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Introduction
Sembcorp Bournemouth Water supplies water to just under half a million people. We 

have been in existence for 150 years as a local company employing local people to 

serve the local community consistently and reliably with safe drinking water, and to be 

responsive when customers contact us.

Our customers tell us that a safe and reliable water supply is their top priority for the 

service. We have made good progress over recent years in ensuring that the service 

is reliable and will remain so, well into the future by striking an appropriate balance 

between managing risks to the service and keeping bills as low as possible. Demand 

from customers has been slowly but steadily falling for over more than a decade as a 

result of metering and greater awareness of the need to conserve water.

Our customers also tell us they expect very good service, that we must operate 

efficiently and in a sustainable manner, and that we should continue to engage with 

the local community because we are part of it.

Our strategy in the past has been successful in providing a dependable service which 

95% of our customers tell us they are happy with both in respect of the water supply 

and their experience of dealing with us.

This is our plan for the future, focussing especially on the five years from 2015 to 

2020, but also considering the longer-term need to continue to provide a reliable and 

sustainable service at a reasonable price. We plan well ahead to ensure that we take 

into account longer-term issues such as population growth and the challenge of a 

changing climate.

A non-technical summary of our plan has been published on our website and hard 

copies are available on request.
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Executive summary

Context

Sembcorp Bournemouth Water delivers its services efficiently and to high standards, 

and is one of the best-performing water companies across a range of indicators 

including:

•	 	Value for money – average water bill in 2013/14 is 17% below the industry 

average

•	 	Customer service – ranked equal top using the industry’s Service Incentive 

Mechanism (SIM) over the two-year period 2011/12 to 2012/13; and received 

the Customer Service Excellence Award for the 13th consecutive year

•	 	Reliability of service – number and duration of interruptions is one of the 

lowest in the industry, with 1% of customers experiencing a loss of supply for 

more than three hours in 2012/13

•	 	Costs – retail and customer debt costs are amongst the lowest in the 

industry, with bad debt averaging £4.52 per customer per year over the last 

three years. Wholesale costs are also low. 

We will continue to provide a ‘best in class’ service to our customers. We regard this 

as particularly important as customers do not have a choice in respect of their water 

supply. Our commitment is to improve the service and reduce our base costs even 

further, achieving more at a lower cost, which will benefit our customers. 

At the 2009 price review, we made a series of commitments to maintain our network 

of assets in a serviceable condition overall; to deliver certain enhancements to the 

assets and service; and to take necessary action to ensure it is safeguarded into the 

future. The overall performance of our asset base is in a stable state and we are on 

track to deliver what we have committed to as evidenced in Section 1.

Our performance as a whole in the current Asset Management Period (AMP) has been 

strong, and we have met or exceeded targets across all key indicators as detailed in 

Section 2.

We are preparing for, and welcome, competition in the non-household retail sector. 

We hold accurate information about our customers and understand our customer 
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base. This is supported by work carried out by external consultants. Therefore, we 

do not anticipate the need to spend further time or money improving our customer 

databases in preparation for a new market, unless specific additional requirements 

emerge. 

Our current position, performance and the economic climate has led to an overall 

approach to our plan as one of incremental rather than step change, ensuring 

continuous and measurable improvement across all areas while reducing bills, because 

we are very conscious of the pressure on customers’ income at this time.

Indeed, because of this pressure and the scope we have to reduce bills from 2015/16, 

we propose to freeze our prices in 2014/15, thereby bringing forward part of the price 

reduction so that customers get the benefit as soon as possible. Our modelling shows 

that keeping bills low in 2015-2020 will not result in large rises at PR19.
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Key features of the plan

79% of customers surveyed regarded the plan as being acceptable, 14% were neutral. 

This represents a high level of support.

The plan makes provision for:

What How

1 Prices to fall 
by about 10% 
in real terms 
by 2020

A price freeze for 2014/15, followed by a price reduction 
of 4.7% in real terms in 2015/16, and further reductions of 
0.5% each year thereafter until 2019/20

2 Meeting our 
statutory 
obligations

Maintaining our assets in serviceable condition

Delivering the National Environment Programme

Maintaining financeability through prudent management

3 Improving 
the service to 
customers

Achieving and maintaining a Service Incentive Mechanism 
score of ≥ 90

Reducing leakage – by 5% from 21 Ml/d in 2014/15 to 20 
Ml/d in 2019/20

Reducing the risk of supply outage – to 12,000 customers 
supplied though a single trunk main

Metering – the remainder of households, where viable, over 
10 years but more efficiently

4 Reducing costs Improving efficiencies across the business. Reducing our 
base operating costs by about 5% or over £1m by 2019/20 
when compared with 2013/14, after allowing for real input 
cost pressures, mainly in the areas of energy and construction

Keeping our retail costs low – and maintaining our 
excellent performance relative to others

Reduced returns – assuming a weighted average cost of 
capital of 4.5%

Managing customer debt – and keeping debt levels at their 
current low level in real terms

5 Keeping our 
promises to 
customers

Delivering outcomes – based on customer engagement and 
discussion with our challenge group

Publishing our performance against the schedule of 
outcomes annually

Imposing financial penalties on ourselves for non-delivery 
of two specific service improvements, which customers have 
said they are prepared to pay for – leakage reduction and 
outage risk reduction

Sharing with customers as soon as practicable during 
AMP6, any material unexpected gains from cost reductions
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How we developed the plan

Our plan is set within the context of the long-term nature of our business and the 

need to ensure that the operation is sustainable. We have developed it in consultation 

with our customers, the customer challenge group, the Board and our shareholder. 

These parties have all challenged and endorsed our plan, with a very high proportion 

of our surveyed customers finding the plan and our interpretation of customers’ views 

acceptable.

We have developed our plan based on: 

•	 Continuing	to	provide	an	excellent	service

•	 Customers’	priorities	and	preparedness	to	pay	for	service	improvements

•	 Minimising	bills	to	customers	as	soon	as	possible

•	 	Extensive	work	to	review	the	performance	of	our	network	of	assets	and	our	

operations 

•	 Our	ability	to	maintain	and	improve	performance	where	necessary	

•	 Our	statutory	obligations

•	 Reducing	our	costs

•	 The	demand	for	water	in	the	future	

•	 New	legal	obligations,	and	

•	 Our	aim	to	reduce	our	impact	on	the	environment.	

In arriving at this plan, we have carefully considered risks to the service, as well as risks 

related to fulfilling the commitments we have made. Risks to the service are closely 

monitored and are described in Section 6, while key risks to the delivery of the plan are 

covered later in this summary. 

Central to the planning process has been the extensive customer research undertaken 

and our engagement with our customer challenge group, known as the Customer 

Engagement Planning Forum (CEPF). Our research methodology, results, analysis and 

engagement programme are detailed in Section 2. 

The plan has been developed around a set of outcomes we are committed to 

delivering. These outcomes are derived from the six key customer priorities identified 

through our customer research and endorsed by the CEPF. We have developed a 

series of measures and targets to evaluate our progress towards delivering these 

outcomes. The details of the targets, how we arrived at them, how we will measure 

our performance against them and what we will do if we do not achieve them can be 
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found in Section 3. We will track our performance against the proposed outcomes and 

outputs and report publically on progress.

What our customers have told us 

Customers would like to know more about what we do. Our research indicates that 

customers are very happy with the service and have had little problem with their water supply.

The most frequent ‘top of mind’ issue is leakage and they expect a rapid response 

from the company to visible leaks. They are keen to ‘do their bit’ to save water in the 

future, but want us to help them achieve it. And the large majority of them feel that 

everyone should be metered – because it’s the fairest way to charge people.

More than 80% of customers find a bill increase at the rate of inflation to be 

acceptable provided that the current service is maintained. However, 9% of customers 

would like to see the bill fall slightly even if this means a drop in the level of service.

What they are prepared to pay for

We conducted a willingness to pay study as part of our programme of research and 

the following emerged: 

•	 	Customers	are	prepared	to	pay	an	additional	£3.80	for	a	modest	package	of	

service improvements which include reducing leakage and reducing the risk 

of interruptions to supply. 

•	 There	were	mixed	views	on	paying	for	accelerating	our	metering	programme.

•	 	Customers	are	also	prepared	to	pay	a	small	amount	towards	the	cost	of	

environmental improvements – 80% willing to pay 25p on additional spend 

of £100,000, dropping to 60% on spend of £25,000.

•	 	We	found	very	mixed	views	about	the	preparedness	to	support	social	tariffs,	

with a significant proportion (29%) of customers simply not willing to 

subsidise these.
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Their key priorities and what we will deliver 

We grouped what customers told us into six key themes, which we then put before 

them to both validate the groupings and to identify their order of priority. The themes 

and how we interpret them in the context of what we will deliver are as follows:

Customer wishes in 
order of priority

How we interpret these and what we will deliver

1 A safe and 
wholesome supply 
of water

Meet at least the minimum standards required by law

Provide water which customers find acceptable in 
terms of taste, colour and odour

Ensure that customers are not affected by significant 
events which lead to any temporary deterioration in 
the quality of the water

2 A reliable supply 
that will not run out 
in the future

Water supply 24/7

Occasional interruptions are acceptable provided that 
they are of short duration

Ensure that we will have sufficient water in the long 
term

Reduce water consumption by helping customers to 
save water

Ensure that we do not waste water, by managing 
leakage

Continue our metering programme

Maintain our assets in a stable condition

Ensure adequate pressure of the supply

A quality-assured approach to all operations

3 An excellent 
customer experience 

Best possible customer service and SIM score

Choice in how to interact with us

Fix visible leaks promptly

4 Environmentally 
sustainable 
operations

Be efficient in our water operations

Protect the local environment

Minimise our carbon footprint

Reduce energy use, and work to a recognised standard 
for managing our carbon footprint

Maintain and improve the ecology of our own sites 
and those we affect

Cause no serious pollution events
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Customer wishes in 
order of priority

How we interpret these and what we will deliver

5 A financially 
sustainable business

Earn a fair profit and return for the shareholder

Ensure customers who can pay their bills do so, and 
that we manage debt so as not to place an undue 
burden on those who do pay

Customers have mixed views about the desirability of 
social tariffs so immediate implementation does not 
form part of our plan

Maintain a strong investment grade credit rating

6 Engage well with 
our community and 
customers

Do the right thing and demonstrate that we put 
customers at the heart of what we do and that their 
interests are being looked after

Contribute to the local community

Be a good employer

Govern the company well and transparently 
Stakeholders must see this to be the case

Find out how well customers believe we do this so that 
we can respond with appropriate changes

Better information to customers about the service, the 
industry and in particular who we are and what we 
stand for

(Much of what is encompassed here relates to 
improving the way we communicate with and inform 
our customers of what we do)

These deliverables are quantified and discussed in detail in Section 3.



