our customers, because that has always 
got to come first. But also, how are we in terms of the environ-
ment? How is it to work around here and what does it feel like to 
be an employee? How efficient are we? Do we provide value for 
money and good returns to our shareholders? and then, what do 
we give back to our communities?”

She makes it clear that this is not an egotistical management 
ambition, explaining the mission was the product of employee dis-
cussions at a series of annual roadshows in 2010 which looked at 
the company’s performance and future. Six years on and Mottram 
maintains Northumbrian’s people remain fully behind the mis-
sion, with awareness of it at 94% within the company.  “It’s some-
thing that motivates everybody in our business,” she says. “There 
is a  really strong allegiance to it…[Staff] believe in it and they can 
see how their role links to it. I’m really very pleased with that.” 

The chief executive describes the ambition as “medium-term” 
with no hard and fast deadline. So where is Northumbrian in the 

leader stakes right now? “really close,” Mottram enthuses, “but 
there are some things that have been easier to work with and 
some things take significant time and investment.”

She explains: “at the moment what we would say is nobody’s 
definitively the leader. There are three companies of which we 
are one who are better in the round than other people… none 
of us have got sufficiently over the others. So there is that group 
of three that stick out, and I would say that there are some oth-
ers very close behind that are members of the pack.” Mottram 
understandably won’t name her two rivals, but The Water Report 
understands them to be anglian and Wessex.

one difficulty is that “water and wastewater companies are a 
little bit all over the place” in terms of performance, by which the 
chief executive means each has different strengths and weaker 
spots within a framework of high and improving performance. 
“It would be very very hard for us to be first at everything,” she 
explains. “There are some things that are geographically very 
hard for us today and it would be inappropriate on economic 
grounds – so not good for our customers – for us to try to lead 
on. So we are tempering our mission with common sense and we 
have a definition by which we could claim the lead.” 

Northumbrian has set itself a series of medium term goals 

Best 
BehAVIOuR

northumbrian Water has a competitive streak: it wants 
to be the industry’s national leader. Chief executive 
heidi Mottram says it is already leading on customer 
experience, suds and advanced Ad, and has a 
strategy in place to pull ahead in the round. 

which, if it hits them, will define it as the industry leader – a 
mechanism Mottram says stands up to external scrutiny. Some 
goals have by their nature been set in reference to other water 
companies’ performance (for example, drinking water quality), 
while others have been benchmarked against frontier compa-
nies outside the industry (for instance, employee engagement). 
Company performance against the goals is tracked year round. 
She summarises: “The aim of the game is to get to such position 
where, by anybody’s reasonable measure, you would say ‘yes, 
that company is better than everyone else’.”

Wastewater and customer experience
right now, the Mottram enthuses that Northumbrian is industry 
leading in three vital areas. 

❙  partnership and catchment based sustainable drainage (see 
article, page 18-19) 

❙  Advanced anaerobic digestion (AAD). Mottram says the 
company has been at the forefront here for “quite a while”; it is 
the only company to recover energy from 100% of its sludge with 
aaD and while it was about a month behind Wessex in going 

live with a gas to grid project, it leads the way in terms of volume. 
The work continues. among recent activities is a non-regu-

lated partnership with a third party to build another aD plant 
which will create gas from sugar beet and chicken waste. and 
Northumbrian is clearly interested in the prospects offered by 
a sludge market. “We do already import sludge and treat it and 
ofwat is encouraging this. It [sludge] has gone from being seen 
as a problem to being seen as an opportunity and we are at the 
forefront of that and very excited by the things that we do in that 
area and how optimised we are.” (For more details on Northum-
brian’s wastewater activities, see page 18-19). 

❙  customer experience. Industry benchmarks show Northum-
brian is already a high performer on customer service. Its custom-
er base is diverse, featuring 2.7 million people in the north east 
(from the major population centres of tyneside, Wearside and 
teesside to  large rural areas in Northumberland and County Dur-
ham); 1.5 million in essex; and 0.3 million in Suffolk. Despite the 
geographical splits, the company is run as a single entity. Mottram 
says this provides opportunities: “It is incredibly helpful to have 
that diversity of experience in a business. This part of the country 
[north east] may not be water scarce but the fact that we can man-
age in a water scarce area allows us to learn tools and techniques to 
manage water more efficiently here. We transferred that efficiency 
because it is in customer interests that we do that.”

Its current customer experience strategy is looking to up the ante 
by making the company’s relationship with its customers emotional. 
Mottram explains: “The strap line to our company is ‘Living Water’. 
The idea behind that is that water facilitates the way we live: we drink 
it; we make a brew with it; we wash in it; we play in it. It’s a fantastic 
thing to live with and to experience. So Living Water was important 
to us as a brand value and we have linked that to ‘Loving Custom-
ers’ which is about going beyond process driven and activity driven 
customer service – which has to be brilliant – and into experiential 
service and loving customers. It’s about creating relationships and 
about what makes you feel amazing.”

The concept is underpinned by a new billing system and a poli-
cy to give staff the latitude to “do what they need to do to love our 
customers and think about it as a loving relationship”. Mottram 
cites a real example of one staff member who dropped his sched-
uled work to help an old lady who had hurt herself in the street 
– taking her home and making sure she had medical attention. 

She elaborates: “Think about: what would you do for your 
mum? It really does shift the mindset away from picking the 
phone up within 30 seconds. It’s emotional and we’re good at it.” 

as for the billing system, it’s not just a functional replace-
ment the company is after. “We’re taking the opportunity to 
put the technology [aside] for a minute and think about what 
does amazing, fantastic, brilliant customer service look like in a 
company like ours and what would you need to do to facilitate 
that? Then to try to buy some technology that delivers that.” It 
is benchmarking itself against the likes of amazon in the digital 
self service space and John Lewis on service personalisation. 

Year 1 of AMP 6
on a related note, the company has opted to continue with two 
separate Water Forums (customer challenge groups) this aMp 
– one for the north east and one for essex and Suffolk. This is 
to secure regional representation and space for local issues to be 
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dealt with, though there will be a common chair to ensure the 
groups are joined up where it is beneficial. The Forums will be up 
and ready in time to review the company’s 2015/16 performance 
data when it becomes available in July.  Both are chaired by Jim 
Dixon and the company considers itself very fortunate to have 
secured his services: Dixon was previously chief executive of the 
peak District National park and has held senior roles at DeFra 
and the rSpB.

Northumbrian’s pr14 settlement specified average bills in 
2019-20 will be 1% lower than at the time of the review and al-
lowed the company total revenues of £3,601m. Its outcomes are 
supported by 44 performance Commitments and 24 financial 
outcome Delivery Incentives. Headline projects obviously re-
flect customer priorities. Mottram explains: “Customers tell us 
they want fantastic customer service, they want the sewer flood-
ing issue in this part of the world dealing with, and right at the 
top of the list comes clean drinking water which tastes good – so 
those are the things we focus on.” 

aside from the new billing system, there is a focus on sewer 
network management. Mottram says Northumbrian is investing 
“ a couple of hundred million on a whole variety of projects – 
far more on the sustainable drainage end of the spectrum then 
previously. In the last aMp we were doing civil engineering then 
sustainable drainage and that balance is switching, I think.” 

The company’s biggest project of the aMp is to upgrade its 
main water treatment works for Newcastle, which is focused 
among other things on manganese removal to prevent discol-
ouration – a familiar challenge for companies which take wa-
ter from upland peaty areas. There is extensive associated pipe 
cleaning work too; Mottram is proud of the company’s pioneer-
ing scale work on ice pigging. “It’s a really cost-effective way of 
cleaning a lot of pipes quickly and we’re quite excited about that.” 

Challenge and innovation
Northumbrian’s business plan and 25 year strategy defines much 
of the activity it has planned to hit its wider goals to become 
the industry’s all round national leader. These are “nudged and 
shaped” as time goes by and as circumstances change. Mottram 
says the plan is working: “pretty much everything in our busi-
ness across those parameters since we started on that journey 
has improved significantly. Some things we’ve been able to take 
from being very poor performance to very high performance 
very quickly.”

Inevitably though it is not an entirely smooth path to con-
tinuous improvement. Challenges surface. In common with the 
wider industry, flooding and drainage have proved particularly 
thorny. Mottram: “The whole country is experiencing difficul-
ties with flooding in its various forms. We had our first version 
of that in 2012 with some intense summer storms that the rest of 
the country didn’t get. It gets referred to as the toon monsoon… 
Intense rainfall in a sewer network is a very difficult thing to 
manage and requires lots of different thinking.”

The company has responded by fundamentally altering its ap-
proach to drainage, as exemplified by its work at Brunton park, 
one of the country’s biggest sustainable schemes (see article, 
page 18-19). Willingness to embrace new thinking is clearly 
something that excites Mottram. She describes the  industry’s 
reputation as innovation-averse as “grossly unfair” and within 
Northumbrian says “there’s real mind blowing stuff going on 

all over the place” – for instance, a scheme with Newcastle Uni-
versity to harvest hydrogen from wastewater and a recent open 
data hackathon: “We let people look at our data to see what they 
could come up with.”

a recent addition to the innovation portfolio is the “design 
sprint” pioneered by Google. This involves coming up with a solu-
tion to a problem in a very short space of time, by putting subject 
experts together with others with particular skill sets or knowl-
edge bases or who are sometimes “just unusual or a bit wacky; 
whoever you think might add some value”. Mottram continues: 
“With the design sprint you put all these people off site and say 
‘this is the issue but you’ve only got this week to sort it’ and you 
have to go from looking at the problem to coming up with a solu-
tion and implementing the solution within that space of time.” 

So far the company has tackled a few huge issues this way: how 
to become more than carbon neutral; how culture is created; and 
what product or service could it extrapolate from its current ac-
tivities to offer another channel of business activity? “This is why 
you get Google making cars,” Mottram observes. “our group 
has gone off and come up with some ideas about things that you 
might not have expected us to do!” Watch this space.

The real value of the design sprint, though, and the reason the 
process takes on really big questions, is because “it makes you 
break the rules  in your head”. Northumbrian is now applying the 
mechanism to some immediately pressing issues: “We are start-
ing to use the design sprint style of working, to think ‘we haven’t 
got six months to think up a strategy, we’ll have to do it this week 
and you’re not allowed out of the room until you’ve sorted it’. So 
we’re now doing that on some business issues of the day to see if 
we can solve things that actually do need solving.”

Retail markets
The reform agenda in the sector is certainly throwing up some 
issues that need solving. The most pressing is non household 
market opening, now less than a year away. a few months ago, 
Northumbrian declared its hand by hiving off its NHH retail 
operations into a separate business within the group. Under the 
leadership of new MD Lucy Darch, this business will compete 
for custom out of area. More details of the retail strategy are yet 
to emerge but Mottram says from a wholesale point of view, mat-
ters are in hand. “We are moving deckchairs around really  to do 
jobs we already do in a way that is compliant with the new indus-
try structure. That is not new work as such.” She caveats that by 
pointing out there are some new aspects to cover – for instance, 
having retailer facing operations.

She is keen for the NHH retail market to work, having been 
involved from the very beginning following an invitation from 
the then minister to sit on the High Level Group “which shaped 
the formation of the market and the way it might work and some 
of the thinking before we got into the doing part of it. I want to 
see a successful outcome so let’s hope that’s where we get to. I’ve 
no reason to believe that it won’t but I’m sure everybody feels a 
bit like us: that there is a lot to do and a short amount of time in 
which to do it.”

While confident of Northumbrian’s readiness and the assur-
ance process in place, Mottram is reluctant to comment on pros-
pects for the wider outturn. “I have been through a number of 
big structural changes – particularly franchising in the railways. 
You can think that things are like ‘oh my goodness’ but then 

there can be a surge of activity so it is not so bad; or everyone 
can think that everything is green and then you could discover a 
flaw. So I am wary of passing judgements other than to say there 
is a process that is doing its very best to observe that pattern.”

Like many others, Northumbrian Water has also contributed 
to the work that is going on around exploring prospects for a 
household retail market. Through its own work, collaborations 
with other companies and a report commissioned from eco-
nomic Insight, it has flagged up in particular the need to con-
sider:
❙  The possible impact on vulnerable customers, particularly 
higher bills.
❙  The need for an active demand side – will customers engage 
with the water market and will they be motivated to switch? 
❙  The need for an active supply side – an average 1% margin isn’t 
attractive.
❙  Comparator markets – particularly around consumer apathy 
and barriers to switching.  
❙  How any resulting regulatory framework should look.
❙  optimal timing. 
Mottram’s takeaway point is: “It’s really really important to under-
stand what customers want. You’re going to get that off me every 
single time. It’s about the customer; it’s about the customer.”

Water 2020
This interview took place before ofwat published its Water 2020 
thinking on 25 May, so Mottram’s comments around Water 2020 is-
sues must be read in that context. as the leader of a company whose 
strategy is Loving Customers, it is unsurprising to hear the chief ex-
ecutive supports a core future role for customer engagement, more 
clarity around CCGs and continued focus on outcomes. 

The company contributed a paper on the latter to the Mar-
ketplace for Ideas, which ably discussed a host of outcomes-re-
lated issues including whether outcomes should be bespoke or 
comparative (or a hybrid of the two); incentive payment timing 
(in period or at the end); exactly how and where dynamic per-
formance measures might be applied; and how oDIs should be 
managed in light of future further separation of price controls. 

Mottram wholeheartedly endorses the outcome based ap-
proach and makes a few comments on desirable refinements 
for pr19. “I think there needs to be a bit of consolidation…[at 
pr14] we [the companies] ended up with oDIs that are pretty 
much the same but are being measured subtly differently and 
that doesn’t make any sense to me. There needs to be a greater 
level of consistency on the things where there is the greatest level 
of overlap.” She adds though that local flexibility is important 
too: “If something’s important to customers, it’s important to 
customers and you shouldn’t deny them that or tell them that 
they are bothered about the wrong things. That would be ridicu-
lously patronising.”

elsewhere on Water 2020, the company’s response to ofwat’s 
December consultation includes the following observations.

❙  complexity. Some proposals introduce excessive regulation to 
deliver aims that could be delivered by much simpler and less 
intrusive approaches. as currently formulated, the package is 
likely to increase risk in the sector.

Mottram points to the philosophical debate which surrounds 

the value of integrated systems v separated systems. “Having 
come from an industry where there was more breaking up of the 
system, often the debate there – and Cathryn [ross] will know 
this – is that this has created inefficiency and would a greater lev-
el of integration bring that efficiency back? Here in water we’ve 
got the integration and we’re going in the other direction. It’s a 
very interesting philosophical debate.” 