The appointed  
business plan  

Executive summary

page 9 of 355

Price limits and household bills

We have followed two main principles in determining price limits for customers:

•	 	Prices	must	be	as	low	as	possible,	as	soon	as	possible,	and	must	not	rise	by	

more than inflation in any year.

•	 	Future	price	changes	must	be	consistent	and	easy	to	understand.

In following these principles, we have sought to reduce prices in real terms every year 

and to bring the reductions forward as fast as we can. 

The plan based on price limits being set from April 2015 leads to the following ‘K’ 

adjustments to revenue requirements:

Year 2015/16 2016/17 2017/18 2018/19 2019/20

K factor Minus 7.5% Minus 0.5% Minus 0.5% Minus 0.5% Minus 0.5%

However, we want to give customers the benefit of paying less as soon as possible, 

so we propose to freeze prices for 2014/15 thereby bringing forward the impact. This 

leads to the following profile of ‘K’ factors:

Year 2014/15 2015/16 2016/17 2017/18 2018/19 2019/20

K factor Minus 
3.2%

Minus 
4.7%

Minus 
0.5%

Minus 
0.5%

Minus 
0.5%

Minus 
0.5%

Ideally, we would prefer to freeze all tariffs for 2014/15 at 2013/14 levels, but accept 

that we must satisfy ourselves that doing so would not breach the terms of our licence.

This translates to an average household bill in 2012/13 prices of:

Year 2013/14 2014/15 2015/16 2016/17 2017/18 2018/19 2019/20

Average 
household 
bill 
(rounded 
to whole £)

153 149 142 141 139 137 136
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What is driving a change in household bills (in 2012/13 prices)

Approximate figures and rounded £ per 
year

Average household bill in 2013/14 153

Reductions Adjustments from the 2009 price review including revenue 
correction, the capital investment incentive and operating 
cost efficiencies                                                                  

-3

Future efficiencies -6

Ensuring that present and future customers each pay a fair 
proportion of costs (pay as you go ratio)

-7

Reduced shareholder return on investment -6

Increases New	legal	obligations 4

Investment for improved services and growth 1

Average household bill in 2019/20 136

Revenue

The proposed service and associated costs of delivery lead to the following turnover 

requirements:

Year 2012/13

(actual)

2013/14 2014/15 2015/16 2016/17 2017/18 2018/19 2019/20

Turnover 
(in 2012/13 
prices)

£43.1m £43.1m* £42.5m £40.5m £40.3m £40.1m £39.9m £39.7m

* It is a coincidence that these numbers are the same

The above turnover figures include a 0.4% upward adjustment in respect of our SIM 

performance to reflect our relative position as reported by Ofwat	in	Information	Notice	

IN13/11. 
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What delivering our plan will cost

Our plan proposes the following operating costs (£000s in 12/13 prices):

Cost savings fully offset new obligations

AMP5 Period AMP5 Period

Real costs, £million 13/14 14/15 15/16 16/17 17/18 18/19 19/20

Base costs net of falling 
demand

19.9 19.8 19.8 19.8 19.7 19.7 19.7

Loss of major customer -0.3 -0.3 -0.3 -0.3 -0.3

Efficiency savings in 
our base day-to-day 
operational costs

-0.3 -0.4 -0.7 -0.9 -1.1 -1.1 -1.2

Real cost increases, mainly 
as a result of forecast 
upward pressure on energy 
and construction prices

1.1 1.5 1.9 2.1 2.2 2.3 2.3

Cost of delivering 
current obligations

20.7 20.9 20.7 20.7 20.5 20.6 20.5

New	obligations 0.3 0.4 0.9 1.1 1.2 1.1 1.1

Service improvements and 
growth that customers 
have expressed a 
willingness to pay for

0.1 0.2 0.2 0.2 0.2 0.3

Total 21.0 21.4 21.8 22.0 21.9 21.9 21.9

Explanation of the forecast operating costs can be found in Section 9. Real price 

impacts and resultant upward cost pressures are forecast to be significant, mainly in 

respect of the price of energy, plant and materials. However, during the AMP6 period 

we will offset these as far as possible through operating cost efficiencies.



The appointed  
business plan  

Executive summary

page 12 of 355

The plan includes the following capital investment costs (£000s in 12/13 prices):

Investment over 15 years is increasing

AMP5 AMP6 AMP7

Maintenance of assets 41,596 43,136 43,744

Quality and security 1,793 200 0

Supply demand 8,775 9,936 9,678

Improved service, which 
customers are prepared 
to pay for

909 1,280 2,000

Total (gross of 
contributions)

53,073 54,552 55,422

Grants and contributions 3,986 4,480 4,132

Total (net of grants and 
contributions)

49,087 50,072 51,290

Our underground network of water mains and services performs well in comparison 

to others (see Section 1), and provides a service that customers are generally happy 

with. We forecast that in the longer term we will need to increase investment in our 

underground network. However, we do not need to substantially increase this during 

the AMP6 period and have included only a modest increase which will enable us to 

meet our customers’ wish of not increasing bills in real terms, while ensuring that we 

begin to address longer-term needs. The proposed rate of investment in both above 

and below ground assets will enable us to meet our statutory obligations.

We have reviewed the DEFRA Statement of Obligations published in October 2012 and 

are satisfied that we will meet the obligations set out therein. 
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How we will deliver the plan

We will deliver our plan through innovation, a process of continuous improvement, 

and increasing efficiencies. 

Innovation and continuous improvement 

We need to continue to find ways to get better at what we do and at the same time 

reduce our costs, and have set ourselves challenging cost and service targets. Although 

benefits will arise from normal business management initiatives and challenging our 

own unit costs, we will identify new ways of operating our business without undue 

risk to the service. 

The following is a list of our key planned initiatives:

Innovation and customer benefit How we will achieve this

Implementing a customer relationship 
management system new to the UK 
water industry which will provide:

•	 	Seamless	interaction	with	the	
company for customers, especially 
when carrying out follow-up 
operational work. End-to-end 
managed processes 

•	 	Greater	choice	for	customers	in	
interacting with us and managing 
their account

•	 	Choice	to	multi-site	customers	as	to	
how they are billed

•	 	Putting	in	place	a	leading-edge	
billing and customer relationship 
management system by December 
2014

•	 	Providing	a	full	on-line	account	
management facility

•	 	Developing	a	smartphone	‘App’	for	
transactions

Introducing software new to the UK and 
the water industry, together with the use 
of renewables, to achieve:

•	 	Reduced	energy	use	–	8%	reduction	
by 2020

•	 Reduced	carbon	footprint,	and	

•	 Reduced	cost	to	customers	

•	 	Using	sophisticated	and	newly-
developed software to analyse energy 
consumption using operations data 
in order to identify opportunities 
for optimisation. Currently in 
implementation phase for use in 
following years. Guarantee of benefits 
from supplier

Introducing	‘Network	calming’	to	
achieve:

•	 	A	reduced	number	of	burst	water	
mains and impact on customers

•	 Reduced	costs

•	 	Using	‘big	data	analysis’,	a	technique	
involving the analysis of large sets 
of operational data, to help identify 
opportunities to further reduce any 
negative impacts of our routine and 
emergency operations on the network
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Innovation and customer benefit How we will achieve this

Introducing a new method for field 
response with single-man units to 
achieve:

•	 	Faster	and	more	effective	response	
to technical or operational issues for 
customers

•	 	Changing	the	existing	process	and	
putting in place trained operational 
customer response technicians who 
will provide fast response and rapid 
resolution of customer needs

Systematically putting in place ‘sleeping 
meters’ to record customers’ water usage 
so that:

•	 	Customers	currently	charged	by	
reference to a rateable value will be 
provided with their actual water usage 
information so that they can make an 
informed choice as to how they wish 
to be billed – which they have told us 
is important.

•	 	The	cost	of	metering	is	reduced	by	
around 8%

•	 	By	metering	properties	more	
systematically, while maintaining the 
current rate of metering

Working collaboratively with a 
neighbouring water provider to improve 
resilience of the water distribution 
network to achieve:

•	 Improved	security	of	supply

•	 	Significant	cost	savings	as	this	is	a	very	
cost-effective solution

•	 	Having	jointly	identified	an	
opportunity to achieve benefits to 
the customers of both companies by 
linking our respective infrastructure, 
we will be able to connect two large 
treated water distribution zones 
allowing us to share treated water 
between them in times of operational 
difficulty. 
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Wholesale and retail efficiency

Wholesale 

Published data on costs and activity show our operating costs as being amongst the 

most efficient in the industry, and our capital maintenance costs towards the lower 

end of the range. This is demonstrated in Section 9. We forecast some significant real 

input cost increases over the coming years, largely related to energy and construction 

prices (energy prices are forecast to increase by 49% and construction-related prices 

by 7% between March 2013 and March 2020 in real terms). However, we have set 

ourselves a target to further reduce the base costs of our existing operations by an 

average of approximately 0.8% a year by 2020 from their 2013/14 forecast base, and 

so absorb most of the real input cost inflation. We have based this on advice received 

about likely cost pressures, together with our own detailed assessment of the scope 

for real efficiencies in the future.

Further information about managing costs can be found in Section 9.

Retail business

Our retail costs are low with an unmetered average cost to serve in 2012/13 of 

£16.74, including the cost of customer debt, amongst the lowest in the industry. We 

face some upward cost pressure in this area and despite having already reduced costs 

further and faster than others, we will manage costs to keep increases below inflation.

We know our customers well in terms of having good data about their location 

and connections to our network. We are in the process of replacing our billing and 

customer relationship management systems and this will help us to provide an even 

better service in the future. The replacement system will be better able to deal with 

the needs of customers with multiple connections or multiple sites. It will also help us 

to ensure seamless end-to-end business processes, and will provide more choice and 

channels for customers to communicate with us and pay their bills.

We are committed to providing excellent service and we support the SIM being 

retained through the AMP6 period. We are aware that Ofwat is consulting on possible 

changes to the framework and we will comment on this shortly. On the infrequent 

occasions when our service falls short of levels assured by the Guaranteed Standards 

Scheme (GSS) or our own additional standards (in our Customer Charter), we 

compensate customers accordingly. We will continue to do this for non-household 
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customers until the opening of a new retail market planned for 2017, after which we 

will further tailor our guarantees to emerging needs. We are concerned that very small 

businesses might subsequently fail to benefit from either the protection afforded by 

the current GSS or competitive market pressures. We will therefore continue to apply 

to very small businesses – those using up to 750 cubic metres a year – at least the 

standards required by the GSS and other promises we make to household customers. 

For the retail service to household customers, we face no greater business risk in the 

future than in the past. Therefore, we have not included a margin on top of the cost 

to serve. For the retail service to non-household customers, we propose a net margin 

on sales of 2.5% to be used to set default tariffs. However, this is aimed at addressing 

only any increased risk faced by the non-household competitive retail arm of the 

business. We have included some costs of contributing to the management of the 

programme for implementing a market as will be enabled by the Water Bill currently 

in Parliament and via licence fees collected by Ofwat or any other agreed mechanism, 

as well as what we estimate to be our contribution towards the market set-up costs 

indicated in Ofwat’s letter to companies dated 28 October 2013. These costs have 

been included in our wholesale costs.

Tariffs

We do not propose to make any significant changes to the structure of our household 

tariffs. The transactional component of retail costs will form the fixed element of the 

household bill and our calculations show that this should not cause any undue shift 

from current practice. 

For non-household customers, we have reviewed our current approach to large users 

and simplified the structure of tariffs proposed for the future. We do not want to 

cause any undue incidence effects with changes to the way tariffs are set and our 

approach to charging. For non-household customers, the transactional part of the 

retail costs will form the fixed element of the bill with other volume-related costs being 

added to the wholesale volumetric charge.

We propose that the wholesale part of the total tariff will be a volumetric charge.

Financing the plan

We are satisfied that our plan is financeable. We have existing debt that is largely 

index-linked, long-term borrowing repayable in 2033, the indexation being added to 
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the capital sum. This instrument was put in place in 2005/6 at a real cost of 3.08% per 

annum. The costs of refinancing this would far outweigh any benefits. The investment 

plan proposed for the AMP6 and AMP7 periods can be funded from cash flows from 

turnover and it is forecast that gearing (as measured by Ofwat) will remain between 

60% and 70% during the period. We do not anticipate the need to raise any material 

amount of money during the AMP6 period. 

How stakeholders can be confident that we will deliver 
our plan

While we have a good track record of delivering to our commitments in the past, 

we have developed a series of outcomes and associated outputs for which we have 

set ourselves targets. Some of these relate to meeting statutory obligations such as 

maintaining our assets and providing safe drinking water. The two measures listed 

in the table below carry a self-imposed financial penalty, and are in addition to the 

national comparative measures put in place to incentivise performance in respect 

of customer service and leakage. These measures relate to two service areas where 

customers expressed a willingness to pay for improvements to the current service. 

A more detailed description of the targets we have set ourselves can be found in 

Section 3. We will regularly publish our performance against these indicators.

Area of service Measure Proposal for a one-sided 
penalty for under-
performance

Total leakage management Reduce from our current 
target of approx. 21 Ml/d 
in the AMP5 period, to 20 
Ml/d by March 2020

For each 0.1 Ml/d that 
is not achieved we will 
return up to £94,000 to 
customers in the AMP7 
period through price limits 
set in 2019.

Minimising interruptions Construct and commission 
by March 2020 a new 
trunk main to reduce risk 
to 12,000 properties

If this is not completed, 
we will return up to £1.8m 
to customers in the AMP7 
period through price limits 
set in 2019.

Definitions of the above mechanisms, with example calculations can be found in 

Section 5.
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Key risks to delivery of the plan

There are risks to delivery, some of which are normal business risks. In addition, we 

have statutory duties in respect of the base service and maintaining our assets in a 

stable condition, as well as in respect of drinking water quality and environmental 

obligations. Key risks to delivery include:

Risk Comment Impact on customers

Major service 
failure

We operate two large treatment 
works where the combined output 
serves on average about 80% of 
our customers. A major problem 
potentially involving alternative 
supplies (e.g. tankers/bottled water) 
to customers served by one of these 
plants would place a very significant 
burden of cost and management 
resources on the company. The 
management of this risk must remain 
high on the Board’s agenda.

Our plans allow for 
dealing with this and 
although the cost could 
be very substantial for the 
company, we conclude 
that it would not prevent 
us dealing with and 
resolving any event nor 
would it jeopardise the 
business in terms of 
financeability.

Reliance on a 
large industrial 
water supply

One large customer provides more 
than 10% of our regulated turnover. 
Should this customer’s need for 
water cease, there would be a 
substantial effect on the company.

A determination of prices 
which does not include 
the turnover from this 
large customer would have 
a material and adverse 
impact on customer bills, 
as would loss of the 
customer for a period.

Water resources 
capacity and 
drought

Robust analysis of the supply-
demand balance looking 25 years 
ahead. Comfortable headroom 
forecast. Demand falling and 
expected to continue to do so 
until	about	2030.	No	forecast	
sustainability issues at this time.

There is a small risk that 
customers may face 
temporary use bans more 
frequently than planned.

Service 
improvements

We have set ourselves a financial 
penalty for non-delivery of two 
specific service improvements. 

SIM performance represents a risk 
but we have a good track record 
of delivering customer service 
improvements. 

The worst outcome is 
considered to be that 
service levels will not 
improve but the current 
high level of service will 
not deteriorate.
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Risk Comment Impact on customers

Capex costs The large majority of the investment 
needed is to maintain the assets. 
Our experience over the last 20 
years and our understanding of the 
assets enables us to be reasonably 
confident in our forecasts in real 
price terms. We will bear the risk 
of real construction cost increases 
above those assumed in the plan.

Little – maintaining the 
asset base in a serviceable 
condition is a requirement 
of our licence.

Customer debt Although a challenge, paying 
customers expect us to do whatever 
we can to avoid them subsidising 
the debts of others. There is an 
asymmetric risk here which we will 
bear.

Paying customers will 
have a positive view if 
the company is successful 
in minimising any future 
cross subsidy. We believe 
the risk to the company is 
acceptable.

Operating costs 
being materially 
more than 
forecast

There will always be a risk of costs 
exceeding those assumed in the plan

No	impact	on	customers	
unless a substantial change 
of circumstance occurs. 

Costs of market 
opening

There is considerable uncertainty 
about the costs of developing, 
implementing and operating a 
market for non-household retail 
customers. We have included a 
central estimate of these costs 
provided by Ofwat but expect any 
variance from this to be addressed 
through logging up or down at the 
2019 price review.

We have considered and reviewed a number of possible scenarios that could impact on 

customers or our ability to deliver the plan. Details can be found in Section 6.
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Board involvement in the planning

The Board has dedicated an appropriate amount of time to understand where the 

company will be at the end of the AMP5 period in March 2015 and what issues it 

faces in both the medium and longer term.

The Board welcomes the much stronger focus on customers and the need to fully 

understand how they perceive the service, as well as what their preferences are for the 

future, and for the company to identify the outcomes that are important to customers. 

Customer challenge group members have met with Board members over the last two 

years and the Board has received regular information regarding the process put in 

place for this group to challenge the company to engage well with its customers, listen 

to their views with an open mind and ensure that they have been addressed in the 

business plan.

The Board has overseen and challenged the development of this plan; how it can be 

reconciled with current and targeted future performance, both in respect of meeting 

statutory obligations, and ambitions for the service; and the associated costs and self-

imposed targets for operating more effectively in the future and for delivering certain 

elements of the plan. 

The Board recognises that there is more work to be done in raising awareness of 

the company and the industry with customers and in helping them to achieve a 

common aim – saving water in the future, as well as demonstrating to them openly 

and transparently that the company does a good job and can be trusted to earn a fair 

return.

This plan is put forward by the Board, and the directors of the company are satisfied 

that they have been provided with sufficient information so as to be able to approve 

this plan as being one that: is based on reasonable assumptions; will enable the 

company to continue to meet its obligations; and will provide service enhancements 

that customers have said that they want, at an overall price that customers are willing 

to pay.

A full explanation of the involvement of the Board in the development of this plan and 

description of the governance arrangements in place, together with a statement by the 

Board is provided in the Board assurance statement on the following pages.
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Board assurance statement 

Summary

The Board develops strategy and steers and directs its implementation. The Board has 

been involved in the developing approach to, and methodology for the 2014 price 

review for many months, having sought expert third party advice on how the periodic 

review was to be approached.

In particular, the Board welcomes the much stronger focus on customers in terms 

of how they perceive the service, their preferences for the future, and the optimal 

outcomes in the next regulatory period. The Board recognises that more work is 

needed to build on the work already done to foster a climate of greater understanding 

and transparency with appropriate commitments to deliver promised services, and 

sharing of benefits from any unexpected gains, should these arise. The Board is 

satisfied that this plan is based on reasonable assumptions which will enable the 

company to continue to meet its obligations and provide service enhancements for 

customers at prices that most customers are willing to pay.

The company established a customer challenge group following guidance issued by 

Ofwat, appropriately constituted for the company’s circumstances. Its members have 

met with the Executive Directors over the last two years and its Chairman has met the 

Board on a number of occasions. The Board has therefore received regular feedback on 

the group’s views to ensure that these have been addressed in the business plan. The 

Board has overseen and challenged the development of this plan and how it can be 

reconciled with current and targeted future performance in respect of both statutory 

obligations and proposed service improvements. 
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Specific actions taken

Leadership and strategy

The Board comprises directors with a broad range of skills and experience, whose aim 

it is to ensure that customers remain the focus of the business and are appropriately 

protected through the right balance of innovative thinking and management of risks, 

while recognising shareholder needs. The Board understands the monopoly nature of 

the business, its obligations under the terms of the Water Industry Act and its Licence, 

and the need for real legitimacy with customers. In particular, the developing strategy 

for the future has been considered over many months in the context of feedback 

from customers and other stakeholders in deciding the way ahead, which must be 

affordable for customers. 