She says she is not sure where the “sweet spot” between the two 
extremes is, but is comforted by the regulator’s considered and 
steady approach. “That should mean – let’s say there is a law of un-
intended consequences that goes on, and I’m not saying I can see 
one or that there might be one – that should be exposed without 
much damage potentially being done. With forced separation, it 

would be hard to put something back together again…But it is un-
doubtably making this industry more complicated than it was… 
some people would argue potentially more costly; other people 
would say more efficient because the efficiencies exposed.”

❙  New markets. Northumbrian sees both generic appeal in a 
sludge market with a separate price control (observing the abil-
ity to use a focused allocation of the rCV makes the process 
of setting a price control relatively simple and transparent, and 
because underpinning technology and organic waste markets 
are fast changing) and opportunity for it as a company given its 
strong sludge positioning. It argued that the case for a separate 
water resources price control is less strong, with rCV allocation 
on an unfocused basis and new access pricing arrangements in-
creasing complexity when the main opportunities are likely to 
arise in developing new resources.

❙  cpI. The prospect of movement away from rpI gives Nor-
thumbrian the greatest cause for concern of all Water 2020 pro-
posals. It argued the 50% transition plan proposed is too abrupt 
and a longer transition period would be more appropriate. It 
called for separate rpI indexation of the 2020 rCV with new 
investments being indexed by CpI, and said a review of debt 
market options in 2024 would be the more appropriate timescale 
than 2019.

Mottram points to the complexity of this issue: “only people 
with particular skill sets can understand all the moving parts.” 
She supports calls for ofwat to be as transparent as possible 
about its plans. “When a whole industry has understood how in-
dexation works for over 20 years you can’t be surprised if people 
really want to get their heads around how a new indexation pro-
cess will work because you are changing a fundamental premise.”

Ultimately, she calls for communication channels to remain 
open. “We need to try to work together in partnership on it 
rather than take positions and keep the dialogue going” – a sug-
gestion that will be as applicable now ofwat’s decisions are pub-
lished as in the run up to them.   tWr

Think about: what would you do for 
your mum? It really does shift the 

mindset away from picking the phone 
up within 30 seconds. It’s emotional 
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According to Heidi Mottram (see interview, page 
12-15), Northumbrian Water leads the industry on 
partnership and catchment based sustainable drain-
age. The flagship project for that leading company 

can be found at the Brunton park estate in Newcastle, where a 
£7m flood reduction scheme is nearing completion. The project 
is of interest to the wider industry on a number of counts: scale, 
ingenuity of solution, community engagement best practice and 
the partnering model that has been used to deliver it. 

More than 100 properties are being protected from three 
sources of flooding: from surface water, sewer networks and the 
river ouseburn. Most ingeniously, the work has involved in-
stalling 380 meters of new river channel approximately parallel 
to the existing channel to divert the ouseburn away from the 
estate, allowing the old river path to be used as a new storage 
basin at times of high flows.

project manager paul Davison says the idea started off as a 
“throwaway comment” when possible flood protection options 
for the area were being discussed, given conventional flood so-
lutions were expensive, less resilient and impractical. But once 
explored it proved an unconventional but sensible choice, with 
the added benefit that the new river channel and storage basin 
would create a valuable habitat for wildlife. elsewhere, the Brun-
ton park scheme has involved the construction of 650 metres of 
environment agency flood defences (walls and earth embank-
ment) and the installation of two kilometres of new sewer pipe 
and a new storage tank, which will hold up to 450,000 litres of 
water. 

The work started in october 2014 and is all but complete now. 
The river was successfully diverted last month and completion 
of the flood embankment, excavation of the SuDs basin and fi-
nal landscaping and reinstatement work – including a new play-
ground – are scheduled for completion in July. Davison explains 
the goodwill and cooperation of locals has been absolutely vital 
throughout and that the company has made every effort to keep 
residents informed and engaged, both on an individual house-
hold level and working through the likes of parish and local 
councils. 

early engagement with the golf club whose land backs on to 
the river area proved particularly difficult. “Initially their reac-
tion was very negative,” says Davison. “They were worried about 
disruption, about losing business – it got to a bit of a stalemate. 
But once we fully understood all of their concerns, we brought 
in a golf course designer who was keen to incorporate the water 
[the new, nearer ouseburn] into the course design. That really 
turned things around and now the newly improved holes are 
considered the best on the course!” 

Northumbrian Water’s wastewater director richard Warn-
eford describes the idea to bring in a specialist designer as “a 
real master stroke” and an example of Northumbrian offering 
“unrivalled customer service”. He adds: “The big message here 
is that we really listened to their [the golf club’s] concerns and 
worked with them.” 

Co-creation and delivery
But for SuDS watchers, perhaps the most interesting feature 
of the Brunton park work is the way it has been delivered. The 
scheme is the result of a partnership between the water company, 
the Lead Local Flood authority and the environment agency, 
none of whom alone could have offered increased flood protec-
tion to the area. Davison explains: “The sharing of costs and legal 
powers enabled a robust, cost beneficial scheme to be delivered. 
This is the first scheme in which the ea has used a third party to 
deliver their assets. We took over as lead partner after the project 
appraisal stage and developed and incorporated their preferred 
solution into the joint scheme and delivered it.” 

He adds that the model – or twists on it, for example the en-
vironment agency carrying out works on water company net-
works – could potentially be exported to other SuDS schemes 
or even more widely. It is unsurprising, then, that Brunton park 
has attracted high profile visitors including from DeFra and 
ofwat’s Cathryn ross. 

environment agency flood risk manager for the north east, 
phil Welton, says: “This project is a great example of how work-
ing in partnership brings integrated and sustainable solutions to 
life, achieving better outcomes for local residents and ensuring 
projects are delivered with better value for money.”

But the partnering approach is far more than a one-scheme 
wonder for Northumbrian. Warneford comments that it is in 
fact “the way of working for us now”. His interactions with the 

dRAIn GAnG
effective partnering defines 

northumbrian Water’s approach to 
suds, as is exemplified at its flagship 

Brunton Park project.

ea and other stakeholders are simply routine, and partnerships 
are seen as an important route to building trust and confidence. 

The approach originated four to five years ago when the com-
pany was involved with the tyneside Sustainable Drainage Study 
along with a host of stakeholders including five local councils, 
CC Water and the ea. This study intentionally set aside the two 
main common obstacles to partnership working: who is going 
to pay, and how the process should be managed given the dif-
ferent stakeholders’ working and investment arrangements. “We 
sidelined those and thought instead about what is the right thing 
to do, with a view to retrofitting those issues back onto the pro-
cess afterwards. That led to so many different things,” Warneford 
recalls. today the company is part of the north east area wide 
Northumbrian Integrated Drainage partnership, alongside all 
relevant stakeholders. “It’s not parochial,” explains Warneford, 
“it looks for the best options for the north east.” 

new developments
In terms of SuDS at new developments, there has been politi-
cal attention recently on developers’ automatic right to connect, 
after the Housing and planning Bill mooted the prospect of this 
being discontinued. That possibility is a now a little more distant, 
with the government planning nothing more than a review. This 
will no doubt look at issues that can pose obstacles to SuDS: who 
should be liable for their maintenance and who should adopt 
them post development. according to Warneford, a partnering 
approach can be brought to bear here too: in the Brunton park 
case, for instance, the ea, the golf club and the water company’s 
partnership extends to include maintenance arrangements. 

The wastewater director’s position more generally is that there 
should be provision for whoever is best placed to adopt a scheme 
to take it on. “There is no reason why water companies can’t 
adopt SuDS, but it shouldn’t be the case that only water compa-
nies can, either.” (This flexible outlook extends to Warneford’s 
view on the prospect of water companies taking on wider flood 
management assets: he says whoever is best placed to take them 
on, should; that there is no need for a blanket policy that con-
strains the solution). 

He supports rescinding the automatic right to connect, “so 
that SuDS are not just a nice option for developers, but a real op-
tion”. He adds that he is keen to showcase schemes like Brunton 
park to build support for and confidence in unconventional ap-
proaches to catchment problems. “In 20 years time, SuDS could 
be our legacy,” he enthuses. “We might well wonder why we ever 
did it differently.” 

Wastewater leadership 
Like Mottram, Warneford advocates Northumbrian as a leader 
in wastewater areas beyond SuDS. Specifically: 
❙  Sludge. The company, he says, has “huge expertise” in this 
area, having made a strategic investment some years back in 
two advanced anaerobic Digestion (aaD) plants, at a price of 
around £40m each. “Now all our sludge – from the smallest rural 
works to the biggest plants – goes to one of those two sites to 
generate power.” In addition a year ago the company opened an 
£8m gas to grid project. “We treat sludge as a fuel, not a waste, 
and are proud of what we do.” In terms of a post 2020 sludge 
market, Warneford is excited. “We have a strong position and 
if the sludge market is to open up, we see it as an opportunity. 

We have already  taken sludge in from other companies, so it 
would be about formalising and extending that, and making it 
transparent and open for third parties to access that market. If 
we have capacity within our system, why not use it rather than 
a neighbouring company having to build its own?” See article 
p10-11 

❙  Wastewater treatment: Northumbrian’s compliance record is 
now very good, says Warneford. It has improved significantly over 
the last decade on the back of the adoption of an approach they 
call trigger Management (triM), which flags up problems when 
they are at a very low level to operators who can make an interven-
tion and gradually escalates warnings up the management chain 
as the severity of the problem grows. “So it’s not a matter of failure/
non failure. We have awareness at a much lower level.”

❙  proactive community action plans. Four to five years ago, the 
company invested in drainage area studies which have helped 
it understand where in its area the biggest risks of flooding or 
drainage problems are. Using this data, Northumbrian is now 
proactively approaching communities that are at risk of flooding 
but that as yet haven’t been flooded to try to prevent the situa-
tion before it arises. Initiatives might include behaviour change 
based programmes, working with local groups, and preventative 
SuDS works. “We firmly believe it is worthwhile to be proactive,” 
explains Warneford. “You have to break the cycle somewhere 
and hopefully prevent devastating flooding. There is just noth-
ing worse.”   tWr

We have a strong position and if  
the sludge market is to open up, we  

see it as an opportunity

With significant experience of partnership working under his belt, Warneford of-
fers some key observations on how to make collaboration with other parties on 
wastewater matters work for all. 
❙  Free your mind. “think about what an unconstrained set of minds would do 
about an issue. don’t go in with a blinkered view of who should pay or what the 
process should be. Listen to your partners and what their desired outcomes are, 
and retrofit who pays and the investment process on at the end.”
❙  share data. Working within the data Protection Act, do what you can to share 
data and look for opportunities that partnerships can deliver that silo working 
couldn’t. 
❙  Be flexible. even when schemes like Brunton Park are ultimately successful, 
their course rarely runs smoothly. “however, if trust is there, problems become 
a footnote to the project rather than defining it.” Also, “think as one team” 
and “don’t just blame your partners” when things don’t go to plan. 
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Tide turning: Northumbrian’s Paul Davison (right) and the  Environment 
Agency’s Phil Welton (left) the day the River Ouseburn was diverted
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Warneford
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It is just over a year since water customers in england and 
Wales with deadlocked complaints were given the oppor-
tunity to go to an alternative Dispute resolution (aDr) 
scheme, rather than the only option being to go to court. 

The Water redress Scheme (WatrS – see box) has run 
smoothly in the first 12 months, though inevitably given this 
is the first time aDr has been used, there are aspects that have 
been or will be adjusted in light of experience. 

Complaint patterns
The first thing to note is that the number of complaints reach-
ing the scheme has been very low: 132 applications came in in 
the year to the end of March 2016, around 100 of which ended 
up with a decision (in other cases, the customer complaint may 
not have been eligible for WatrS, or the company involved may 
have acted voluntarily to settle the complaint). 

Low numbers were expected; at the launch of the scheme, 
it was suggested that between 250 and 750 cases would be 
brought to WatrS, with expectations weighted towards the 
lower end. This largely reflected the fact that most complaints 
are successfully dealt with at the water company or CC Water 
level. It also reflected the fact that the industry did not plan 
to actively promote the existence of the scheme to custom-
ers: while general consumer awareness was desirable, it would 
be costly and inefficient to fund mass promotion given the 
scheme would only be used by a handful of customers a year; 
moreover complainants can’t bypass company and CC Water 
complaint arrangements.

But reality has undercut by almost half even the low end of 
expectations. Sandra Webber, chair of the WatrS panel – an 
independent panel set up to commission and monitor arrange-
ments – says this is a good thing. “It reflects the fact that compa-
nies have tried hard to solve things and that CC Water is doing 
a good job,” she points out. But she also stresses that the panel is 
alert to the possibility that the low number of applications could 
also reflect low consumer awareness of the aDr option and a 
slightly bureaucratic application process. 

although WatrS is open to all customers – household, non-
household, developers and self-lay organisations – so far it is 
mainly domestic customers who have availed themselves of the 
opportunity (6% have been non household). Billing problems 
have dominated in terms of causes of complaint, with sewerage 
issues including flooding and odour also comprising a sizeable 
number. as far as water company involvement is concerned, 
Webber says there has been “nothing unexpected” – the larger 
companies have had more complaints brought against them, but 
that would be expected because they serve more customers. 

Webber goes on to explain that in terms of outcome for the 
customer, cases that reached the decision stage in the first year 

were split down the middle: 50% were not upheld and no action 
was required from the company; the other 50% were upheld to 
some extent. The customer then gets 20 working days to decide 
whether to accept or reject the WatrS adjudicator’s decision be-
fore it becomes binding on the company. Unsurprisingly, where 
the case goes against the customer, few officially accept the out-
come. But where the decision has gone in the consumer’s favour, 
some interesting – if confusing – patterns have emerged. In 
around 62% of such cases the customer has accepted it; but 17% 
have rejected it, meaning they are left with no redress or have to 
take the case to court; and 17% simply don’t respond, meaning 
the company is not required to take the remedial  action which 
the adjudicator set out in the decision. Webber comments that 
it is unclear why some customers walk away after going through 
the whole process. “We do pursue consumer feedback, but not 
many opt to take part and we can’t force them to tell us.” 

Improvements after six months
Drawing substantive conclusions on how well the scheme is 
working is difficult given the low number of applications. But 
ongoing monitoring was designed in to the scheme, as were 
more formal six and 12 month reviews.

among the evaluation criteria set at the outset were matters 
such as whether the scheme: is perceived to be fair and impartial 
to customers and companies; is accessible to different groups of 
users; offers a good experience regardless of the outcome; is cost 
effective; is well understood and appropriately used; provides an 
effective feedback loop to companies; and provides a genuine al-
ternative to other means of recourse. 