In preparing this plan, the Board has been advised of and has discussed and challenged 

at least the following areas: 

•	 Ofwat’s	consultations	on	setting	price	limits

•	 The	Water	Bill	with	proposals	for	a	non-household	competitive	market

•	 The	company’s	developing	water	resources	management	plan

•	 Performance	in	AMP5

•	 The	establishment	and	composition	of	the	customer	challenge	group

•	 	The	approach	to	engagement	with	customers,	research	methodologies,	

feedback from customers, and feedback from the challenge group

•	 	Shareholder	requirements	and	balancing	these	with	those	of	customers	and	

other stakeholders

•	 Outcome-based	setting	of	objectives

•	 Outcome	delivery	and	setting	appropriate	incentives	to	achieve	these

•	 The	need	for	a	strong	evidence	base	to	support	the	plan

•	 Proposals	for	wholesale	and	retail	price	setting

•	 	Potential	for	adjustments	based	on	FD09,	e.g.	SIM,	revenue	correction	and	

capital incentive scheme

•	 	Proposed	service	level	improvements,	both	through	challenging	the	team	to	

continually improve, and based on customers’ wishes and willingness to pay

•	 Impact	of	totex	and	pay	as	you	go	ratios

•	 Forecasts	of	operating	and	capital	investment	costs,	innovation	and	efficiency

•	 The	financial	impact	of	modelled	scenarios

•	 Assurance	processes	and	confidence	in	the	plan
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Current performance and delivery of AMP5 obligations and 

objectives

In arriving at this plan the Board has carefully considered the company’s current 

performance and how it is progressing in delivering its AMP5 obligations and 

objectives. As part of the process in place to assure the Board, the company has 

continued to use the services of an independent engineering expert in the role of 

a ‘Reporter’, with terms of reference very similar to those which applied when the 

independent expert also had a duty of care to Ofwat. The following are the key means 

by which the Board is made aware of performance:

Aspect of performance How reported Assurance

AMP5 delivery obligations 
and objectives

A ‘Monitoring Plan’ is 
in place for reporting 
progress against key 
outputs and objectives 
in the AMP5 period. 
Progress has been regularly 
reported to the Board. 

The ‘Reporter’ reviews an 
annual return as part of 
the company’s processes 
for assurance of reported 
performance. The data 
and systems used for 
monitoring AMP delivery 
progress are closely linked.

Annual Return The company chose to 
continue to compile 
what, until 2010, formed 
the June Return, with 
commentary by managers 
for detailed tracking of 
service performance. 

The data and commentary 
are reviewed by the 
independent ‘Reporter’, 
who reports in person 
each year to the Audit 
Committee of the Board.

KPIs published in Annual 
Report

These form part of the 
company’s Annual Report, 
but are intentionally 
reported in a manner 
and style aimed at the lay 
reader.

The ‘Reporter’ and Auditor 
review this report and 
present their findings and 
any concerns to the Audit 
Committee.

Monthly internal reporting Monthly management 
reports include a range of 
key performance indicators 
designed to highlight any 
areas of potential concern 
including information on 
service performance and 
the capital investment 
programme.

There is a structured 
system of internal audit.

The core data used 
for reporting service 
performance is the same 
data used to report 
annually and as such is 
reviewed by the ‘Reporter’ 
on an ongoing cyclical 
audit basis.
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Aspect of performance How reported Assurance

Risk management All managers review risk 
on an ongoing basis. 
The Senior Management 
Team reviews risk and 
reports progress against 
any agreed actions at least 
twice a year to the Audit 
Committee.

The Board periodically 
reviews key operational 
risks and the actions 
in place to mitigate 
and manage them and 
the Board challenges 
the executive on its 
management of risks.

Key individual managers 
in the company have 
direct access to the Audit 
Committee. These cover at 
least the areas of:

•	 	Risk	management	and	
safety

•	 	Compliance	with	
standards

•	 Whistleblowing	policy

•	 Internal	audit

•	 	Systems	of	financial	
control

Comparative performance Key aspects of 
performance relative to 
other water companies 
are reported as and when 
available and if material.

This mostly uses published 
information.

Standards The company operates 
to a number of externally 
accredited and audited 
published standards (e.g. 
ISO 9000, 14000, 18000, 
Investors in People and the 
Government’s Customer 
Service Excellence Award)

These help to ensure 
consistency and 
repeatability of operations, 
and to assure the Board 
that the company is doing 
what it says.

Costs The Board sets annual 
budgets for operating and 
capital investment costs.

Forecasts and outturn 
are reviewed periodically 
against FD assumptions 
and executives challenged 
to explain variances.
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Aspect of performance How reported Assurance

Incentives for employees The Remuneration 
Committee determines 
and recommends to the 
Board remuneration and 
incentives for executive 
directors and key senior 
managers. 

The Board determines 
appropriate incentive 
arrangements for the 
company’s staff that align 
reward to delivery of 
service to customers while 
meeting target financial 
performance.

The Board ensures that 
remuneration at all 
levels is linked to service 
performance.
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Assurance 

The following mechanisms, together with other processes in place, allow the Board to 

be reasonably satisfied that the activities needed to ensure the meeting of statutory 

obligations in the future have been appropriately identified and are included in the 

plan. In addition, it is satisfied that engagement with customers has ensured that their 

views about the service and their preferences for the future have been understood and 

taken into account in compiling the plan. The mechanisms in place to satisfy the Board 

as to the robustness of the plan have included:

Component Brief description of activity How this is considered 
appropriately robust

Customer 
views and 
preferences

Customer challenge group, 
appropriately constituted to 
include other stakeholders 
based on Ofwat’s guidance.

Customer challenge group 
reviewed and challenged 
research proposals, feedback 
received from customers, and 
the company’s interpretation 
of it. During its work, the 
group probed the company’s 
investment proposals, costs 
and general objectives for the 
service.

The challenge group report 
has been seen by the Board.

Research material has been 
reviewed by Dr Scott Reid 
of ICS Consulting, a leading 
expert, who has also ‘peer 
reviewed’ willingness to pay 
studies.

Professional market research 
organisation advised as to 
appropriate research methodology 
and gave its professional opinion 
on feedback. The combined impact 
of the challenge group, which 
involved other key sector regulators, 
a professional market research firm, 
and a third party industry expert 
gives assurance that customer views 
have been genuinely sought and 
honestly reflected in the planning.

Service 
performance 
and delivery of 
AMP5 outputs 
in AMP5

See previous above A multi-strand performance-
monitor to forecast outcome of the 
AMP5 period
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Component Brief description of activity How this is considered 
appropriately robust

Assessment 
of capital 
maintenance 
needs in the 
future

Company experts’ assessment 
of needs, supported where 
necessary by the use of 
external experts, with 
appropriate third party review 
by the ‘Reporter’ 

Third party expert review of 
investment needs in maintenance of 
the infrastructure

Supported by EA and DWI 
commentary through the customer 
challenge group that based on the 
plan, the company should be able 
to meet its statutory obligations

Financial 
forecasts

Use of third party constructed 
model (also used by three 
other water companies) 
quality assured by the 
provider, Frontier Economics, 
and tested against Ofwat’s 
model 

An appropriate process to assure 
the Board about the integrity of 
forecasts of input activity and 
costs, turnover requirements and 
proposed price limits

Assurance 
of data in 
submitted 
tables

‘Reporter’ and Auditor review 
of data in tables

The ‘Reporter’ and Auditor 
have detailed knowledge of the 
company, together with appropriate 
knowledge and experience to 
assure the Board that reasonable 
assumptions have been made and 
that data is of sufficient accuracy 
for the purpose.

Reflection of 
legacy FD09 
adjustments in 
forecasts

‘Reporter’ has reviewed the 
calculations (SIM, RCM, 
capital incentive scheme, 
opex efficiency adjustments)

Expert third party review, 
considered to appropriately support 
the plan

Service 
improvements

The Board has over a period 
of time challenged the 
management in respect of 
the service customers want 
and expect, how it can be 
improved at little or no extra 
cost, and how the plan will 
meet those expectations.

The processes involved have 
given the Board a really good 
understanding, that even though 
the company provides good service 
by current industry standards, 
expectations are increasing and 
there are lessons to be learned from 
leaders in other sectors.

Need	for	
specific 
changes to the 
level of service 
provided i.e. 
reducing 
leakage and 
risk of supply 
interruptions

Requirements developed 
from the customer research 
process

High level of satisfaction but some 
concerns to reduce leakage and 
the impact of distribution network 
failures. The Board is very aware of 
the sensitivity of leakage and repair 
times with customers.
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Component Brief description of activity How this is considered 
appropriately robust

Outcomes The executive team has 
developed a series of 
customer-based outcomes.

The Board has been provided 
with regular updates on emerging 
thinking over many months, and 
is satisfied that these appropriately 
reflect customers’ views.

Outcome 
delivery 
incentives

‘Reporter’ has reviewed the 
company’s interpretation 
of the required logic and 
reasonability of proposals

Expert third party review of 
interpretation. The Board is satisfied 
that the company has identified 
appropriate areas to apply financial 
incentives to deliver what it 
promises.

Future 
efficiencies – 
general

Professional advice from 
economist John Earwaker 
on the scope for future 
efficiencies

Helped the Board to challenge 
its executive team in respect of 
ensuring that projected costs are no 
higher than they need to be. This 
has included challenge of individual 
components of costs.

Future 
efficiencies – 
customer debt

Review of performance and 
Board challenge in respect 
of the cost of customer debt 
and the Board’s desire to 
maintain at current levels

The Board is conscious that a 
significant portion of the customer 
base does not wish to cross 
subsidise those who do not pay and 
places great store in keeping this as 
low as possible.

Risk The Board regularly reviews 
potential risks to delivery of 
the plan to ensure provision 
for sufficient resources to 
meet statutory obligations.

The Board regularly 
challenges the management 
to demonstrate that risks are 
appropriately controlled.

Allows the Board to understand 
the risks faced by the company and 
measures in place to mitigate them 
where necessary

Returns to 
investors

Review of the cost of 
embedded debt and the 
options available, together 
with expert advice on the 
appropriate weighted 
average cost of capital

The work carried out by an expert 
advisor (Oxera) and has been 
specific to the company and its 
circumstances.