Webber says the panel is satisfied with its choice of service 
provider in the Centre for effective Dispute resolution. CeDr, 
which provides aDr in other sectors including the postal ser-
vice and telecommunications, won a competitive tender for the 
work and Webber says it has been “very professional, and very 
responsive to our suggestions”. 

The panel instigated a number of changes following the six 
month review. These included: 

❙  making the system more user friendly. Faced with low appli-
cant numbers and constraints on overt promotion of the scheme 
as described above, the panel has tried to make the system as user 
friendly as possible for customers who will likely already be what 
Webber describes as “complaint weary”. The WatrS website is 
being revamped to this end, and crucially, the application form 
which was “long, wordy and a bit off-putting” has been simpli-
fied. In addition, last month CC Water took action to remove one 
step from the process of referring customers who remain unhappy 
with complaints that have passed through its doors: those who 
wished to elevate their problems to WatrS used to have to come 

WAtRs At One
Water’s AdR scheme has dealt with a low number of deadlocked 

complaints in its first year, but is already learning from them. 

back to CC Water and request a reference number.  Now custom-
ers can apply to WatrS as soon as CC Water has sent them a 
closure letter at the end of their involvement.

❙  case studies for customer reference. one possible reason why 
34%  of customers whose cases turn out in their favour reject or 
don’t respond to the decision is that they are disappointed with 
the redress on the table. Webber says many ask for “far too much 
compensation” having seen the maximum financial compensation 
limit is £10,000. to counter unrealistic expectations, the panel has 
decided to put case studies on the website so customers can have 
a clear idea up front of the sort of redress to expect. Webber adds: 
“We have put a new piece of guidance on about distress and in-
convenience compensation – what you might expect for having to 
spend time chasing a company about a bill, for example. That is a 
different level of compensation than, say, having to live without a 
bathroom for weeks because you have been flooded.” 

❙  Information sharing for companies. The full WatrS deci-
sions (redacted to protect identities) are now published  so water 
companies can learn from each other, on both likely outcomes 
from the adjudicators and ultimately on preventing customer 
complaints in the first place. one of the intentions of the stake-
holders involved in setting up aDr for water was that the data 
generated would be used for the wider good: to drive improve-
ments in the sector by providing information on the causes of 
complaints and on how those issues should be dealt with. If com-
panies could take actions at the outset that adjudicators would 
order, it would save the customer a lot of bother and contribute 
to trust and confidence in the sector. 

Companies embraced this philosophy from the outset and were 
always fully behind the introduction of the scheme. Just over a year 
in and Webber is impressed that water companies have walked the 
walk as well as talking the talk. “There has been good cooperation 
and positive attitudes. Companies have been really constructive in 
setting up and working with the scheme. There has been nothing 
like non compliance with the rules or the adjudicators’ awards.” 

She has many years of consumer side experience across a 
number of sectors, and remarks that it is not always thus. “per-
haps because companies are not in competition, it’s been notable 
that they have been positive about the whole idea and not in any 
way resistant to binding decisions.” 

Full year review
The outcome of the panel’s 12 month review of WatrS is ex-
pected to be published in September. This has included indepen-
dent market research among companies to gauge whether they 
are satisfied the scheme is fair and balanced. Webber provides a 
flavour of some of the issues that are emanating from the review, 
and others on the horizon for next year. 

❙  Five day defence. Currently, after receiving notification of a com-
plaint, CeDr gives companies five working days to decide if they 
are going to do a deal or contest it. If they contest it, they also have 
to provide their evidence within that five days. The logic behind that 
timescale is that the complaint has already gone through CCWater, 
and the process is meant to be quick for the customer. But some 
companies have flagged up that five days is very tight for them, “par-
ticularly if they want to get a fresh pair of eyes to look at the case,” 

Webber explains. So the panel is considering extending the limit. 

❙  Interest payments. The panel consulted with water companies 
after the six month review and, on its recommendation, Water 
UK agreed to permit the award of interest to customers who 
have been overcharged. This kicked off on 1 June. 

❙  Simplifying communications on decisions. another possible 
reason a third of customers either reject or walk away from adju-
dicators’ decisions that have gone in their favour is that they sim-
ply may not understand them. Webber notes the language used 
is “a bit legalistic” – particularly compared with the way other 
aDr schemes she has experience of, such as in financial ser-
vices, communicate decisions to customers. “Certainly there is a 
higher acceptance rate with some other schemes,” she observes.

❙  retail market opening. WatrS was designed to enable retail 
new entrants to join up but once the non household market is 
open, new issues may be thrown up for it to deal with. “Mis-
selling is a good example,” says Webber, “and small print type is-
sues”. She notes that under ofwat’s Customer protection Code of 
practice, retailers will have to join an aDr scheme but that there 
is no specification this has to be WatrS. “I suspect they [ofwat] 
didn’t want to close the market to aDr,” Webber speculates, “so 
there is nothing to stop a water supplier asking to join another 
aDr scheme”. However she adds there are “good reasons for 
companies to choose to join our scheme” – including adjudica-
tors specially trained in water sector issues; a technical panel on 
hand which can advise adjudicators; and because “our scheme 
has already ironed out a lot of the wrinkles”.   tWr

WAtRs opened for business on 1 April 2015 and is specifically for customers with 
deadlocked complaints – those which have not reached a satisfactory conclu-
sion for the customer despite going through the complaints process of the 
involved water company and CC Water. 

One of ten WAtRs adjudicators considers each case that is brought forward 
and, if they uphold the customer’s complaint, imposes a decision that is bind-
ing on the water company if the customer accepts it. this may be for financial 
compensation of up to £10,000 for households and £25,000 for businesses, or 
some other remedy such as the write off of a debt. the customer is however free 
to reject the adjudicator’s decision and pursue redress in law. 

the scheme is able to deal with most common complaint causes, including 
metering, billing, leakage, sewer flooding and supply issues. It is free at the point 
of use for the customer; general funding is borne by the industry on a shared 
basis, with case fees charged to companies involved in disputes.

An independent oversight panel was established to ensure the indepen-
dence and impartiality of the scheme. Initially the panel oversaw the contract 
specification and tender arrangements for the service provider (CedR) and 
now performs a monitoring and review role. 

the current members of the AdR panel (they work in an individual capacity, 
rather than as representatives of their respective organisations) are:
❙  sandra Webber (chair) – former director of consumer support at uK Civil Avia-
tion Authority
❙  helen hunter – director of customer data and relationships, J sainsbury
❙  Adam scorer – former director, Consumer Futures 
❙  Richard Khaldi – senior director, customers and casework, Ofwat 
❙  sir tony Redmond – regional chair, CC Water
❙  Rachel Barber – customer service director, south staffs Water
❙  Gary dixon – former domestic retail director, united utilities.

tHe WAtrs scHeMe
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how much more resilience could we gain from greater 
water interconnection? and how do inter-connec-
tors measure up against other resilience options? 
These were among the issues explored at May’s In-

depen Forum –  where industry leaders, investors, policy mak-
ers and regulators meet monthly to discuss an infrastructure 
issue of the day.

An M25 for water
There was near universal support for the principle of more in-
terconnection in water. The simple fact is the network isn’t as we 
would design it if we could start over, and more linkages could 
rebalance local deficits for the benefit of both water consumers 
and the environment. This could also be less costly than other 
means of securing supplies. 

a less commonly cited potential benefit that came up in dis-
cussion was that interconnectors could also perform a reverse 
function if accompanied by more storage: localised flooding 

could be mitigated if the water could be dispersed over a wider 
area through better network connectivity. 

Some Forum participants considered more interconnection to 
be a pressing issue in areas prone to water stress. one said compa-
nies in southern and eastern england are wrestling heroically with 
population growth rates of around 20%; leakage reduction de-
mands of typically over 10%; and reducing abstractions that may 
damage the environment. The situation is urgent: should there be 
three consecutive dry winters, demand would outstrip supply. 

The speaker went on to make the case for “an M25 for water”, 
observing that despite the fact that such ambitious propositions 
have been off the menu of late because the priority has been to 
pursue the lowest water price, that line of thinking will pale in 
the face of the rising challenge of drought and flood. DeFra’s 
thinking on the affordability/resilience balance is understood to 
be shifting away from the simple price trumps protection man-
tra. The speaker remarked that a flagship project like a water 
M25 would have the additional benefit of attracting political in-
terest and raising the profile of these crucial issues.

More interconnection in water found further support at 
the Forum on ideological grounds: that more interconnection 
would mean more flexibility, which could only be a good thing – 
no one has ever complained about having too much choice. one 
participant pointed out that if we open our minds to  think about 
greater connectivity in the broadest sense, there is even more to 
play for. Specifically, we shouldn’t just consider linkages through 
pipe networks alone because this fails to appreciate the breadth 
and complexity of water systems. In fact:
❙  Natural systems as well as man made ones provide connec-
tivity. abstraction reform aims to facilitate trades using natural 
systems – both surface and groundwater. 
❙  There is a whole set of stakeholders beyond water companies 
who might want to participate in the decision making on, and 
delivery of, more interconnectivity – for instance, farmers and 
growers, industry and power companies. Bringing all these 
stakeholders into the equation will open up more possibilities. 

The participant pointed out that to consider all the options, we 
should deploy sophisticated scenario planning: what might hap-
pen under different models; how we could mitigate any downsides 
and maximise upsides; and how things might subsequently pan 
out? He pointed out we should not assume there is a “right” an-
swer; nor that an effective answer today will remain so in future. 

tOGetheR
On paper, more water interconnection 

makes perfect sense but practical issues 
are likely to constrain ambition. 

?BetteR 
Reality check
While more interconnection got the all round thumbs up in prin-
ciple, its ability to deliver broad brush resilience improvements in 
reality was called into question at the Forum – largely on practi-
cal grounds. one participant pointed out the bald fact that  we 
are moving into a world of chronic imbalance where there simply 
won’t be areas of surplus to supply areas of deficit on a local basis. 

Moreover, emerging findings from industryled work on water 
resource resilience looking 50 years ahead suggest water quality 
issues would restrict the transfer of both surface and groundwa-
ter. Hydrology issues and unintended consequences – such as the 
movement of invasive species through natural systems – would 
constrain interconnection ambition. Work is going on both by the 
industry and other professional associations to understand the 
sheer complexity of water systems; what the challenges are; what 
the choices are on matters such as levels of resilience and cost; 
and how different types of water user can play different roles. one 
Forum member noted the immediate priority is to gain a better 
understanding of all of these issues, so judgements on resilience 
can be based on evidence. Moreover, that it will be vital to accept 
that this is a shared endeavour not any one party’s responsibility.

system operation
However extensively greater interconnection might be pursued, to 
get the most benefit we will need a shift in mindset too, said one 
participant. Commonly in the past, cross boundary links have been 
perceived as the pet projects of the water companies involved, rather 
than a strategic contribution to security of supply across the board. 
This should change; someone would need to have oversight of the 
interconnections to manage them optimally. But who? 

This question of system operation – specifically whether we need 
a System operator (So) and if so, how should we define the system 

it governs and who should perform the role – is now a recurrent 
theme in water sector debates on both resilience and market reform. 
as one Forum member pointed out, the debate often polarises into 
those who support a “command and control” approach – some kind 
of central overseer, at, variously, national/catchment/regional level – 
and those who favour a market led approach. 

among supporters of the former idea, views varied on who 
should perform the role. The water company is the default choice 
for many, given its extensive experience of balancing supply and 
demand and all the issues that go with it, and its ability to con-
vene other stakeholders. one participant suggested the environ-
ment agency might be an alternative So (to the obvious distaste 
of others). potentially there could be a new independent body. 
one speaker offered that it didn’t really matter who performed 
the role, as long as it was performed effectively. 

Those who favoured a distributed responsibility cited argu-
ments including that centralisation could lead to lack of flexibil-
ity, the loss of intelligence that sits with the wide range of exist-
ing stakeholders, and erroneous decision making. one member 
pointed out that back in the 1970s, Water resources planning 
Boards performed the role – and made some big mistakes. 

another offered a more positive outlook: that some £15bn a 
year is spent on environmental outcomes, but currently this is 
compartmentalised into inefficient silos. Greater use of markets 
could deliver more bang for our buck. Crucially, another partici-
pant made a practical observation – that we have to deal in reality: 
the government has shown no sign of going down a centralised 
So route, and every sign of putting more faith in markets.

Clearly, greater interconnection holds promise for greater 
resilience. But it’s no easy option or silver bullet. The industry’s 
work to build the evidence base on long term water resilience 
options can’t come too soon.   tWr

On paper, interconnection in electricity is a lot simpler than in water – in so much 
as there are no quality issues to consider at least. But as a concept, interconnec-
tion in power was far less well supported in the discussion than water links.  

some Forum members spoke in favour of electricity interconnection on the 
grounds that it would add flexibility to the system and potentially yield as yet unfore-
seen opportunities. But for many, the very principle of more interconnection with 
the Continent was viewed negatively: specifically, as a last resort quick-fix, needed 
because energy policy has failed. had uK energy policy succeeded – had more 
clean gas or new nuclear been built; more storage been delivered; or carbon 
targets not been agreed – the country would be self sufficient and have no need 
to import. had european energy policy succeeded, countries would not have to 
export power that has been subsidised by tax-payers at marginal cost.

One of the meeting’s formal speakers observed interconnection follows car-
bon capture and storage (now almost binned) and new nuclear (expectations 
are falling) as the “new great idea” among policymakers. But he pointed out 
that there has been little discussion of whether more interconnection is actually a 
good idea. Or of where the optimum level might be.

electricity iNtercoNNectioN = Policy FAilure? 
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The Irish republic’s two main po-
litical parties – Fianna Fail and 
Fine Gael – are once again at log-
gerheads over the future of do-
mestic water charges.

after a period of claims and 
counter claims over interpreta-
tions of eU laws on water, the tao-
iseach has insisted that people will 
have to pay for water in the future 
or the country would face hefty 
fines from Brussels. enda Kenny 
was supported by housing and 
environment minister Simon Co-
veney, who has publicly voiced his 
belief that Irish homeowners are 
required to pay for water under 
eU law. Coveney has revealed he 
personally rang eU environment 
commissioner Karmenu Vella to 
“assure” him about the implica-
tions of the political war over wa-
ter charges in Ireland.

The controversy has sparked 
anger in Fianna Fail which point-
ed out that the party only  agreed 
to facilitate a Fine Gael minor-
ity government on a “clear under-
standing” that water charges could 
be abolished if it was recommend-
ed by an oireachtas committee 
and voted on by the Dail.  an in-
ternal Fianna Fail briefing docu-
ment has made it clear that the 
party believes “there is now a clear 
route to get rid of water charges”. It 
continued: “The Fianna Fail posi-
tion remains the same and our le-
gal advice confirms that domestic 
water charges do not have to be 
applied in Ireland under eU law.”

Coveney has stressed that the 
buck stops with him. “as minister 
with responsibility for water, it is 
up to me to try and create a ratio-

nal discussion around water and 
how we pay for it and how we can 
dramatically improve infrastruc-
ture.” He commented: “When 
we signed up with Fianna Fail to 
nine months’ suspension, I have 
always held the view that we have 
an obligation under the Water 
Framework Directive and, until 
someone else tells me otherwise, 
we have to have some form of a 
domestic charging system.”

The administration is due to 
publish its legislation to facilitate 
the suspension of domestic water 
charges for nine months shortly. 
a briefing note prepared by of-
ficials at the Department of the 
environment, Community and 
Local Government has stressed 
that early funding decisions will 
have to be made to ensure Irish 
Water remains on target to meet 
a number of goals. These include 

eliminating water contamination, 
lifting boil water notices, reduc-
ing leaks and ending the discharge 
of untreated water at 44 locations, 
while also increasing water and 
wastewater capacity, particularly 
in Dublin.

The State will have to make up 
the cost to Irish Water of suspend-
ing charges, which is estimated to 
be €115 million in 2017. Irish Water 
could be forced to axe the delivery 
of new water and wastewater plants 
amid this uncertainty about its level 
of funding. to date no money has 
been allocated to the utility for 2017, 
and it is not yet clear if the Fine Gael 
minority government will make up 
the entire shortfall.

While the programme for Gov-
ernment says that the €5.5bn set 
out for upgrading the “dilapidat-
ed” infrastructure between 2016 
and 2021 will be protected, there 

is no certainty on allocations for 
next year and when money will be 
committed.

The Commission for energy 
regulation (Cer) is currently 
considering Irish Water’s capital 
plan for 2017-2021, and the util-
ity could be forced to drop prior-
ity schemes if money is not made 
available as is needed.

The installation of water meters 
is now under review. Irish Water’s 
programme, which led to major 
protests across the State, has cost 
more than €500 million so far. 
Irish Water had planned that the 
roll-out of water meters would 
continue until the end of this year 
but this is now being reassessed.

The febrile atmosphere sur-
rounding the utility has been 
compounded by accusations from 
Sinn Fein politicians that it misled 
the public over the likely cost of 
abolishing Irish Water, put at €100 
million. Freedom of Information 
documents confirmed that this 
was an estimate given verbally to 
the media. Sinn Fein argued: “This 
was an attempt to try to scare the 
public away from parties who sug-
gested that Irish Water should be 
abolished.”

However an Irish Water spokes-
woman said it had been made 
clear at all times that this was an 
estimate. “an informed estimate 
of €100 million was given verbally 
but it was made explicitly clear 
that this was a broad estimate only 
and would need to be fully costed 
in the event that the winding up 
of the utility actually came about,” 
she stressed. 
❙  Roger Milne

Irish water minister: bills will be back

DeFra has updated its instruc-
tions to the environment agen-
cy following amendments to the 
Groundwater Directive. Its new 
requirements include:
❙  the monitoring and setting 
of thresholds for pollutants in 

groundwater
❙  adding new pollutants to the list 
of pollutants to be monitored
❙  changing the information to be re-
ported to the european Commission.

Similar Directions have been is-
sued by Welsh ministers to Natural 

resources Wales. The Directions 
will come into force on 11 July 2016.

Separately, DeFra has drafted 
updated drinking water supply 
regulations and private water sup-
ply regulations to transpose a new 
european requirement to monitor 

for radioactive substances. They 
also clarify and consolidate the 
drinking water legislation in line 
with the government’s commit-
ment to better regulation. This fol-
lows a consultation which ran in 
February and March.

deFRA updates drinking water and groundwater rules

Kenny: it’s bills or 
Brussels’ fines
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Domestic customers have indi-

cated they would give short 

shrift to a retail water market 

that offered minimal savings, 

and would demand extensive policy in-

tervention to protect the vulnerable and 

those who don’t want to engage. 

To inform Ofwat’s work to assess the 

business case for extending retail compe-

tition into the household sector, the Con-

sumer Council for Water commissioned 

quantitative and qualitative research into 

householder views. The resulting report, 

Floating the idea, was published towards 

the end of last month. 

It shows considerable support among 

customers for the principle of having a 

choice of supplier: 65% agreed with intro-

ducing competition in principle, and 56% 

said they were likely to consider switch-

ing. One comment summarised: “I think 

competition is good as it makes compa-

nies work for your business. In the end, 

competition will drive down prices which 

ultimately is good for the consumer.” 

These figures grew slightly to 67% and 

58% respectively when it was explained 

that it was only the retail front end that 

would alter; the actual water would be 

unchanged. They held reasonably steady 

when customers were told a competitive 

retail market would mean some custom-

ers would end up with more choice than 

others; that some would benefit and oth-

ers lose out. 
However, once practical concepts were 

introduced, respondents’ views shifted 

substantially. These trends are shown in 

the graph.Told they would save an average 

£4-8 by switching, it was remarkable that a 

third (32%) still said they would likely con-

sider a switch. It seems wise to point out 

that what customers say they would do and 

what they actually would do can be two 

different things; and to observe that in the 

energy market where much more substan-

tial savings are on offer, there is a distinct 

wedge of sticky customers. 

Sensibly the CC Water research also 

asked customers to name their price: how 

much would they need to save to switch? 

These results are shown in the table and 

point to only 6% considering a switch for 

less than a £10 saving (worth noting too 

that customers were not informed/ques-

tioned about the possibility of costs aris-

ing from market opening).  

CC Water chief executive Tony Smith 

observed that the government’s go/no go 

decision on household market opening 

should be  “a customer orientated deci-

sion rather than principles orientated”. 

He stressed the importance of not dis-

appointing customers; that raising then 

dashing their hopes could be damaging. 

“Our agenda is to improve customers’ ex-

perience in water and their perceptions of 

the water industry, particularly in terms 

of value for money,” he added. 

The prospect of a disengaged customer 

base (on price) is tempered by the fact 

that 44% indicated they would consider 

switching to a supplier who offered better 

How mucH would you need to 

save to switcH? 

saving Proportion who said they would consider 

a switch

£1-10
6%

£11-20
9%

£21-40
17%

£41-60
22%

£61-80
2%

£81-120
14%

£121+
6%

no answer
23%

total 100% (3595 respondents)
Source: CCW

householD comPetition: 

PrinciPles anD Practice
Despite enthusiasm in principle, cc water’s 

customer research on domestic switching prospects 

suggests the demand side would be inactive and 

the policy framework necessarily interventionist.

service but no bill savings. This propor-

tion might well contain both the actively 

unhappy/disaffected and the more pro-

active consumer who is out for a better 

deal. What exactly would qualify as better 

service remains unclear though. Floating 

the idea revealed customers wouldn’t be 

any extra motivated to switch by the offer 

of bundled services or incentives such as 

cash back or loyalty points. 

Policy implications

CC Water further delved into consumer 

views on some of the deeper policy issues 

that opening the household market would 

throw up. It found: 

❙  Metering: The proportion of unmetered 

customers likely to consider switching re-

duced significantly, from 54% to 26%, if 

they had to have a water meter installed, 

suggesting this as a barrier to entry to a 

competitive water market for some. Smith 

questioned: “Would a change in metering 

policy follow a household market? What 

would happen?”

❙  Disconnection: There was widespread 

support for the continuation of the ban on 

disconnection, regardless of the market. 

Smith explained there had been no sug-

gestion whatsoever of a policy change on 

this, but that some competitive scenarios 

might raise the prospect of disconnection 

by the back door – for instance, if a cus-

tomer prepaid for bundled services and 

their credit ran out.

❙  Debt: 68% of survey participants said 

customers in debt should be blocked from 

switching.

❙  Social tariffs: 59% said all water com-

panies should offer social tariffs. Smith: 

“So how would that [continuation of so-

cial tariffs] work, given social tariffs are 

regionally based? Would water retailers 

be obliged to offer them? Would there be 

greater need for a nationwide policy?” 

❙  Retail exit: whether incumbents would 

be able to quit the household market as 

they can the non household market is 

as yet unclear. The research showed that 

while retail exit may stimulate levels of 

switching (36% would be more likely to 

change supplier if their incumbent quit), 

retail exit itself as a policy is not welcomed 

by customers (31% would be less sup-

portive of competition in this instance) 

because the choice to carry on with their 

current supplier is as important to them 

as the choice to switch.

Smith commented that customers had 

shown an appetite for policy intervention 

in some areas, and that CC Water would 

continue to keep on eye on regulatory and 

government follow up on policy issues, 

should market opening be progressed. 

“There are a lot of policy issues raised 

and they need thinking through,” he con-

cluded. 

Spontaneous
(uninformed)

More informed 
views (retail) 

Di�erent coice 
of suppliers 
for di�erent 
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Variying cost  
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Supportive of competition        Likely to consider switching

80%

70%

60%

50%

40%

30%

20%

10%

0

Increasing level of information supplied

65%
67% 66%

51%
56%

58%
51%

32%

levels of support for competition and likeliHood 

to consider switcHing

With the prospect of a domestic retail 

market on the horizon, Echo Managed 

Services has urged water companies to 

improve their debt collection practices or 

risk losing customers down the line.

In Counting the cost of debt recovery, 

a survey of 1,500 UK households, 56% 

said they would be more likely to switch 

if they had a poor debt collection experi-

ence while 41% said they would likely re-

count details of their poor experience to 

others.  There was also evidence that poor 

practice can hamper the recovery of the 

debt, with 18% saying that they would de-

lay payment further to punish their com-

pany. On the flip side, 60% of customers 

said a good debt recovery experience 

would encourage loyalty  while 35% said 

they would recommend such a provider 

to others and pay more promptly. 

The survey found customers could “de-

velop strong emotional feelings – both 

good and bad – towards everyday service 

providers” on the back of debt collection 

experiences. Among the examples quoted 

in the research report were that custom-

ers had been made to feel abused, belittled 

and harassed by poor practice and in turn 

had felt angry, resentful and repelled by 

the company chasing the debt. 

The research further revealed fascinat-

ing debt patterns in the UK.  It found two 

thirds of people have, at one time or an-

other, missed a payment and experienced 

debt recovery procedures and, strikingly, 

the percentages varying little between 

income types (see table). The most com-

mon reason for non payment was forget-

fulness, not financial hardship.

Echo commented: “Therefore, tak-

ing a one-size-fits all approach to debt 

recovery is neither desirable, nor likely 

to be effective. When companies call in 

outstanding money, collections practices 

are being experienced by a wide range of 

customers – including those likely to be 

amongst your most loyal and profitable…

Customer profiling is vital. It’s important 

to know the make up of your customers 

and ensure agents are trained to adapt and 

tailor their approach based on this infor-

mation.”
It advised water companies who face 

potential retail competition within five 

years not to make assumptions about cus-

tomer circumstances; to tailor debt collec-

tion practices to individual circumstanc-

es; to offer a choice of communication 

channel; to train agents to understand 

vulnerability and signpost needy custom-

Debt is emotional anD can PromPt 

ers to help and advice; to be open, trans-

parent and fair; to prioritise customer 

service as well as debt collection; to think 

long term but act sooner rather than later 

with customers; and to treat debt as “sim-

ply another part of the customer journey”.

proportion wHo Had missed a 

payment, split by income

less than £10k £10k-£20k £20k-£40k £40k+

55% 67% 59% 62%

switching
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InterconnectIon|feature

feature|InterconnectIon

H ow much more resilience could we gain from greater water interconnection? And how do inter-connec-tors measure up against other resilience options? These were among the issues explored at May’s In-
depen Forum –  where industry leaders, investors, policy mak-
ers and regulators meet monthly to discuss an infrastructure 
issue of the day.

An M25 for waterThere was near universal support for the principle of more in-
terconnection in water. The simple fact is the network isn’t as we 
would design it if we could start over, and more linkages could 
rebalance local deficits for the benefit of both water consumers 
and the environment. This could also be less costly than other 
means of securing supplies. A less commonly cited potential benefit that came up in dis-
cussion was that interconnectors could also perform a reverse 
function if accompanied by more storage: localised flooding 

could be mitigated if the water could be dispersed over a wider 
area through better network connectivity. Some Forum participants considered more interconnection to 
be a pressing issue in areas prone to water stress. One said compa-
nies in southern and eastern England are wrestling heroically with 
population growth rates of around 20%; leakage reduction de-
mands of typically over 10%; and reducing abstractions that may 
damage the environment. The situation is urgent: should there be 
three consecutive dry winters, demand would outstrip supply. 

The speaker went on to make the case for “an M25 for water”, 
observing that despite the fact that such ambitious propositions 
have been off the menu of late because the priority has been to 
pursue the lowest water price, that line of thinking will pale in 
the face of the rising challenge of drought and flood. DEFRA’s 
thinking on the affordability/resilience balance is understood to 
be shifting away from the simple price trumps protection man-
tra. The speaker remarked that a flagship project like a water 
M25 would have the additional benefit of attracting political in-
terest and raising the profile of these crucial issues.More interconnection in water found further support at 
the Forum on ideological grounds: that more interconnection 
would mean more flexibility, which could only be a good thing – 
no one has ever complained about having too much choice. One 
participant pointed out that if we open our minds to  think about 
greater connectivity in the broadest sense, there is even more to 
play for. Specifically, we shouldn’t just consider linkages through 
pipe networks alone because this fails to appreciate the breadth 
and complexity of water systems. In fact:❙  Natural systems as well as man made ones provide connec-
tivity. Abstraction reform aims to facilitate trades using natural 
systems – both surface and groundwater. ❙  There is a whole set of stakeholders beyond water companies 
who might want to participate in the decision making on, and 
delivery of, more interconnectivity – for instance, farmers and 
growers, industry and power companies. Bringing all these 
stakeholders into the equation will open up more possibilities. 

The participant pointed out that to consider all the options, we 
should deploy sophisticated scenario planning: what might hap-
pen under different models; how we could mitigate any downsides 
and maximise upsides; and how things might subsequently pan 
out? He pointed out we should not assume there is a “right” an-
swer; nor that an effective answer today will remain so in future. 

togetHeron paper, more water interconnection makes perfect sense but practical issues are likely to constrain ambition. 

?Better 
reality check
While more interconnection got the all round thumbs up in prin-
ciple, its ability to deliver broad brush resilience improvements in 
reality was called into question at the Forum – largely on practi-
cal grounds. One participant pointed out the bald fact that  we 
are moving into a world of chronic imbalance where there simply 
won’t be areas of surplus to supply areas of deficit on a local basis. 