The independent directors have 
discussed in an open manner and 
challenged the shareholder in 
respect of target returns on equity.

The Board has received advice directly from third party experts in respect of the 

developing regulatory approach and methodology so that its members have been able 

to fully understand what is expected of the company.
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The Board is acutely aware of the current climate and pressure on customers in respect 

of the cost of living. The plan represents a challenge to the company in controlling 

costs while maintaining the serviceability of the assets, continually improving the 

service to customers, as well as making some limited specific service improvements 

where customers have expressed a desire and willingness to pay for them. The Board 

is satisfied that the plan represents a reasonable balance between the interests of 

customers, the shareholder, and other stakeholders.

The plan is based on data, forecasts and estimates of costs that have been arrived 

at independently of other water companies or competitors. The company has made 

limited specific use of sharing resources in two areas:

•	 	Financial	modelling	–	for	reasons	of	controlling	costs,	a	group	of	four	water-

only companies have employed a common resource, Frontier Economics, to 

construct a financial model. The Board is confident that no data has been 

shared with other companies.

•	 	Advice	on	the	cost	of	capital	–	again	for	reasons	of	controlling	costs,	a	group	

of four smaller water-only companies have jointly commissioned an expert, 

Oxera,	to	advise.	No	discussions	have	taken	place	between	this	company	and	

any of the others, other than those necessary to jointly appoint the advisor.

Governance

The Board is fully aware of the need for transparency and good governance and its 

obligations in this respect, in particular the requirements under the conditions of the 

licence to act and report the affairs of its Appointed Business as if its sole business is a 

water undertaker having its equity share capital listed on the London Stock Exchange.

The Board is committed to applying the principles of leadership, transparency and 

governance as published by Ofwat in draft form in October 2013. A summary of 

how the company complies with the UK Corporate Governance Code is provided in 

Appendix 1 of this plan, and a draft code setting out how the company will meet the 

principles proposed by Ofwat will be provided by the end of December 2013.

The Board aims to comply fully with the UK Corporate Governance Code and will 

explain any areas where this is not possible or appropriate, although it is expected that 

the need in the future for such explanation will be very limited.
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Statement

The Board is satisfied that this business plan proposing price limits for the period 

April 2015 to March 2020 is based on sound data and information regarding the 

company’s current performance, and that assessments of the resources and activity 

needed for the company to meet its statutory obligations in the future, in addition to 

other proposals made in respect of the service, have been appropriately identified and 

quantified.

The directors are satisfied that they have been provided with sufficient information to 

fully understand the company’s current and projected performance, customers’ views 

about the service, what they want for the future and what they are prepared to pay 

for this, and that the business plan reasonably reflects those views.

The Board considers that in preparing this plan:

•	 	Appropriate	methodologies	have	been	used	which	have	been	supported	by	

reasonable judgement and estimates where necessary

•	 The	data	used	and	its	accuracy	has	been	reasonable	for	the	purpose

•	 	There	are	sufficient	systems	of	internal	control	in	place	to	enable	the	

company to meet its obligations in respect of the provision of information to 

the regulator

•	 	There	is	adequate	provision	for	the	resources	necessary	to	enable	the	

company to meet its statutory obligations, and

•	 	The	risks	faced	by	the	company	in	delivering	this	plan	are	adequately	

understood and managed.
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Section 1 – Our current performance

Strong overall performance in AMP5

•	 Top	performer	in	the	SIM

•	 95%	of	our	customers	report	high	levels	of	satisfaction	with	our	service

•	 The	performance	of	our	non-infrastructure	and	infrastructure	assets	is	stable	

•	 We	are	on	track	to	meet	our	AMP5	outputs	and	commitments	

•	 	We	have	performed	well	against	the	regulatory	KPIs	and	in	comparison	with	
the industry

•	 	Although	we	have	experienced	some	challenges	with	our	current	disinfection	
process at the Alderney Water Treatment Works, we are addressing these 
through investment in additional UV treatment plant, to be completed by 
March 2015

Introduction

Our performance as a whole in the current AMP period has been strong and we have 

met or exceeded targets for the appointed business across all key indicators, including 

the new regulatory performance indicators, to date. However, we have experienced 

challenges with the current disinfection processes at our Alderney Treatment Works in 

providing adequate mitigation of risks and are addressing this through investment in 

an additional process and replacement of the existing chlorination facilities. This will 

be completed before March 2015. We also intend to add further protection by way 

of ultra-violet disinfection at our other large treatment works at Knapp Mill, also by 

March 2015.

Looking ahead, we are on track to deliver our targets and Final Determination (FD) 

outputs with the exception, potentially, of the number of customers we will meter. 

We have welcomed the new risk-based approach to regulation. The autonomy and 

ownership this brings is positive and it has prompted us to change the way we communicate 

our performance with customers and other interested parties, including Ofwat.

The previous June Return data continues to be of value to us. We still collect almost 

all of the data for internal use and have retained the discipline of the annual collation 

and audit of data (both external and internal) as a management control tool to provide 

assurance and retain focus.



The appointed  
business plan  

Section 1 – Our current 
performance

page 33 of 355

AMP5 outputs and commitments 

The following tables detail our performance against our AMP5 outputs and 

commitments. They show actual performance for years 1-3 and forecasts for years 4-5. 

Further to Ofwat’s letter of 30 March 2011 headed ‘PR09 service level outputs’ we 

have not included these here as they are now covered by the SIM. Instead, we have 

provided detail of our performance against the SIM and other regulatory KPIs in the 

following section.

Further details on the results for each of the outputs are provided below each table

Asset serviceability

10/11 
Actual

11/12 
Actual

12/13 
Actual

13/14 
Forecast

14/15 
Forecast

Non-infrastructure Marginal Stable Stable Stable Stable

Infrastructure Stable Stable Stable Stable Stable

The temporary categorisation of ‘marginal’ for non-infrastructure in 2010/11 was due 

to coliform detections at our Alderney Water Treatment Works. We took action and 

performance returned to stable the following year. However, we have commenced 

installation of a ultra violet (UV) treatment plant at the works to further improve our 

treatment process. This will be completed before March 2015.

Leakage

10/11 11/12 12/13 13/14 
Forecast

14/15 
Forecast

Leakage Target 
(Ml/d)

22 22 22 22 21

Leakage Actual 
(Ml/d)

22 22 21 21 21

We consistently meet our leakage target and will continue to do so.

For AMP6 we will commit to reducing leakage by a further 5%. See Section 3. 
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Metering

10/11 11/12 12/13 13/14 
Forecast

14/15 
Forecast

Total 

Optants Target 2,250 2,250 2,250 2,250 2,250 11,250

Optants Actual/Forecast 1,658 1,737 2,068 1,500 2,000 8,963

Selectives Target 1,200 1,200 1,200 1,800 2,000 7,400

Selectives Actual/Forecast 1,395 1,750 1,564 1,700 3,000 9,409

Metering numbers are falling slightly short due to lower than expected optants. We are 

proactively targeting customers who, we believe, would benefit from opting to switch to 

a meter, and have accelerated the selective installation programme to mitigate the effect. 

We currently forecast that we will install 98.5% of the number assumed in FD09.

Our revised metering strategy for AMP6 will allow us to provide potential optants with 

their actual consumption and bill impact data to enable them to make an informed 

choice. See Section 7. 

Mains renewal

10/11 11/12 12/13 13/14 
Forecast

14/15 
Forecast

Total 

Mains renewal 
Target (km)

12 12 12 12 12 60

Mains renewal 
Actual/Forecast (km)

11 13 13 12 11 60

Our mains renewal programme is progressing well and we expect to meet our own target.

Water efficiency

10/11 11/12 12/13 13/14 
Forecast

14/15 
Forecast

Total 

Water efficiency 
Target (Ml/d)

0.19 0.19 0.19 0.19 0.19 0.95

Water efficiency 
savings (Ml/d) 
Actual/Forecast

0.19 0.20 0.20 0.19 0.19 0.97

We will adopt a water-efficiency target linked to a reducing per capita consumption 

for AMP6 and beyond. See the section headed ‘Promoting the efficient use of water’ 

in Section 13D. Per capita consumption reduction will also be a measure of success for 

our ‘Reliable water supply’ outcome.
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Security of supply

10/11 11/12 12/13 13/14 
Forecast

14/15 
Forecast

Dry year annual 
average

100 100 100 100 100

Dry year critical/peak 
conditions

100 100 100 100 100

Our security of supply is robust and is forecast to remain at 100 until the end of the 

next water resources planning period in 2040.

Demand-side enhancements

10/11 11/12 12/13 13/14 
Forecast

14/15 
Forecast

Total 

Dry year ave (Ml/d) 
Target

0.14 0.14 0.14 0.19 0.21 0.84

Dry year ave (Ml/d) 
Actual/Forecast

0.12 0.14 0.14 0.14 0.22 0.76

Critical period (Ml/d) 
Target

0.17 0.17 0.17 0.23 0.25 0.99

Critical period (Ml/d) 
Actual/Forecast

0.16 0.19 0.18 0.18 0.29 1.00

This measure is on track although the split of selective and optional meters installed 

has affected the indicator.

New properties
10/11 11/12 12/13 13/14 

Forecast
14/15 
Forecast

Total 

Number	of	new	
properties assumed 
by Ofwat

1,350 1,320 1,430 1,410 1,550 7,060

Actual/Forecast 
number of new 
properties

957 1,123 846 900 1,000 3,826

We attribute falling short on this target to the current economic climate. It is unlikely 

that the total number of new properties in the AMP5 period will reach the number 

assumed in FD09. 



The appointed  
business plan  

Section 1 – Our current 
performance

page 36 of 355

Capex monitoring against key AMP5 obligations 

Key obligation Specific scheme 
outputs

Apr 2010 – 
March 2013

March 2015

Actual Forecast

Maintenance non-infrastructure

To maintain serviceability 
of asset base in a stable 
condition throughout the 
period

Target meters over 
16 years old for 
replacement – 
23,800 over the 
5-year period

16,386 replaced 23,800 replaced

Infrastructure maintenance

To maintain overall 
serviceability of asset 
base in a stable condition 

60 km of mains 
renewals

37 km replaced 60 km replaced

Installation of 690 
flushing points

333 installed 690 installed

Enhanced service levels

Reduce risk of outage 
due to pipe failure for 
Verwood

Installation of an 
additional feed to 
Verwood

Complete and in 
service

-

Quality enhancements

Reduce cryptosporidium 
failure risk at Woodgreen 
WTW (PR09 project 
database 5WA5)

Install UV plant at 
Woodgreen

Plant 
commissioned 
and in service

-

Security enhancements 
(PR09 project database 
5WA13)

Upgrade telemetry 
kiosks

Scheduled for 
2014/15

Complete

Doors Complete -

Security at Alderney 
WTW

Alternative 
solution adopted 
with new 
works entrance. 
Complete

-

Improve chemical 
storage security

Complete -

Improve borehole 
headworks security

Partially 
complete

Complete

Develop tanker 
filling point 
network

To be completed 
by Match 2014

Complete
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Key obligation Specific scheme 
outputs

Apr 2010 – 
March 2013

March 2015

Actual Forecast

Improve office 
electronic security 
measures

Complete -

Supply-demand balance
Additional slow sand 
filter capacity at Knapp 
Mill WTW

 Complete and in 
service

Regulatory Key Performance Indicators

In the two years since the statutory Key Performance Indicators were introduced, we 

have performed well, both against the risk-based ‘red, amber, green’ assessment and 

comparatively within the industry.

Key Performance 
Indicator

2011/12 2012/13

Customer experience

SIM 85 87

Water supply interruptions 2.3 minutes 4.3 minutes

Reliability and availability

Serviceability – 
infrastructure

STABLE STABLE

Serviceability – non 
infrastructure

STABLE STABLE

Leakage 21.7 Ml/d 20.9 Ml/d

Security of Supply index 100 100

Environmental impact

Greenhouse gas emissions 17,078 tonnes CO2 17,092 tonnes CO2

Financial

Post-tax return on capital 7.6% 6.3%

Credit rating Investment grade Investment grade

Gearing 55% 61%

Interest cover 4.4 4.6
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Comparative service performance

The following charts illustrate the our performance relative to other companies for 

the KPI service measures which customers have told us are most important to them, 

namely, water quality, leakage and interruptions.

Water quality

Average industry drinking water compliance for 2011-2013 is shown below. 

We are a leader in compliance with drinking water standards

Source: Drinking Water Inspectorate – mean zonal compliance 

We acknowledge however, that drinking water compliance figures have their 

limitations as they do not necessarily correlate to the level of risk involved. For 

example, in certain circumstances, a failure rate of 0.1% could have very serious 

consequences.
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Leakage

The industry performed well against its leakage targets during 2011/12 and 2012/13. 

The following chart illustrates average industry performance. We exceeded our target 

by 3.2%. 

We perform well on leakage 

Source: Industry datashare 2011/12 and 2012/13
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Interruptions 

The following chart shows the average impact, in hours, per connected customer of 

planned and unplanned interruptions of greater than three hours across the industry 

over 2011/12 and 2012/13. 

We are an industry leader at minimising interruptions to customers

Source: Regulatory KPI datashare

0.00 

0.10 

0.20 

0.30 

0.40 

0.50 

0.60 

0.70 

Sc
or

e 

Company 

Lower quartile 
 

Lower middle  quartile 

Upper middle quartile 

Upper quartile 

SBW 



The appointed  
business plan  

Section 1 – Our current 
performance

page 41 of 355

Overall performance

The following chart illustrates our relative service performance for the combined 

periods 2011/12 and 2012/13. We have used four key wholesale measures:

•	 Restrictions

•	 Leakage

•	 Drinking water quality

•	 Interruptions to supply

We are an industry leader in relative service performance
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Section 2 – What customers have told us 

What our customers have told us is central to this plan.

We conducted extensive research, each stage of which built on the findings of the 
previous stage.

Our customer challenge group, the Customer Engagement Planning Forum (CEPF), 
was involved in developing the research and has endorsed the findings.

What our customers said

•	 95%	are	satisfied	with	the	service	we	provide	

•	 	Their	top	priorities	are	ensuring	a	safe	and	sufficient	supply	of	water	(96%),	

reducing leaks (94%) and encouraging people to use less (84%)

•	 They	want	their	water	supply	to	be	reliable	(84%)

•	 	They	feel	that	charging	by	meters	is	fair	and	want	us	to	‘get	on	with’	installing	

them (70%)

•	 They	want	us	to	help	them	to	use	less	water

•	 	They	don’t	know	a	lot	about	us	or	the	industry	in	general	–	and	tell	us	we	have	

to communicate with them better

What they are prepared to pay for

•	 75%	are	prepared	to	pay	more	to	reduce	leakage	by	5%

•	 	75%	are	prepared	to	pay	more	to	reduce	the	risk	of	large-scale	interruptions

•	 They	do	not	want	to	pay	any	more	than	they	already	do	for	metering	

•	 They	are	not	prepared	to	pay	for	additional	environmental	activities	

•	 	Preliminary	research	on	social	tariffs	has	provided	no	clear	picture	as	to	

customers’ preparedness to fund a social tariff

•	 Customers	do	not	want	above-inflation	increases	in	bills

Introduction

From the start of the PR14 process our intention was to develop our plan from 

‘scratch’; not drawing on any preconceived ideas, but building on what our customers 

told us is important to them and planning to deliver what they want at a fair price that 

is acceptable to them. 

To find out what our customers want, we conducted an extensive programme of 

research. This comprised qualitative and quantitative stages culminating in September 
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2013 with acceptability testing of the plan as a package of the proposed bills and 

levels of service to be delivered. 

The process has not been entirely linear (see diagram below), with complementary 

research conducted with over 1,000 6th formers to give us insight about what future 

customers think; and a day of deliberative research with a small number of customers 

to explore the key areas of metering and leakage in more depth.

Customer research process 

Business 
plan

Stage 1

12 Focus Groups
80 Customers

CEPF involvement 
in developing the 
questionnaire

CEPF involvement in 
developing the day

Full CEPF involvement 
in developing the 
questionaire

Full CEPF 
involvement in 
developing the 
questionaire

Academic peer 
review and 
endorsement

CEPF memeber 
attendance

Challenge and 
assurance

Openness

Stage 2

650 telephone 
surveys

Feedback of full 
findings to CEPF 
by researchers

Stage 3

‘Informed’ focus 
groups 20 customers

CEPF member 
attendance. 
Independent 
presentations 
by SBW

Stage 4

Willingness to pay
Pilot work

Peer review and 
pilot feedback 
report shared 
with CEPF

Supplementary 
Query 
•	 Socail Tariffs
•	 Outcomes
•	 Priorities

Stage 5

Willingness to pay
main survey 530 
customers

Stage 6

Acceptability testing
Qualiative survey
Focus groups
42 customers

Stage 6

Acceptability testing
Qualiative survey
(hall tests)
192 customers

CCWater Central 
challenge

CCWater 
Central 
challenge 
and CEPF 
member 
attendance

Future 
customer 
questionaire > 
1000 returned

Stage 3 
‘Informed’ 
online 
research  
41 customers

CCWater Central 
challenge
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In all, we have spoken to over 1,500 customers (not including the 6th formers) during 

the course of our research. We have taken their opinions on board and have developed 

our plan around a set of six outcomes derived from their stated priorities. 

We have also worked with our CEPF to ensure that the quality and extent of our 

engagement with customers is the best it could have been. Membership of the CEPF, 

created to oversee the PR14 customer engagement process, comprises an independent 

Chair and deputy Chair, and representatives from the Drinking Water Inspectorate, 

Environment	Agency,	Natural	England,	as	well	as	the	Consumer	Council	for	Water	and	

independent local customers. We thank them for their input, support and challenge 

which have helped to shape this plan. 

Customer Engagement Planning Forum

In early 2012 we set up our Customer Engagement Planning Forum (CEPF). 

This comprised:

•	 An	independent	Chair	and	deputy	Chair	

•	 	Statutory	representatives	from	the	Environment	Agency,	the	Consumer	

Council	for	Water,	the	Drinking	Water	Inspectorate	and	Natural	England,	and

•	 	Four	local	key	opinion	leaders	from	two	local	authorities,	the	local	Federation	

of Small Business and the Chief Executive of the Dorset Blind Association.

At the commencement of the process all members were invited to the company for an 

induction day to introduce the business, and explain the process we would follow together.

The CEPF Terms of Reference have been provided via this link.

Meetings and workshops

Formal meetings

Over time, 10 formal CEPF meetings have been held. 

Our researchers have also attended three meetings to present their findings directly to 

members and provide an opportunity for discussion and questioning of our customer 

engagement and the findings.

Early in the process, we and the CEPF agreed to create a ‘Challenge Diary’. All specific 

challenges and questions and our responses to them have been recorded in it. It is 

a living document, updated frequently with CEPF challenges and our response and 
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has proved an invaluable central repository of challenge, ensuring that neither party 

overlooked key points of challenge and action throughout the process, including those 

yet to be resolved. In our opinion it has increased the robustness of the process. 

Workshops

We	hosted	a	workshop	in	November	2012	to	explain	what	we	believe	we	need	to	do	

in relation to asset management during AMP6. Topics included asset management, 

leakage, our historic spend comparative to other companies and material issues to 

address. The presentations for the day incorporated what we had learned to date from 

customer research and how our plans would contribute to delivering what customers 

told us they want, including bill impacts. 

In January 2013 we held a further workshop to introduce CEPF members to the concept 

of outcomes and measures of success. The recommended process devised by the UKWIR 

steering group, which we were a member of, was explained to members and our 

preliminary thoughts presented. While the outcomes were acceptable CEPF members 

challenged us and made suggestions for alternative measures of success. The DWI 

made	subsequent	suggestions	and	a	meeting	with	the	Environment	Agency	and	Natural	

England was convened to discuss environmental measures. The evolving measures of 

success and performance commitments were regular agenda items during 2013. 

Research sub group 

For the quantitative telephone stage the CEPF created a research sub group to work 

with us and our researcher to create the optimal research material. 

The group has been very effective with, at times, vigorous challenge from both sides. 

In our opinion the process has worked well. Although significantly time-consuming it 

has resulted in better and more robust standard of research material. 
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What the CEPF process brought to the business planning process

The CEPF process has been time consuming for all involved, but has been a hugely 

positive development in the business planning process. 