Moreover, emerging findings from industryled work on water 
resource resilience looking 50 years ahead suggest water quality 
issues would restrict the transfer of both surface and groundwa-
ter. Hydrology issues and unintended consequences – such as the 
movement of invasive species through natural systems – would 
constrain interconnection ambition. Work is going on both by the 
industry and other professional associations to understand the 
sheer complexity of water systems; what the challenges are; what 
the choices are on matters such as levels of resilience and cost; 
and how different types of water user can play different roles. One 
Forum member noted the immediate priority is to gain a better 
understanding of all of these issues, so judgements on resilience 
can be based on evidence. Moreover, that it will be vital to accept 
that this is a shared endeavour not any one party’s responsibility.System operationHowever extensively greater interconnection might be pursued, to 

get the most benefit we will need a shift in mindset too, said one 
participant. Commonly in the past, cross boundary links have been 
perceived as the pet projects of the water companies involved, rather 
than a strategic contribution to security of supply across the board. 
This should change; someone would need to have oversight of the 
interconnections to manage them optimally. But who? This question of system operation – specifically whether we need 
a System Operator (SO) and if so, how should we define the system 

it governs and who should perform the role – is now a recurrent 
theme in water sector debates on both resilience and market reform. 
As one Forum member pointed out, the debate often polarises into 
those who support a “command and control” approach – some kind 
of central overseer, at, variously, national/catchment/regional level – 
and those who favour a market led approach. Among supporters of the former idea, views varied on who 
should perform the role. The water company is the default choice 
for many, given its extensive experience of balancing supply and 
demand and all the issues that go with it, and its ability to con-
vene other stakeholders. One participant suggested the Environ-
ment Agency might be an alternative SO (to the obvious distaste 
of others). Potentially there could be a new independent body. 
One speaker offered that it didn’t really matter who performed 
the role, as long as it was performed effectively. Those who favoured a distributed responsibility cited argu-
ments including that centralisation could lead to lack of flexibil-
ity, the loss of intelligence that sits with the wide range of exist-
ing stakeholders, and erroneous decision making. One member 
pointed out that back in the 1970s, Water Resources Planning 
Boards performed the role – and made some big mistakes. Another offered a more positive outlook: that some £15bn a 
year is spent on environmental outcomes, but currently this is 
compartmentalised into inefficient silos. Greater use of markets 
could deliver more bang for our buck. Crucially, another partici-
pant made a practical observation – that we have to deal in reality: 
the government has shown no sign of going down a centralised 
SO route, and every sign of putting more faith in markets.Clearly, greater interconnection holds promise for greater 
resilience. But it’s no easy option or silver bullet. The industry’s 
work to build the evidence base on long term water resilience 
options can’t come too soon. 

on paper, interconnection in electricity is a lot simpler than in water – in so much 
as there are no quality issues to consider at least. But as a concept, interconnec-
tion in power was far less well supported in the discussion than water links.  

Some Forum members spoke in favour of electricity interconnection on the 
grounds that it would add flexibility to the system and potentially yield as yet unfore-
seen opportunities. But for many, the very principle of more interconnection with 
the continent was viewed negatively: specifically, as a last resort quick-fix, needed 
because energy policy has failed. Had UK energy policy succeeded – had more 
clean gas or new nuclear been built; more storage been delivered; or carbon 
targets not been agreed – the country would be self sufficient and have no need 
to import. Had european energy policy succeeded, countries would not have to 
export power that has been subsidised by tax-payers at marginal cost.

one of the meeting’s formal speakers observed interconnection follows car-
bon capture and storage (now almost binned) and new nuclear (expectations 
are falling) as the “new great idea” among policymakers. But he pointed out 
that there has been little discussion of whether more interconnection is actually a 
good idea. or of where the optimum level might be.

electricity interconnection = policy failure? 
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Ofwat last month published its final Customer Protection Code of Practice, 

having only made minor tweaks from the draft version it consulted on in March. 

The Code targets most protections at micro businesses – which the regulator has 

defined as those with fewer than ten employees. 

Key aspects of the Code are summarised in the table. A requirement to com-

ply has been included in WSSL standard conditions and Ofwat is consulting on 

the inclusion of a compliance condition in  instruments of appointment. 

Ofwat has more work earmarked in a small number of areas either to finalise 

the finer detail or to support wider work. These include:

❙  Developing a standard format for the TPI letter of authority for micro busi-

nesses.
❙  Supporting the development of a TPI voluntary code of practice.

❙  ADR arrangements  – these will be monitored and Ofwat will confirm in Q4 

whether it will set out some guidance on criteria that each scheme should meet.

SCOTTISh ReTAIL MARKeT|feature

feature|SCOTTISh ReTAIL MARKeT

WICS is updating business retail arrangements in 

Scotland to reflect market maturity and to en-

sure a level playing field is maintained ahead of 

the opening of the English market next year.

Its first step is a consultation running until 20 June on licence 

changes for retailers. This was signalled back in November in the 

form of an Open Letter. Since then the regulator has reviewed con-

sultation responses to the letter with stakeholders and on the back 

of those discussions has presented legal drafting for consultation.

Self sufficiency and compliance

Under a proposed amendment to standard licence conditions, it 

will be prohibited for an English/Welsh water company to pro-

vide financial support to a related licensee in Scotland, unless the 

support is provided on an arm’s length, commercial basis. Each 

licensed provider (LP) will also be required to provide an annual 

compliance declaration on this from their board and the board 

of their ultimate controller, as well as a declaration of compliance 

with other obligations.

Some English water companies with LPs operating in Scotland 

are understood to have opposed this idea on the grounds that it 

would be burdensome. However WICS said it was keen “to pro-

vide confidence that there is a level playing field for all LPs in the 

Scottish retail market” – from which we can read perhaps that it 

doesn’t want any subsidised (cut price) deals struck in Scotland 

as a tool to win national contracts with multi-site customers.

Head of competition Charles Yates says WICS has weighed up 

the arguments on both sides carefully and has concluded: “We 

feel it is proportionate and that companies should be reviewing 

their compliance anyway. There are examples of similar things 

in other markets too – Ofgem for instance requires annual cer-

tification around resourcing.” He adds that prevention is better 

than cure on this: it is better to proactively seek a level playing 

field up front than to pursue it retrospectively in court at huge 

effort and expense.

Yates expects English water companies may continue to push 

back against this annual compliance reporting requirement 

through the course of the consultation. But he adds that should 

WICS go ahead with the change, “I expect they will be good cor-

porate citizens and comply”.

Business Stream
Special provisions were put in place for Business Stream as the 

incumbent retailer with a 100% market share when the Scottish 

market opened in 2008. These provisions have been effective, but 

the backdrop has now changed. There are 23 LPs active and Busi-

ness Stream’s market share stands at 51%. Consequently, WICS 

has proposed dropping the requirement for the company to pub-

lish details of the charges, terms and conditions it agrees with cus-

tomers within 40 days of doing so, once Business Stream’s market 

STAyIng 
WICS is refreshing business retail market arrangements in Scotland, 

starting with reasserting the level playing field as Business Stream’s 

market share nears 50% and england prepares for retail competition. 
On The LeveL

share sinks to the 50% mark (expected within a few months).

Yates explains WICS had some pushback against this suggestion 

from LPs, who argued they valued the intelligence provided by 

Business Stream’s charging data. However he says the regulator is 

considering adjusting arrangements to reflect the growth of com-

petition over the past eight years and to enable Business Stream to 

operate “more like a normal company in a normal market”.

Another thread to this activity is WICS’ plan to give Business 

Stream more flexibility around the rate of return it is required 

to generate. Under a Governance Code created for the company 

at market opening, the incumbent retailer had to make a return 

on equity in its regulated business of at least 12% nominal per 

annum. Yates explains this was another precaution to ensure the 

playing field was level for all: “When the market opened, the con-

cern was Business Stream as a government company could com-

pete unfairly by accepting a low rate of return. The requirement 

to earn 12% was to safeguard against that.”

Again times have changed. Returns generally have fallen, in 

part because inflation is down. So while the prevention of under-

cutting principle holds firm, the rigid 12% number is no longer 

appropriate. WICS has proposed instead “a general obligation 

for Business Stream to achieve a rate of return which, in any year, 

reflects both a reasonable long term equity return and a premi-

um based on the particular risks it faces, but without the require-

ment to specify a particular level or measure of return”.

Yates explains the company will be able to propose an alterna-

tive if it wishes. He adds: “This is consistent with the way regula-

tion is going: giving more responsibility to companies and over-

seeing rather than handing out numbers.”

vacant sites
Separately, WICS is consulting until 16 June on revisions to its 

Vacant Site Incentive Scheme. This was introduced in 2010 and 

offers LPs £250 to register non-household customers at sites that 

are occupied but logged as vacant in the central system. Until 

2012, LPs could only claim for their own registered supply points 

but since then have been able to make claims for supply points 

registered to other LPs. The objective is to lower costs for all non 

household customers by ensuring everyone pays the wholesale 

charges due to Scottish Water.

In some cases, administering the vacant sites scheme has be-

come slow and complicated, and WICS has proposed revisions 

to straighten things out as far as possible before April, when new 

charging principles will make landlords liable for vacant site 

charges. These include:

❙  Defined timescales and outcomes where the LP registered for 

the supply point fails to act or disagrees with the change pro-

posed by another LP.

❙  Scottish Water is to play a more active role in managing the 

information flow between participants to improve all parties’ vis-

ibility of the process. The wholesaler will perform basic checks 

and keep a central record of all applications currently in progress.

❙  Disputes between LPs will be referred to an independent expert.

WICS also committed to carry out a review of the future of the 

scheme once more details on the implications of the new charg-

ing principles are available.

Customer protection

Yates highlighted two further upcoming activities WICS will be 

Ofwat’s final custOmer prOtectiOn pOsitiOn

PROPOSAL

MICRO  
BuSIneSSeS

ALL  
CuSTOMeRS

1.Code compliance required? 
✓ ✓

2. Regulate quality of sales & marketing information ✓

3. Provide certain basic information in writing ✓ ✓

4. ensure TPI agents aware of code
✓ ✓

5. Standards of conduct re contracts
✓

6. Provide certain minimum information
✓

7. SPID number and switch option on bills
✓ ✓

8. Seven day cooling off period
✓

9. ensure customer understands contract terms ✓

10. Retailer to obtain TPI Letter of Authority
✓ ✓

11. Retailer to ensure customer contract valid before 

requesting a switch

✓ ✓

12. Outgoing retailer to advise if switch cancelled ✓ ✓

13. Provide at least one accurate bill a year ✓ ✓

14. Final bill issue within six weeks
✓

15. Final bill based on transfer read from incoming 

retailer

✓ ✓

16. Back bills limited to 16 months
✓ ✓

17. Reasonable payment plan with any back bill ✓

18. Retailer to have effective complaint handling 

and an ADR scheme (see feature, p20-21)

✓ ✓

undertaking as part of its non household retail market refresh:

❙  A customer protection Code of Practice. This development 

will be industry led and while covering the same sorts of issue 

as Ofwat’s recently issued Code – billing, switching, complaints 

handling and so on (see box) – is likely to be lighter touch.

❙  An audit of LPs’ customer facing processes and procedures. 

WICS has appointed Deloitte to conduct the audit; to minimise 

disruption for suppliers, Deloitte will combine this work with 

the LP data audit it conducts annually for the Central Market 

Authority. The regulator has commissioned the audit in light of 

growth in the number of active LPs, and its determination to 

keep standards high. Yates concludes: “The greatest asset of the 

water industry and the whole water sector is it is trusted. We 

want to protect that. This [audit] proves we are watching and will 

take action if people are not behaving appropriately.”

June 2016  
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In economics, the benefits of competition are long-established, their origins being traceable right back to Adam Smith.  Indeed, a belief in competition’s ability to help deliver lower prices, improved services and foster innovation is at the core of regulatory and competition policy in most western democracies. This has influenced the evolution of regulatory frame-works in two main ways over time: (i) a general preference to use competition, and liberalise markets, in place of formal regulation where possible; and (ii) where regulation is required, for it to be increasingly “principles based”, where the goal is to create incentives, instead of imposing a command and control approach.  
However, competition does not conform to any one simple, neat, model.  In fiercely competitive markets there can still be winners and losers. Similarly, economic profit might arise for limited periods of time, but may not persist.  Also, products, services and costs of 

providers should not necessarily be expected to converge over time.  From a regulator’s perspective, the questions of “when” and “how” to help facilitate competition in markets highlights another well-known issue: the trade-off between static and dynamic efficiency.  This matters because, in a competitive market, firms (and other agents) often have to undertake activities they would not have to absent competition – and these ac-tivities may themselves drive costs.  Similarly, there may be costs associ-ated with the establishment of the market itself.  Therefore, it is easy to envisage circumstances where, whilst competition has the potential to deliver net benefits overall, this includes the recovery of some ad-ditional costs.
In our report for Severn Trent, we identified the need for compa-nies to invest in their brand (via marketing) to support customer acquisition and retention activi-ties.  We noted that: (i) by definition these costs have not been incurred 

historically, because monopoly pro-viders do not need to undertake such marketing; (ii) consequently, there has been no explicit allow-ance for these costs in previous price controls; and (iii) yet in a competitive environment, retailers will need to be able to recover them in order for a market to be viable.  Our report noted evidence that these costs can be material and that other regulators have made explicit allowances for similar costs in the past.

additional capacityIf we apply the same above princi-ples to Ofwat’s proposals in relation to how future markets for biore-sources (sludge) might function, what additional costs may arise?  Ofwat’s May publication included an impact assessment that identi-fied: costs to companies of informa-tion provision to support any sludge market information platform; costs to companies of separate price controls, including ensuring accu-rate accounting separation; one-off costs of revaluing sludge assets; and regulatory costs to Ofwat of running a separate price control for sludge.  However, our area of focus here is the extent to which companies (and other players) might need to behave differently, and accordingly undertake different activities, rela-tive to the status quo – and in turn, whether these might result in any additional costs.  One obvious area for consideration is the question of the capacity required to support trading.  
Here, the start point is a simple one: that for trades to occur, there needs to be spare capacity some-where in the system.  However, at present it is unlikely that this spare capacity exists to any material degree – primarily because the prevailing regulatory approach by definition should only have funded the companies for the invest-ment and costs required to meet their own individual needs.  As an 

important point of clarification, one should not confuse the headroom required to accommodate opera-tional outages with spare capacity that could be used for trades.  This is because, to the extent that compa-nies need to carry some headroom for operational reasons, this need will persist in future – and so trading capacity will invariably be over and above this.   This view is borne out by the findings of the OFT market study from 2009. The OFT found that, on average, spare capacity across the WaSCs averaged 20%, but that: “operating headroom… amounted to around 13 per cent of the total.”  In other words, genuinely spare capacity (of the type that could be utilised to support trades) was, on average, just 7%.
It is further important to note that how companies manage the need for operational headroom at present is likely to vary materially.  For example, access to landbanks for the purpose of recycling bio-resoures is a critical issue.  As the availability of suitable land varies substantially across England and Wales this has knock on implica-tions for how companies will have configured their networks in order to manage operational outage related headroom.  In simple terms, companies with smaller landbanks and/or fewer reconfiguration op-tions might need more capacity or storage facilities to achieve an equivalent level of operational headroom.  The implication is even if a company appeared to have more headroom than was needed for purely operational reasons (and so, one might infer, could have trading capacity) this might not, in fact, be the case.

Following from the above, it seems reasonable to assume that capacity will be required in order for trades to develop and so realise the potential benefits identified by Ofwat.  The raises a number of questions, not least whether this invariably gives rise 

industry COMMEnt
new markets: short term Costs and long term gainseconomic insight’s sam williams explores the case for allowing for additional costs in new markets if they are necessary to reap long term rewards.

to any additional costs.  From a long-run perspective, one could argue that capacity is fully variable.  In addition, the total amount of bioresources that will require treat-ment, transport and disposal will be unchanged under a more active trading market.  Consequently, seen through this long-term lens, when thinking about England and Wales as a whole, it may be reasonable to assume that there is no need for additional capacity (and therefore any associated additional costs) relative to the counterfactual of the prevailing limited examples of bioresources trading.  Indeed, the aspiration behind Ofwat’s proposals is that additional capacity is added where it is most efficient, rather than being delineated across company boundaries.  
From a short-term perspective, however, it would seem logical to suppose that additional capac-ity (and therefore cost) will be required.  That is to say, companies have already made decisions about how to configure their opera-tions today, and have made invest-ments that reflect this.  Relatedly, existing installed capacity cannot be easily reduced in a continuous manner in order for it to be viable to outsource sludge treatment to a more efficient company, an effect that would be magnified by scale economies.  Consequently, in order to realise any trades in the nearer term additional capacity over and above the counterfactual of no increase in trading, would seem to be essential.

short/long term linksCritically, the short and the long term might be connected.  Conse-quently, without any funded uplift in capacity in the short term, the over-all gains from trades may be more limited and/or may take longer to accrue.  This is best illustrated with a highly stylised example.  Assume we start from the status quo of no, or very limited, spare capacity.  A 

sludge treatment site currently operated by WaSC A is coming towards the end of its life and this, coupled with population growth, means WaSC A needs to expand its bioresources capacity over the following plan period.  It believes neighbouring WaSC B may be more efficient at undertaking treatment, transport and disposal, and so be-fore determining to self-build, enters into preliminary discussion.  However, at the time at which WaSC A requires additional capacity, WaSC B will not have any.  Therefore, the outcome of the discussion turns on whether it becomes viable for WaSC B to develop the new capacity itself on behalf of WaSC A, and whether it has available sites and resources that could be used for this purpose.  In this instance, let us suppose the volumes WaSC A wishes to outsource to B are simply too small to make the development viable, given WaSC B’s own internal re-source requirements.  The outcome is that the trade does not occur and WaSC A self-builds.  In turn, this could also preclude longer-term trades because, having self-built, the avoided costs to WaSC A from outsourcing will be more limited.Of course, even if the market did follow a pattern similar to the above, this is not to say that long term trading would not develop at all.  However, the scope of it would seem to be reduced – and/or it may take a long time.  This is be-cause it is dependent on there be-ing a coincidence of requirements and capabilities between WaSCs at similar points of time in nearby geographies. It might also suggest trading would only arise in relation to “incremental” demand (i.e. no benefits would accrue in relation to existing volumes of bioresources) and so would only develop at a pace in line with population growth. In short, a key difference be-tween water resources and sludge is that, in the former, there are 

already large differences in supply across the companies (and areas of “excess” supply) because it is a function of geographic, topo-graphic and environmental factors.  Whereas, in bioresources, supply simply reflects demand in each company’s area.

beyond bioresourcesThe specifics of the issues described here in relation to bioresources are by no means clear cut.  However, they illustrate an important wider point: that there are often entirely legitimate reasons to suppose that changes to how markets operate (particularly in relation to liberalisa-tion or a greater role for competi-tion) can give rise to additional costs.  
Even more importantly, these costs can relate to activities that are essential for markets to develop in the first place – and so without them, the intended longer-term benefits may never arise.  The ap-propriate policy response clearly needs to be determined on a case-by-case basis.  However, there are some general points of principle that should always apply:

❙  Firstly, that the right way to pro-ceed should be to develop robust evidence as to what these issues 

and costs might be and evaluate it transparently with care.  For ex-ample, it might be that some costs may be immaterial to the successful development of markets, or can be recovered through efficiency savings, rather than being funded through prices.  However, determin-ing this still requires those costs to be identified and quantified as robustly as possible.
❙  Secondly, that the customer harm arising from the regulatory failure risk of setting “too high” prices in the short run (static inefficiency) should be expected to be lower than the customer harm of the regulatory failure being that “the market never develops” or “develops to a more limited degree”  (dynamic inef-ficiency).
In summary, in a sector where fo-cusing on the long-run has (rightly) been an increasingly prominent theme in recent years, the risk of an overly narrow focus on short-term cost minimisation remains.

sam williams is a director of economic insight. 

In February this year, Severn Trent published a report by Economic 
Insight examining the key issues relating to how any future price 
control for the retail household market in water might be set.
One of the issues identified in the report is that the nature of costs 
incurred in liberalised markets can differ from those in regulated 
monopoly markets; and that in some cases, “additional” costs 
arise - even if in totality, costs are reduced.  Given the future direc-
tion set by Ofwat in its Water 2020 policy, with a strong emphasis 
on a greater use of markets in areas such as sludge, we asked the 
report’s author – Sam Williams – to expand on this theme.

Don’t spoil the ship…It seems short sighted to disallow short term cost increases if they are 
genuinely necessary to lead to long term gains – particularly in a 
world where the thoughts of policy makers are increasingly turning 
to the longer term.Sam Williams ably sets out the arguments as they apply to a 
sludge market. Ofwat’s Water 2020 quantification of sludge trad-
ing benefits assumes no capacity constraints. These benefits may 
not materialise – at least quickly – if additional capacity is required 
to chivvy the market along but remains unfunded. The arguments can be applied to other markets, too. Take non 
household retail. Ofwat has not allowed for marketing or customer 
acquisition costs in default tariffs, stating companies can recover 
these through improved efficiency and innovative pricing. This 
will help keep immediate costs down, which is welcome, but not 
perhaps if the price is a sluggish market because innovation and 
efficiency savings prove elusive. 
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Best  
behaviour
Heidi Mottram on Northumbrian 
Water’s strategy to be the 
industry’s leading company.

INSIDE

compEtItIoN
watch
❙ WICs refreshes scottish retail 
market arrangements to 
keep the playing field level.
❙ deFRA publishes retail exit 
regulations.
❙ Ofwat confirms its method 
for PR16.
❙ households snub minuscule 
switching savingsWeekly
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❙ the only way is Wessex: 
Wessex Water has made 
two senior appointments 
from within its own ranks. 
director of regulation 
and customer services 
Andy Pymer has become 
managing director, while 
operations director James 
Rider has been promoted 
to chief operating officer. 
the appointments follow 
restructuring at Wessex. 

❙ london calling: thames 
Water has named steve 
Robertson, current boss of 
mobile telecoms network 
firm truphone, as successor 
to Martin Baggs as chief 
executive. Robertson, will 
take the reins in septem-
ber. Meanwhile reports 
continue that Australian 
infrastructure investor 
Macquarie is  searching for 
buyers of its 26% holding in 
thames. 

❙ top priority: united utilities 
has launched a Priority 
services scheme offering 
tailored support for people 
amid transient “life events” 
such as job loss as well as 
help for customers with 
ongoing disabilities and 
other more conventional 
manifestations of vulner-
ability.

❙ down to Business: Busi-
ness stream has appointed 
Jo Mayes as its customer 
operations director.

❙ time for a change: 
scotland’s first minister 
nicola sturgeon has given 
Roseanna Cunningham 
the role of cabinet sec-
retary for environment, 
climate change and land 
reform. her responsibilities 
include flood prevention 
and water quality as well 
as sustainable develop-
ment, biodiversity, natural 
heritage and environmen-
tal protection.

neWs
in BrieF

Companies had started reporting 
their year end results at the time 
of writing. trevor Loveday sum-
marises the story at six firms.

united utilities
United Utilities unveiled a pre 
tax profit down nearly 9% on the 
previous year at £408m. Underly-
ing operating profit was off by a 
similar degree at £604m which 
the company attributed to the 
price reset under pr14 and a 
£70m increase in operating costs 
which included a £20m hike in 
infrastructure renewals expendi-
ture (Ire).

Bad debt costs fell £13.7m to 
£39.2m but stood at 2.3% of regu-
lated revenue and will “continue 
to be challenging” owing to pov-
erty in what United described 
as “the most deprived region in 
england.”

United’s Ire plan is heavily 
front-loaded and during the cur-
rent reporting year – the first un-
der aMp6 – stood at £799m. The 
company warned this and similar 
expenditure in the second year 
will “impact our financial results” 
in the first half of aMp6 but that 
“reverses out” later in the period.

The company reported a £2.5m 
reward from its outcome Delivery 
Incentives (oDIs).

Pennon Group
Group revenue growth at pennon 
was flat year-on-year at £1,352m 
for 2015-16 with profit before tax 
similarly unchanged at £211m. 
earnings growth in the group’s 
on-site power generation from its 
energy recovery facilities (erF) 
and the contribution from the 
april 2015 Bournemouth Water 
acquisition offset a £13.5m hit 
from regulatory revenue changes. 

Group operating profit was up 
6% at £262m with £224.5m from 
the water operation – down 0.4% 
from the previous year.        

For the water business pre-tax 
profit was off 1.3% at £165.7m be-

fore a non-underlying further cost 
of £5.2m in restructuring charges.  

The water business’ revenue was 
up 4.7 % as a 3.3% fall at South 
West Water was offset by income 
from Bournemouth. 

Water totex outperformance 
was £56m on a totex allowance 
of £401m with £53m from South 
West Water and £3m from Bour-
nemouth Water. Bournemouth’s 
integration was reported as de-
livering operating synergies of 
about 10%.

oDI outperformance generated 
a net reward of £2.1m.

severn trent
Group turnover  at £1,787m was 
down 0.8% year-on-year “due to 
regulated price decrease.” Group 
underlying profit before inter-
est and tax (pBIt) of £523m was 
down 3.2% year-on-year. pBIt 
was £524m, up 0.4%, while re-
turn on regulatory equity (rore) 
stood at 8.4%. 

Severn trent netted an oDI re-
ward of £23.2 million and forecast 
£670 million of totex efficiencies 
across aMp6 (£260 million out-
performance). Wholesale totex for 
2015/16 was £1,017 million, £38 
million lower than ofwat’s final 
determination. 

dwr Cymru 
Welsh Water reported sub-infla-
tion price rises for its seventh con-
secutive year while committing 
£32m to customer benefits, includ-
ing greater funding of social tariffs 
and dealing with areas where sup-
ply problems persist. The company 
reported a 76% slide in underlying 
pre-tax income to £18m  for the 
year to 31 March 2016 with operat-
ing costs remaining all-but flat year 
on year at £297m.

Gearing was down three per-
centage points to 57% with capital 
expenditure down £100m on the 
previous year at £279m. The com-
pany has embarked on a £1.7bn 
capital programme for 2015-2020.

Anglian Water
In its report for the year to 31 
March 2016, anglian Water said 
it had overcome “higher customer 
expectations, new oDI and SIM 
targets and complex regulatory 
outputs, all while absorbing un-
funded cost pressures”.

Underlying operating profit – 
excluding fair value changes on 
energy hedges and financial de-
rivatives – was off by nearly 25% 
from the previous year at £340m. 
Increased financial costs took 
underlying pre tax profit down 
51% year on year to £89.1m. The 
finance cost was largely the im-
pact of lower inflation on index-
linked debt, offset in part by a 
lower proportion of interest capi-
talised. revenue was down £59m 
at £1.19bn.

Portsmouth Water
portsmouth Water reported a 
near 75% gain in pre tax profits 
in 2015-16 fuelled by increases 
in bills and customer numbers 
along with a fall in capital expen-
diture. and chairman Mike Kirk 
said portsmouth “intends to be 
active in a household retail mar-
ket should one be established.”

portsmouth reported a £1m 
growth in sales to £339.8m on the 
back of a tariff increase and the ad-
dition of 2,300 properties served. 
Infrastructure renewal spending 
was down £1.9m on the previous 
year  – a change that was “expected 
to reverse in 2016/17.”  With year 
on year costs flat, operating profit 
asset disposals for the year was up  
23% at £8.2m.

a £1.3m fall in interest, off-
set by finance income of some 
£0.5m and a similar amount lost 
in asset disposals, took profit be-
fore tax to £4.2m – up 73% on 
the previous year.

other movements included: 
a £0.3m oDI penalty; staff costs 
up £0.6m reflecting a 2.3% rise in 
wages with a £0.2m increase in 
pension costs; gearing shaved by 
two percentage points to 70.2%; 
and plans for July this year to pro-
vide a social tariff for customers 
who find it difficult to pay.

Results roundup

compEtItIoN
watch

The open Water programme needs to im-
prove its communications and risk manage-
ment. That is a headline finding of the sec-
ond independent review into the structure 
and performance of the programme. publi-
cation of the full findings have been delayed 
to late June/early July. a programme level 
response is being developed that will be 
published alongside the review itself.

There have been plenty of develop-
ments elsewhere in the programme over 
the past month. MoSL has expressed 
confidence that central systems will be 
ready in time for shadow operation. User 
acceptance testing of phase 1 of CMoS 
has started. User acceptance testing must 
be completed by 31 July to allow the 
shadow market to open on 1 october. 
to achieve this, some elements of the 

second part of user acceptance testing 
have been descoped which were not re-
quired for market entry assurance. Work 
is going on at programme level to ensure 
the alignment of the licence application, 
market entry assurance and retail exit 
processes.