Amongst other things the CEPF process:

•	 	encouraged	us	to	be	more	outward-facing	in	planning	activities	rather	than	

at times relying on expert judgement. 

•	 	challenged	us,	and	in	doing	so	created	a	more	iterative	and	therefore	more	

robust planning process.

•	 	acted	as	a	valuable	sounding-board;	for	example	–	the	CEPF’s	input	in	to	

the format of customer research questionnaires resulted in a better quality 

standard of question.

The process has resulted in a more robust customer engagement process than has 

previously been adopted, which has fed in to a business plan that has been built on 

customers’ wants and needs. 

The CEPF has submitted an independent report to Ofwat providing its views of the 

process.

Going forward beyond 2015

Going forward we intend to maintain a process of engagement and will look to 

develop a concept that ensures that challenge remains fresh and thought-provoking 

which ultimately creates an environment where customers continue to be at the fore 

of our thinking. 
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Research

Our research comprised four stages, with the findings of each stage informing the 

development of the subsequent stage.

Stage 1 – qualitative research

Talking to customers commenced in the spring of 2012 with a number of discussion 

groups1 and individual in-depth interviews with various types of customer. 

Many of the discussion groups were attended by members of the CEPF and our staff. 

This improved our understanding of our customers’ thoughts and drivers, although 

observation of a strict protocol was required by our professional market researcher to 

ensure that the integrity of the research was not compromised. 

The number of sessions and recruitment approaches are shown in the following table.

28 interviews and discussion sessions were held

Nuance	  Research	  Ltd.	  	  context•	  meaning•	  understanding•	  solu6ons	  	  	  	   1/90	  

	  
Methodology	  	  	  
	  

Domes3c	  
customers,	  
“free-‐find”	  
recruitment	  

6	  group	  discussions	  
with	  Family	  Life	  
cycle	  groups	  	  
• I	  (Pre	  family),	  incl	  
Future	  Customers	  	  

• II	  (Family),	  	  
• III	  (Post	  family)	  

2	  group	  discussions	  
with	  Vulnerable	  
customers	  
• All	  from	  SBW	  
Priority	  lists	  

Business	  
customers,	  
business	  

customer	  lists	  

4	  group	  discussions	  
1	  group	  discussion	  

with	  Farmers	  

10	  Depth	  interviews	  	  

Key	  opinion	  
formers	  from	  	  
agreed	  lists	  

5*	  depth	  interviews	  
	  

*Final	  interview	  13/6	  

11/13	  group	  
sessions	  viewed	  	  

SBW	  

CEPF	  

All	  interviewing/analysis	  by	  Neil	  McPhee.	  	  
Fieldwork	  17th	  April	  to	  25th	  May	  2012,	  at	  the	  Village	  Hotel	  Bournemouth	  or	  on-‐site.	  

1
  The style of engagement with the customers was based on Conative principles, and not on a Cognitive 
approach. This means that true qualitative research was conducted, and not a USA-style  “focus group” 
approach, meaning that while respondents are offered a measure of direct questioning (a cognitive route, 
assuming that respondents are fully aware of all requisite facts, and self-aware of their own motives, 
emotions, needs and wants), they are also offered less direct questioning approaches, whereby their true 
responses are inferred by professional analysis as well as by responses per se (a Conative approach, at the 
heart of true qualitative research, seeking out unconscious and less readily-apparent responses).  
Nuance Research 2012
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The sessions were wide-ranging and insightful. From them we learned that customers’ 

top priorities are:

•	 Having	enough	water	for	everyone

•	 Addressing	water	wastage	–	personal	wastage,	lost	rainfall	or	leakage

•	 Greater	investment	to	repair	or	replace	leaking	pipes	

Amongst other things, customers:

•	 Acknowledge	that	water	quality	is	very	high	but	take	that	quality	as	a	‘given’

•	 Believe	that	metering	(and	paying	for	what	is	used)	is	‘fair’	

•	 Expect	justification	for	any	price	increase

•	 Felt	that	we	did	not	communicate	well	with	them

•	 Knew	little	about	the	industry	as	a	whole

•	 Are	happy	with	the	service	we	provide

The full report on the qualitative research stage has been provided via this link.

Stage 2 – quantitative research

Building on the insight gained from the discussion groups on what really matters to 

customers, and working with our CEPF, we developed around 40 questions to form the 

basis of a quantitative research stage, designed to capture the numbers of customers 

sharing the same view. 

The survey objectives were set to measure customer needs and attitudes in relation to 

their:

•	 Knowledge	of	the	water	industry

•	 Perceptions	of	our	performance

•	 Attitudes	to	responsible	consumption

•	 Attitudes	to	leakage

•	 View	of	our	engagement	with	them

•	 View	of	our	future	priorities	and	how	these	would	be	funded	

A statistically representative sample of 501 household and 150 non-household 

customers was invited to participate in this stage. 27% of the non-household group 

were classed as water-centric, ie. where an interruption in supply would result in a 

significant impact on operations. Surveys were conducted by telephone.
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Analysis of results

Once analysed, our researchers found a close correlation with the findings of the 

qualitative stage, with customer satisfaction with our service remaining high, as shown 

in the following table.

Customer satisfaction with our service is high

Nuance	  Research	  Ltd.	  	  context•	  meaning•	  understanding•	  solu�ons	  	  	  	  

Sa�sfac�on	  with	  SBW	  

2%	  5%	  

39%	  

54%	  

Very	  
sa�sfied	  

Fairly	  
sa�sfied	  

Neither	  

Dissa�sfied	  

Sa�sfac�on	  with	  SBW,	  2013	  

3%	  

44%	  

52%	  

Very	  well	  

Fairly	  well	  

Not	  well	  

How	  well	  SBW	  does	  its	  job,	  2012	  
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Responses to the leakage questions raised further questions. When asked how much 

of a problem mains water leaks are in our area, customers responded as follows:

Customers appeared to take a relatively balanced view on the issue of leakage

However, when asked how quickly we should act to repair a leak once it had been 

reported, the level of urgency increased significantly:

But if a leak occurs it is urgent

Nuance Research Ltd.  context• meaning• understanding• solutions  
  

12/58 

How much of a problem are mains water 
leaks in this area? 

11% 19% 

41% 
35% 

43% 41% 

5% 5% 

Households Non-Households 

Major problem 

Occasional 
problem 

Not a problem 

Don't know 

Base: all  

Nuance Research Ltd.  context• meaning• understanding• solutions  
  

27/58 

But if a leak occurs it is urgent! 

7% 2% 3% 1% 
4% 

5% 

32% 42% 

55% 50% 

Households Non-Households 

Within 1-2 hours 

Same day 

Next day 

Longer 

Don't know 

Base: All 

How quickly should  the water co. send someone to repair a 
mains leak once reported? 
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These seemingly mixed messages led us to conclude that it was important to explore 

customers’ thoughts and attitudes further. We therefore arranged a deliberative 

research day with customers.

Metering was widely supported in this quantitative stage, with 81% of household and 

89% of non-household customers having a view that it was either very or moderately 

important for us to meter everyone over ‘the next few years’. Because of the level of 

interest and attitude towards metering shown both at the qualitative and quantitative 

stages; and customers’ continued expression of support for reducing use and ensuring 

enough water for the future, both of which are facilitated by metering, we included a 

session on metering in our deliberative research. 

The full report on the quantitative research stage has been provided via this link. But 

to summarise the quantitative findings, household and non-household customers held 

similar views, as shown in the following table. 

Customers have clear priorities

Nuance	  Research	  Ltd.	  	  context•	  meaning•	  understanding•	  solu6ons	  	  	  	   25/58	  

Summary	  of	  priori1es	  (with	  average	  
importance	  score	  out	  of	  10)...	  

Households	  
•  1:	  Ensure	  enough	  water	   	  

	   	   	  (9.6)	  
•  2:	  Reduce	  leaks	   	  (9.4)	  
	  
•  =3:	  Encourage	  people	  to	  use	  less,	  

avoid	  interrup1ons	  to	  supply 	  
	  	  (8.4)	  

	  
•  5:	  Water	  meters	  for	  all	  (7.0)	  

Non-‐Households	  
•  1:	  Ensure	  enough	  water	   	  

	   	   	  (9.5)	  
•  2:	  Reduce	  leaks 	  	  (9.2)	  
	  
•  3:	  Encourage	  people	  to	  use	  less 	  

	   	  	  (8.4)	  

•  =4:	  Water	  meters	  for	  all	  (7.7)	  and	  
avoid	  interrup1ons	  to	  supply	  (7.6)	  
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Stage 3 – deliberative ‘jury day’ 

Our researchers invited a group of 20 customers (10 from each of the household and 

non-household groups) to attend a ‘jury day’2 to discuss metering (morning session) 

and leakage (afternoon session). 

At the start of each session, customers were asked to complete a short questionnaire 

on their thoughts about the subject under discussion. Presentations were then 

made by our staff and an independent expert who explained the subject in more 

detail, including costs and impacts. Discussion about the topic was facilitated by the 

researchers who encouraged customers to explore their thoughts in a more ‘informed’ 

environment. 

At the end of the session, customers were asked to complete the questionnaire again 

so that an ‘informed’ customer’s attitude could be measured against their ‘uninformed’ 

position. 

Participants’ main thoughts and concerns before the sessions were:

General:

•	 Communication:	is	vital	for	all	aspects	of	what	we	do

•	 	Education:	not	just	in	schools	but	to	everyone,	eg.	how	and	why	we	need	to	

reduce consumption

•	 Justification:	we	need	to	justify	and	explain	any	changes	we	intend	to	make	

•	 	Transparency:	we	need	to	make	clear	where	responsibilities	lie	(and	use	

language that they can understand)

•	 	Price	increases:	accepted	as	inevitable,	but	predictable	increases	were	

preferred

•	 		Powerlessness:	they	do	not	have	choice	...	(but	not	said	with	any	resentment)

Specific thoughts regarding metering:

•	 		Concern	that	they	would	pay,	or	are	paying	more	than	unmetered	customers,	

however, accepted metering as fair

•	 Compulsory	metering	would	be	provocative	and	resisted

•	 Not	aware	that	there	was	a	12-month	trial	period	

•	 	Businesses	felt	that	domestic	customers	should	all	be	metered	–	they	believed	

they were subsidising them

•	 	Businesses	supported	smart	meters	and	the	provision	of	near	real-time	

information on usage

2
  Can also be known as a ‘Citizens’ Jury’. This is a moderator-led event which is longer than a normal focus or 
discussion group so permitting an issue to be explored in greater detail and complexity.
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Specific thoughts regarding leakage:

•	 Most	visible	sign	of	our	failure	to	perform

•	 Leaks	should	be	significantly	reduced

•	 No	real	awareness	of	environmental	aspects	of	leaks

Results of the jury day 

Researchers noted that most respondents viewed the situation under discussion 

differently and were more accepting of the difficulties of dealing with the issue when 

they were ‘informed’ and knew more. 