Some companies have raised data pro-
tection issues, on the back of which the 
programme has set up a group to work 
them through. The group had agreed 
there is no reason for companies not to 
continue providing non personal data to 
MoSL for testing, and personal data can 
be masked. The group is commissioning 
a privacy impact assessment to better un-
derstand potential solutions. 

MoSL is also overseeing regular com-
pany self assessments on readiness. Near-

ly all companies are understood to be re-
porting good progress with the main issue 
being poor employee engagement.

at ofwat, WSSL applications have 
started to pick up a little pace (see p27) 
and both the lifting of the in area trading 
ban and the introduction of the market 
readiness licence condition have been 
implemented (see p26). The regulator has 
also published its statement of method for 
the non household retail control (see p27) 
and its final Customer protection Code of 
practice (see p31).

DeFra has laid the retail exit regula-
tions before parliament (see p26). 

at a workshop last month, senior water 
company staff and the open Water part-
ners began to scope out what a well func-
tioning market would look like. 

ReVIeW FLAGs uP COMMs And RIsK

Introducing competition in the non-household water market in England

Independent reviewer required for new entrant applications
About MOSL
In April 2017 all non-household customers will be able to switch 
their water retailer for the first time. It is the biggest shake-up 
of the water industry since privatisation.

Market Operator Services Limited (MOSL) is creating the central 
IT systems on which the new market will rely and working with 
its water company members to ensure the market is ready to open 
on time. 

The requirement
MOSL is responsible for certifying companies’ operational readiness, 
based on a ‘Market Entry Assurance’ process. Certification is 
required in order to enter the market. 

Market participants can appeal against MOSL’s certification 
decisions, so MOSL seeks an independent reviewer to examine 
the evidence supporting its decisions to determine whether they 
were properly made.

Any reviews would need to take place from September to November 
2016, but further reviews may be needed until March 2017. 

Qualities required
 Ability to rapidly assimilate and analyse information 

 High quality evidence gathering skills

 Sound judgement and decision-making based on rationale 
and objective views of facts and evidence obtained

 Knowledge and experience of regulated utility markets 
sufficient to enable assessment of operational readiness

 Concise, structured report writing

 Availability within two working days of a request

Remuneration
The successful candidate will receive a monthly retainer 
from September plus a fee per review – details available on 
application. 

For a full job specification go to mosl.co.uk/about/work-for-mosl

Interested candidates should email steve.lyon@mosl.co.uk 
with a CV and letter supporting their application based on 
the above criteria by 24 June 2016.

mosl.co.uk

Water 
report
the 

weekly e-newsletter 
as an extra perk for 
subscribers
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DeFra has laid the retail exits 
regulations before parliament, 
after publishing a summary of 
responses to its most recent con-
sultation (July-october 2015) 
and the government’s feedback 
on those responses. The regula-
tions are secondary legislation 
necessary to enact the relevant 
parts of the Water act. once ap-
proved by parliament, they are 
scheduled to come into force on 
3 october 2016. Companies will 
be able to start applying for exit 
that day.

Having been through two 
rounds of consultation, DeFra 
only made minor amendments – 
mostly points of clarification –  to 
its earlier proposals when it pub-
lished its response to stakeholder 
feedback last month. respondents 
to the consultation – three quarters 
of whom were english and Welsh 
water companies – showed broad 
consensus with the plans and 
their light touch nature, though 
there were a few specific concerns. 
among points of note are: 

❙  public interest refusals. a 
number of respondents queried 
the introduction of a power for 
the secretary of state to refuse 
an exit application on public in-
terest grounds. acknowledging 
the uncertainty for those plan-
ning to exit in time for market 
opening, though, DeFra said 
it would “introduce more trans-
parency to the applications pro-
cess by applying a duty on the 

secretary of state to publish a 
notice confirming her decisions 
to accept or refuse any exit ap-
plications”.

❙  customer communications. 
Undertakers are obliged to de-
liver the main communications 
with customers before and after 
an exit and are expected to take 
“reasonable steps” to do so. They 
are also to publish a notice of an 
exit application on their web-
sites. Undertakers questioned 
various aspects of this plan: why 
should exiting undertakers have 
to provide any more information 
to customers than non exiting 
undertakers? Is the undertaker 
best placed to provide informa-
tion on terms and conditions for 
transferred customers or should 
the acquiring licensee do that? 
Is two months notice for cus-
tomers ahead of the exit date too 
long given the possibility of de-
lays and an exit refusal? DeFra 
stuck by its policy. Despite un-
dertakers’ comments indicating 
they wanted to do less, this leaves 
customers with very basic com-
munications provision. on the 
online exit application notice, for 
instance, one company and CC 
Water flagged up that businesses 
were unlikely to trawl an under-
taker’s website looking for infor-
mation about exits. DeFra said: 
“The government agrees that not 
everyone will see such a notice, 
but we think this is a proportion-
ate approach.”

❙  Licensee responsibilities and 
rights. Some questioned whether 
it was appropriate for customer 
complaints and debt to transfer 
to the retailer with the customer 
as is planned. another questioned 
whether licensees should have the 
same power of entry to read me-
ters that undertakers have. De-
Fra stuck by its policy. 

❙  Supplier of First resort pool. 
responding to issues raised re-
garding the automatic enrolment 
of acquiring licensees in the pool, 
the regulations were amended so 
ofwat can exclude a company 
from that requirement if appli-
cable. 

❙  Future mergers between ex-
ited and non exited undertakers. 
The government said exits must 
be total and non reversible: “…
It therefore follows that a single 
undertaker’s appointment could 
not cover one exited area and one 
non-exited area.” It confirmed of-
wat may not amend an exited un-
dertaker’s appointment to enable 
it to cover unexited areas within 
its area of appointment in the 
event of a merger.

There is a standard five-year re-
view provision for new statutory 
instruments that impose burdens 
on business. The government 
said it “would of course review 
or amend the regulations ahead 
of or between the five year review 
periods if issues necessitating this 
were to arise”.

exit regs go to Parliament
Despite varying levels of enthusi-
asm among companies for the im-
position of a licence condition de-
manding retail market readiness, 
there were no formal objections to 
the proposal after the regulator re-
worded the reference to data being 
“sufficiently accurate to enable the 
effective functioning of the com-
petitive market”. 

While some companies were 
completely content the the new 
condition, others flagged issues. 
These included: 
❙  the condition duplicated exist-
ing incentives, sanctions and the 
assurance framework (Severn 
trent, Dwr Cymru, Sutton and 
east Surrey)
❙  the condition must be propor-
tional and suitable for smaller 
companies (Dee Valley, ports-
mouth, peel Water Networks, 
Veolia Water projects)
❙  the wording of the condition 
needed further consideration 
(Thames)
❙  concerns over implementation 
(Southern, affinity)

ofwat acknowledged the con-
cerns but restated its belief that 
the condition was appropriate. In 
light of the absence of formal ob-
jections, it implemented the mod-
ification for english companies on 
27 May. It has temporarily held off 
on implementation in Wales be-
cause of administrative difficulties 
following the recent election.  

Despite some lingering concerns 
around level playing field issues, 
the in-area trading ban was re-
pealed on 19 May following 
universal consent from licence 
holders.

two companies flagged up con-
cerns for the level playing field 
alongside their formal agreement. 
Business Stream, which has previ-

ously argued against the removal 
of the ban before the market 
opens, said it welcomed ofwat’s 
compliance reminder to compa-
nies in the form of IN16/01 but 
called on the regulator to monitor 
developments closely going for-
ward. 

Southern Water was con-
cerned that even perceived un-

due preference towards an asso-
ciated retailer would discourage 
entry. It suggested the conditions 
of IN16/01 would not place the 
same level of control on trading 
between undertakers and their 
associates that would be present 
at market opening.

ofwat responded that the cur-
rent arrangements do provide suf-

ficient protections against inap-
propriate behaviour.

It added it would undertake 
further work over the summer 
to identify the extent of un-
derstanding of matters relating 
to the creation of a level play-
ing field, as part of its targeted 
review of market participants’ 
readiness.

Readiness 
condition  
implemented

In its final statement of method for 
the business retail price review later 
this year, ofwat confirmed its ap-
proach to margin and cost to serve 
calculations, but made some chang-
es on the back of stakeholder feed-
back to its tariff simplification plans. 

In its draft method statement 
published in March, the regulator 
put forward the idea of simplify-
ing default tariff caps for large 
customers. The caps comprise 
wholesale charges, a retail cost al-
lowance, and the 2.5% net margin, 
with each company then free to 
allocate costs and margins to indi-
vidual price caps. This has led to 
complexity, with more than 250 
default tariff caps in play across 
the industry. In response, the reg-
ulator suggested continuing with 
bespoke caps for small consum-
ers, but introducing uniform caps 
on gross margins as a percentage 
of wholesale charges in two bands 
for larger consumers – 1-50Ml 
and 50Ml+ – with similar applica-
tion to wastewater, trade effluent 
and surface drainage charges. 

But few water companies sup-
ported the plan, on various grounds: 
❙  tight timescales for implemen-
tation.
❙  a relatively large number of 
customers have demand around 
the 1Ml level and dealing with the 
uncertainty about the allocation of 
these customers between the uni-
form bands and remaining default 
tariff caps would be challenging in 
the time available. 
❙ The need for additional engage-
ment, including with Customer Chal-

lenge Groups, if there were significant 
incidence effects on customer bills.
❙  any significant balancing ad-
justments would risk reducing 
cost reflectivity which may create 
issues and difficulties with compe-
tition law. 

ofwat retained the view that 
simplification would be beneficial 
but accepted some of the points 
raised, particularly that compli-
cations associated with allocating 
customers across these new bands 
might be significantly reduced if 
the threshold was increased from 
1Ml to 5Ml consumers. It said: 
“This should create a more tar-
geted and proportional approach 
to regulation. It will also better 
balance the promotion of com-
petition and the protection of the 
interests of customers.”

It has consequently proposed 
the common structure shown in 
the table which includes three 
price control bands for water only 
companies and six for water and 
sewerage companies. at draft de-
termination it intends to set four 
uniform price controls which will 
apply to customers with volumes 
above 5Ml. Below 5Ml, companies 
will be able to retain their existing 

default tariff caps, although they 
may need to submit proposals for 
revising any default tariff caps that 
straddle the threshold for intro-
ducing the uniform bands.

ofwat noted that for many incum-
bents, the policy will mean simplify-
ing relatively complex default tariff 
caps for larger customers. It cited in 
example Wessex Water, where the 
introduction of a single control for 
50Ml+ wastewater will involve the 
amalgamation of seven existing con-
trols covering 60 customers. 

elsewhere in the statement  
of method, ofwat set out the fol-
lowing: 

❙  customer numbers: Following 
publication of eligibility guidance, 
companies have reviewed the in-
formation in their billing and cus-
tomer databases. The number of 
customers eligible to participate in 
the competitive market will there-
fore be different from the number 
of residential and business prem-
ises used at pr14. ofwat plans to 
update the definition of eligible 
customers used in its regulatory 
accounting guidelines, noting 
“this will allow the automatic ad-
justment mechanisms that we 

built into the price controls at 
pr14 to function with an appro-
priate degree of flexibility”.

❙  cost to serve: There will be no 
adjustment to the overall level of 
business retail cost allowances at 
this time. “However, should sub-
stantial new evidence emerge that 
demonstrates that the existing 
cost to serve allowance is not in 
the best interests of customers, we 
will consider this when develop-
ing our draft determinations.”

❙  Net margins: ofwat said no 
compelling evidence for change 
had emerged since March and 
hence that it retains its view that a 
net margin of 2.5% is appropriate 
for securing the efficient financing 
of capital employed in providing 
business retail services and rea-
sonably remunerating risk.

❙  timetable and information: 
the timetable and data tables 
published in March stand. ofwat 
added that each incumbent must 
provide a board assurance state-
ment on the business plan infor-
mation they provide as part of the 
non household retail review.

threshold for uniform caps raised to 5Ml

In the two months since compa-
nies have been able to apply for 
water and sewerage supply licenc-
es (WSSLs), only six firms have 
made applications. 

at the time of writing, Business 
Stream was the latest applicant. It 
followed:
❙  Castle Water

❙  Clear Business Water
❙  Cobalt Water 
❙  NWG Business
❙  Thames Water Commercial Ser-
vices.

Castle was first out of the traps. 
It signalled its intent in the eng-
lish market early this year when 
it agreed to acquire portsmouth 

Water’s business retail business in 
april 2017 when the south coast 
water only firm plans to exit the 
market. Castle was incorporated 
in april 2014 under chief execu-
tive, John reynolds, and director, 
Graham edwards.

Cobalt began trading in July 
2013 and is owned by andrew 

robertson (managing director), 
Scott Macleod (operations direc-
tor) and Hugh Brown (commer-
cial director).

Clear Business Water lays claim 
to being the  largest independent 
business water supplier in Scot-
land. John o’Donnnell and Stew-
art Yardley  were the founding  
directors when it began opera-
tions in July 2013.

coMMoN structure For deFAult tAriFF cAPs
volume (mega 
litres per annum)

Water (includes mixed use and not  
potable water)

Wastewater (includes trade effluent and 
surface water drainage)

0 to 5 Company specific controls including  
unmeasured water

Company specific controls including  
unmeasured wastewater

5 to 50 uniform back-stop control uniform back-stop control
Over 50 uniform back-stop control uniform back-stop control

slow start for WssL applicationsIn area trading ban removed amid LPF concerns

|NeWs revieW
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Ofwat last month published its final Customer Protection Code of Practice, 
having only made minor tweaks from the draft version it consulted on in March. 
the Code targets most protections at micro businesses – which the regulator has 
defined as those with fewer than ten employees. 

Key aspects of the Code are summarised in the table. A requirement to com-
ply has been included in WssL standard conditions and Ofwat is consulting on 
the inclusion of a compliance condition in  instruments of appointment. 

Ofwat has more work earmarked in a small number of areas either to finalise 
the finer detail or to support wider work. these include:
❙  developing a standard format for the tPI letter of authority for micro busi-
nesses.
❙  supporting the development of a tPI voluntary code of practice.
❙  AdR arrangements  – these will be monitored and Ofwat will confirm in Q4 
whether it will set out some guidance on criteria that each scheme should meet.

sCOttIsh RetAIL MARKet|FeAtureFeAture|sCOttIsh RetAIL MARKet

WICS is updating business retail arrangements in 
Scotland to reflect market maturity and to en-
sure a level playing field is maintained ahead of 
the opening of the english market next year.

Its first step is a consultation running until 20 June on licence 
changes for retailers. This was signalled back in November in the 
form of an open Letter. Since then the regulator has reviewed con-
sultation responses to the letter with stakeholders and on the back 
of those discussions has presented legal drafting for consultation.

self sufficiency and compliance
Under a proposed amendment to standard licence conditions, it 
will be prohibited for an english/Welsh water company to pro-
vide financial support to a related licensee in Scotland, unless the 
support is provided on an arm’s length, commercial basis. each 
licensed provider (Lp) will also be required to provide an annual 
compliance declaration on this from their board and the board 
of their ultimate controller, as well as a declaration of compliance 
with other obligations.

Some english water companies with Lps operating in Scotland 
are understood to have opposed this idea on the grounds that it 
would be burdensome. However WICS said it was keen “to pro-
vide confidence that there is a level playing field for all Lps in the 
Scottish retail market” – from which we can read perhaps that it 
doesn’t want any subsidised (cut price) deals struck in Scotland 

as a tool to win national contracts with multi-site customers.
Head of competition Charles Yates says WICS has weighed up 

the arguments on both sides carefully and has concluded: “We 
feel it is proportionate and that companies should be reviewing 
their compliance anyway. There are examples of similar things 
in other markets too – ofgem for instance requires annual cer-
tification around resourcing.” He adds that prevention is better 
than cure on this: it is better to proactively seek a level playing 
field up front than to pursue it retrospectively in court at huge 
effort and expense.

Yates expects english water companies may continue to push 
back against this annual compliance reporting requirement 
through the course of the consultation. But he adds that should 
WICS go ahead with the change, “I expect they will be good cor-
porate citizens and comply”.

Business stream
Special provisions were put in place for Business Stream as the 
incumbent retailer with a 100% market share when the Scottish 
market opened in 2008. These provisions have been effective, but 
the backdrop has now changed. There are 23 Lps active and Busi-
ness Stream’s market share stands at 51%. Consequently, WICS 
has proposed dropping the requirement for the company to pub-
lish details of the charges, terms and conditions it agrees with cus-
tomers within 40 days of doing so, once Business Stream’s market 

stAYInG 
WICs is refreshing business retail market arrangements in scotland, 
starting with reasserting the level playing field as Business stream’s 
market share nears 50% and england prepares for retail competition. 

On the LeVeL

share sinks to the 50% mark (expected within a few months).
Yates explains WICS had some pushback against this suggestion 

from Lps, who argued they valued the intelligence provided by 
Business Stream’s charging data. However he says the regulator is 
considering adjusting arrangements to reflect the growth of com-
petition over the past eight years and to enable Business Stream to 
operate “more like a normal company in a normal market”.

another thread to this activity is WICS’ plan to give Business 
Stream more flexibility around the rate of return it is required 
to generate. Under a Governance Code created for the company 
at market opening, the incumbent retailer had to make a return 
on equity in its regulated business of at least 12% nominal per 
annum. Yates explains this was another precaution to ensure the 
playing field was level for all: “When the market opened, the con-
cern was Business Stream as a government company could com-
pete unfairly by accepting a low rate of return. The requirement 
to earn 12% was to safeguard against that.”

again times have changed. returns generally have fallen, in 
part because inflation is down. So while the prevention of under-
cutting principle holds firm, the rigid 12% number is no longer 
appropriate. WICS has proposed instead “a general obligation 
for Business Stream to achieve a rate of return which, in any year, 
reflects both a reasonable long term equity return and a premi-
um based on the particular risks it faces, but without the require-
ment to specify a particular level or measure of return”.

Yates explains the company will be able to propose an alterna-
tive if it wishes. He adds: “This is consistent with the way regula-
tion is going: giving more responsibility to companies and over-
seeing rather than handing out numbers.”

Vacant sites
Separately, WICS is consulting until 16 June on revisions to its 
Vacant Site Incentive Scheme. This was introduced in 2010 and 
offers Lps £250 to register non-household customers at sites that 
are occupied but logged as vacant in the central system. Until 
2012, Lps could only claim for their own registered supply points 
but since then have been able to make claims for supply points 
registered to other Lps. The objective is to lower costs for all non 
household customers by ensuring everyone pays the wholesale 
charges due to Scottish Water.

In some cases, administering the vacant sites scheme has be-
come slow and complicated, and WICS has proposed revisions 
to straighten things out as far as possible before april, when new 
charging principles will make landlords liable for vacant site 
charges. These include:
❙  Defined timescales and outcomes where the Lp registered for 
the supply point fails to act or disagrees with the change pro-
posed by another Lp.
❙  Scottish Water is to play a more active role in managing the 
information flow between participants to improve all parties’ vis-
ibility of the process. The wholesaler will perform basic checks 
and keep a central record of all applications currently in progress.
❙  Disputes between Lps will be referred to an independent expert.

WICS also committed to carry out a review of the future of the 
scheme once more details on the implications of the new charg-
ing principles are available.

Customer protection
Yates highlighted two further upcoming activities WICS will be 

oFWAt’s FiNAl custoMer ProtectioN PositioN

PROPOsAL
MICRO  

BusInesses
ALL  

CustOMeRs
1.Code compliance required? ✓ ✓

2. Regulate quality of sales & marketing information ✓

3. Provide certain basic information in writing ✓ ✓

4. ensure tPI agents aware of code ✓ ✓

5. standards of conduct re contracts ✓

6. Provide certain minimum information ✓

7. sPId number and switch option on bills ✓ ✓

8. seven day cooling off period ✓

9. ensure customer understands contract terms ✓

10. Retailer to obtain tPI Letter of Authority ✓ ✓

11. Retailer to ensure customer contract valid before 
requesting a switch

✓ ✓

12. Outgoing retailer to advise if switch cancelled ✓ ✓

13. Provide at least one accurate bill a year ✓ ✓

14. Final bill issue within six weeks ✓

15. Final bill based on transfer read from incoming 
retailer

✓ ✓

16. Back bills limited to 16 months ✓ ✓

17. Reasonable payment plan with any back bill ✓

18. Retailer to have effective complaint handling 
and an AdR scheme (see feature, p20-21)

✓ ✓

undertaking as part of its non household retail market refresh:
❙  a customer protection Code of practice. This development 
will be industry led and while covering the same sorts of issue 
as ofwat’s recently issued Code – billing, switching, complaints 
handling and so on (see box) – is likely to be lighter touch.
❙  an audit of Lps’ customer facing processes and procedures. 
WICS has appointed Deloitte to conduct the audit; to minimise 
disruption for suppliers, Deloitte will combine this work with 
the Lp data audit it conducts annually for the Central Market 
authority. The regulator has commissioned the audit in light of 
growth in the number of active Lps, and its determination to 
keep standards high. Yates concludes: “The greatest asset of the 
water industry and the whole water sector is it is trusted. We 
want to protect that. This [audit] proves we are watching and 
will take action if people are not behaving appropriately.”  tWr
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domestic customers have indi-
cated they would give short 
shrift to a retail water market 
that offered minimal savings, 

and would demand extensive policy in-
tervention to protect the vulnerable and 
those who don’t want to engage. 

to inform ofwat’s work to assess the 
business case for extending retail compe-
tition into the household sector, the Con-
sumer Council for Water commissioned 
quantitative and qualitative research into 
householder views. The resulting report, 
Floating the idea, was published towards 
the end of last month. 

It shows considerable support among 
customers for the principle of having a 
choice of supplier: 65% agreed with intro-
ducing competition in principle, and 56% 
said they were likely to consider switch-
ing. one comment summarised: “I think 
competition is good as it makes compa-

nies work for your business. In the end, 
competition will drive down prices which 
ultimately is good for the consumer.” 
These figures grew slightly to 67% and 
58% respectively when it was explained 
that it was only the retail front end that 
would alter; the actual water would be 
unchanged. They held reasonably steady 
when customers were told a competitive 
retail market would mean some custom-
ers would end up with more choice than 
others; that some would benefit and oth-
ers lose out. 

However, once practical concepts were 
introduced, respondents’ views shifted 
substantially. These trends are shown in 
the graph.told they would save an average 
£4-8 by switching, it was remarkable that a 
third (32%) still said they would likely con-
sider a switch. It seems wise to point out 
that what customers say they would do and 
what they actually would do can be two 

different things; and to observe that in the 
energy market where much more substan-
tial savings are on offer, there is a distinct 
wedge of sticky customers. 

Sensibly the CC Water research also 
asked customers to name their price: how 
much would they need to save to switch? 
These results are shown in the table and 
point to only 6% considering a switch for 
less than a £10 saving (worth noting too 
that customers were not informed/ques-
tioned about the possibility of costs aris-
ing from market opening).  

CC Water chief executive tony Smith 
observed that the government’s go/no go 
decision on household market opening 
should be  “a customer orientated deci-
sion rather than principles orientated”. 
He stressed the importance of not dis-
appointing customers; that raising then 
dashing their hopes could be damaging. 
“our agenda is to improve customers’ ex-
perience in water and their perceptions of 
the water industry, particularly in terms 
of value for money,” he added. 

The prospect of a disengaged customer 
base (on price) is tempered by the fact 
that 44% indicated they would consider 
switching to a supplier who offered better 

HoW MucH Would you Need to 
sAve to sWitcH? 
saving Proportion who said they would consider 

a switch
£1-10 6%
£11-20 9%
£21-40 17%
£41-60 22%
£61-80 2%
£81-120 14%
£121+ 6%
no answer 23%
total 100% (3595 respondents)

Source: CCW

hOusehOLd COMPetItIOn: 
PRInCIPLe And PRACtICe

despite enthusiasm in principle, CC Water’s 
customer research on domestic switching prospects 

suggests the demand side would be inactive and 
the policy framework necessarily interventionist.

service but no bill savings. This propor-
tion might well contain both the actively 
unhappy/disaffected and the more pro-
active consumer who is out for a better 
deal. What exactly would qualify as better 
service remains unclear though. Floating 
the idea revealed customers wouldn’t be 
any extra motivated to switch by the offer 
of bundled services or incentives such as 
cash back or loyalty points. 

Policy implications
CC Water further delved into consumer 
views on some of the deeper policy issues 
that opening the household market would 
throw up. It found: 

❙  metering: The proportion of unmetered 
customers likely to consider switching re-
duced significantly, from 54% to 26%, if 
they had to have a water meter installed, 
suggesting this as a barrier to entry to a 
competitive water market for some. Smith 
questioned: “Would a change in metering 
policy follow a household market? What 
would happen?”

❙  Disconnection: There was widespread 
support for the continuation of the ban on 
disconnection, regardless of the market. 

Smith explained there had been no sug-
gestion whatsoever of a policy change on 
this, but that some competitive scenarios 
might raise the prospect of disconnection 
by the back door – for instance, if a cus-
tomer prepaid for bundled services and 
their credit ran out.

❙  Debt: 68% of survey participants said 
customers in debt should be blocked from 
switching.

❙  Social tariffs: 59% said all water com-
panies should offer social tariffs. Smith: 
“So how would that [continuation of so-
cial tariffs] work, given social tariffs are 
regionally based? Would water retailers 
be obliged to offer them? Would there be 
greater need for a nationwide policy?” 

❙  retail exit: whether incumbents would 
be able to quit the household market as 
they can the non household market is 
as yet unclear. The research showed that 
while retail exit may stimulate levels of 
switching (36% would be more likely to 
change supplier if their incumbent quit), 
retail exit itself as a policy is not welcomed 
by customers (31% would be less sup-
portive of competition in this instance) 

because the choice to carry on with their 
current supplier is as important to them 
as the choice to switch.

Smith commented that customers had 
shown an appetite for policy intervention 
in some areas, and that CC Water would 
continue to keep on eye on regulatory and 
government follow up on policy issues, 
should market opening be progressed. 
“There are a lot of policy issues raised 
and they need thinking through,” he con-
cluded. 
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With the prospect of a domestic retail 
market on the horizon, echo Managed 
Services has urged water companies to 
improve their debt collection practices or 
risk losing customers down the line.

In Counting the cost of debt recovery, 
a survey of 1,500 UK households, 56% 
said they would be more likely to switch 
if they had a poor debt collection experi-
ence while 41% said they would likely re-
count details of their poor experience to 
others.  There was also evidence that poor 
practice can hamper the recovery of the 
debt, with 18% saying that they would de-
lay payment further to punish their com-
pany. on the flip side, 60% of customers 
said a good debt recovery experience 
would encourage loyalty  while 35% said 
they would recommend such a provider 
to others and pay more promptly. 

The survey found customers could “de-
velop strong emotional feelings – both 
good and bad – towards everyday service 
providers” on the back of debt collection 

experiences. among the examples quoted 
in the research report were that custom-
ers had been made to feel abused, belittled 
and harassed by poor practice and in turn 
had felt angry, resentful and repelled by 
the company chasing the debt. 

The research further revealed fascinat-
ing debt patterns in the UK.  It found two 
thirds of people have, at one time or an-
other, missed a payment and experienced 
debt recovery procedures and, strikingly, 
the percentages vary little between in-
come types (see table). The most common 
reason for non payment was forgetful-
ness, not financial hardship.

echo commented: “Therefore, tak-
ing a one-size-fits all approach to debt 
recovery is neither desirable, nor likely 
to be effective. When companies call in 
outstanding money, collections practices 
are being experienced by a wide range of 
customers – including those likely to be 
amongst your most loyal and profitable…
Customer profiling is vital. It’s important 

to know the make up of your customers 
and ensure agents are trained to adapt and 
tailor their approach based on this infor-
mation.”

It advised water companies who face 
potential retail competition within five 
years not to make assumptions about cus-
tomer circumstances; to tailor debt collec-
tion practices to individual circumstanc-
es; to offer a choice of communication 
channel; to train agents to understand 
vulnerability and signpost needy custom-
ers to help and advice; to be open, trans-
parent and fair; to prioritise customer 
service as well as debt collection; to think 
long term but act sooner rather than later 
with customers; and to treat debt as “sim-
ply another part of the customer journey”.

deBt PRACtICe And sWItChInG

ProPortioN WHo HAd Missed A 
PAyMeNt, sPlit By iNcoMe
Less than £10k £10k-£20k £20k-£40k £40k+
55% 67% 59% 62%
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Laying firm foundations for the new market

Water Market Reform will bring together over 100 
senior stakeholders from water companies, Ofwat, 
the Government, and the supply chain ahead of major 
legislative changes coming into force in 2017 and beyond.
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Retail Manager
Northumbrian Water

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

Business Strategy Manager
Severn Trent Water

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

Key reasons to attend:

Presentations on the systems, processes and 
business strategies for the non-household market

Fresh perspectives with insights from 
Moneysupermarket.com

Brand new content on upstream reform and 
the opening of the domestic retail market

Speakers including the CEOs of 
Anglian Water, OFWAT and MOSL

Meet those laying the foundations of the 
new market with over 150 attendees