Customers:

•	 	Wanted	us	to	press	ahead	with	metering	but	to	make	it	clear	that	they	still	

have a choice

•	 	Moved	away	from	wanting	us	to	‘significantly	reduce	leaks’	to	‘mend	visible	

leaks quickly’

•	 	Wanted	to	know	that	if	a	leak	was	visible,	that	we	knew	about	it	and	were	

acting on it. They wanted us to communicate better about what we were 

doing and to be assured that we were taking the matter seriously

•	 	Began	to	better	understand	the	issues	we	face	in	repairing	leaks	in	the	

highway and that we often have to delay fixing a leak in order to avoid 

undue traffic disruption

•	 	Believed	that	we	do	not	communicate	our	leakage	performance	well	stating	

that we must choose the numbers we quote carefully and include industry 

benchmarks in our communications so that they can see our performance in 

context.

The full report on the deliberative jury day stage has been provided via this link.

Questions on both reducing and increasing the rate of our metering programme were 

developed and fed into the ‘willingness to pay’ stage. 

Stage 4 – ‘Willingness to pay’

Together with our researchers and the CEPF, we developed research to test customers’ 

preferences in respect of costs and services, and their preparedness to pay for certain 

service improvements. 
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The proposed methodology was independently peer-reviewed by Dr Scott Reid of ICS 

Consulting, an industry expert on the topic, and his suggestions for improvement were 

implemented before work commenced. 

Objectives of the research were, in our researcher’s words, to:

1.  ‘identify consumer preferences in regard to possible improvements in the 

products and services provided by Sembcorp Bournemouth Water and 

consequent changes in the water bill.’ and 

2.  ‘collect some basic quantitative data on the perceived relative importance of 

Sembcorp Bournemouth Water’s strategic aims, the level at which social tariff 

subsidies might be set and perceptions of the level of difficulty in managing 

without water supply for varying lengths of time’.

Both objectives were set in the context of research findings to date. 

Objective 1

The focus of the survey was to explore customers’ preferences to five factors, or 

attributes, each having three or four levels of improvement that might be offered:

•	 Interruptions	to	supply

•	 Reductions	in	water	lost	through	leaking	pipes

•	 	Assistance	in	replacing	supply	pipes	ordinarily	the	responsibility	of	the	

customer

•	 Water	metering

•	 Managing	environmental	impact

A hybrid telephone/mail-out/telephone approach was designed which gave 

participants time to make considered responses to the stimulus material provided. 

A statistically robust sample of 405 household and 124 non-household customers 

participated. 
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Analysis of results

Research established that:

•	 	75%	of	customers	would	be	prepared	to	pay	an	additional	£1.60	to	reduce	

leakage by 5% of its current level of 21 Ml/d to 20 Ml/d. This is significantly 

below the ‘economic level’ of leakage which has been assessed as being 36.4 

Ml/d for our operations.

•	 	75%	would	be	prepared	to	pay	an	additional	£1.80	to	reduce	the	risk	of	

longer-duration interruption for 12,000 properties supplied by a single feed 

trunk supply main. 

•	 	While	there	is	some	preparedness	to	pay	for	metering,	it	is	less	than	we	

anticipated from the previous research stages. This might be because the 

industry promotes metering as ‘free’ when in reality there is some cost 

to customers if metering does not reduce the overall longer-term cost of 

providing the service. This led to conflicting information when customers 

were asked what they were prepared to pay to accelerate our metering 

programme. 

•	 	While	customers	show	some	preparedness	to	pay	a	small	amount	for	

environmental improvements, their willingness declines as the cost increases. 

An additional 25p on bills is considered acceptable by 80% of customers if 

the additional spend were £100K. This falls to 60% if the additional spend 

were only £25K.

•	 		For	all	options	for	supply	pipe	adoption,	acceptability	was	less	than	50%.	

Objective 2

Customers were asked subsidiary questions about our strategic objectives, social 

tariffs	and	the	inconvenience	of	differing	lengths	of	supply	interruption.	Not	all	of	the	

questions related directly to the subject of ‘willingness to pay’. 

Strategic objectives

We asked customers to rank our proposed outcomes, which were based on their 

stated priorities, in order of importance. Guided by our research professionals who 

advised us that they had found that customers did not wish to be involved in the 

detail, we did not ask about measures of success. Discussions about the latter were 

conducted with the CEPF.
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Customers ranked our proposed outcomes in the following order, with 1 being their 

highest priority:

Safe and wholesome supply is the top priority

% ranked as 1 Overall ranking

H’hold Non 
H’hold

All H’hold Non 
H’hold

All

Financially sustainable business 4 6 4 5 5 5

Environmental operation 4 6 5 4 4 4

Safe and wholesome supply 61 52 59 1 1 1

Good corporate citizen 1 2 1 6 6 6

Excellent customer service 4 5 4 3 3 3

Continuous water supply 25 31 27 2 2 2

Sample base: household 404, non-household 124, all 528

Excerpt from research report presented as in the report

Our researcher reported:

‘There is a clear and consistent indication that the most important aim should be 

to provide a safe and wholesome supply of water. Linked to this is the second most 

important aim to ensure a continuous water supply. 

Although there is agreement between household and non-household that a 

continuous water supply is ranked second in overall terms, it might be noted that a 

greater proportion (31%) of the non-household customers did rank this strategic aim 

as most important compared to the household customers (25%). 

The low perceived importance reported by customers of the need for Sembcorp 

Bournemouth Water to be a good corporate citizen or to operate as a financially 

sustainable business may be at variance with views held within the company or by its 

shareholders.’
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Social tariffs

High-level research into customers’ willingness to pay a cross-subsidy for social tariffs 

was conducted during this stage to provide an initial indication of their appetite for 

such a tariff. The table below shows their responses.

There is no clear customer consensus on paying for social tariffs

Willing to pay H’hold % Non H’hold % All %

Nothing 28 33 29

25p 7 7 7

50p 5 10 6

£1.00 19 16 18

£1.50 7 2 6

£2.00 13 8 12

£2.50 21 24 22

There is little difference in general between household and non-household customer 

responses. In both cases, while around 70% would support paying some level of 

subsidy, around 30% would not support paying any subsidy. Of those who would be 

willing to pay a subsidy, there is a split distribution with peaks at £1.00 (18% support) 

and at £2.50 (22% support).
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Length of interruption

The proportion of customers who considered the degree of inconvenience they would 

experience as a result of an interruption as being acceptable, ie. having a rating of 1, is 

shown below.

Non-household customers and more inconvenienced by interruptions

Unsurprisingly more non-household customers would find it unacceptable to be 

without water for relatively short periods of time.

Forecasting customers’ acceptability of service attribute proposals

An excel simulation model based on proprietary ‘Sawtooth’3 software provided by 

our researcher as a component part of our willingness to pay results enabled analysis 

of the elasticity of customers’ preparedness to pay for an additional benefit, and to 

determine when it became less elastic, and therefore less acceptable. 

We used this model to determine the optimum investment supported by customers 

and were able to estimate customers’ acceptability of our proposed service packages. 

This allowed us to test the feasibility of the activity prior to actual acceptability and 

affordability testing, and to embark on the ‘acceptability’ stage of research in an 

informed position. 

 

3
  Sawtooth Software are providers of software for analysing consumer behaviour  
– see www.sawtoothsoftware.com



The appointed  
business plan  

Section 2 – What our 
customers have told us

page 59 of 355

The research revealed customers’ preference to pay an additional amount for leakage 

reduction and to reduce the risk of large-scale interruptions for customers fed by a 

single trunk main as shown in the analysis of results under Objective 1 earlier in this 

section. 

Total willingness to pay – reductions in both leakage volume and risk of interruption

When considering both service improvements together as a package, customers’ 

preparedness to pay increases to 75% willing to pay £3.80 for both activities. 

The full report on the willingness to pay stage has been provided via this link.

Conclusions

We concluded from these findings that there is no preparedness to pay for accelerating 

our metering programme and that our current policy to install meters on occupier 

change should continue. However, given the importance attached to this subject, we 

have looked at metering in more detail in the next section.  

We do not propose any significant activities in addition to the environmental 

obligations	we	have	through	the	National	Environment	Programme	other	than	to	

continue to manage our own sites well and maximise biodiversity.

Further and more focussed work is necessary to tease out the reasons for the extreme 

views regarding social tariffs, and the feasibility of implementing a social tariff that has 

customers’ support. Therefore we will not propose a social tariff before 2015. 

As acceptability was less than 50% for all options relating to supply pipe adoption, this 

has not been incorporated into our business plan. 

Regarding acting on what our customers are prepared to pay for, the next section 

provides more information about how we have taken customers’ preferences on board 

and what we will deliver as a result. 
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How we have taken on board customer preferences and 
what we will deliver as a result

We have built our plan around our customers’ preferences and what they are 

prepared to pay for. We have grouped their priorities into a set of six outcomes, 

detailed in the next section.

In addition, we will focus on delivering improvements in the following key areas 

identified by our customers:

•	 Leakage	–	reduce	by	5%	by	2020

•	 Interruptions	–	reduce	through	one	investment	+	‘network	calming’

•	 Metering	–	systematically	install

•	 Customer	service	–	continue	to	improve	experience	for	customers

•	 Communication	–	improve	effectiveness

Leakage 

94% of customers tell us that they want us to reduce leakage. It is their second-

highest priority for us during AMP6, following closely behind ensuring there is enough 

water for everyone. 

They have also told us that they want to be assured that we take leakage seriously. 

They want more investment to repair or replace leaking pipes and want to know that 

we are investing enough to keep the supply network in good shape. 

Customers are prepared to pay a small additional amount on their bill to reduce 

leakage. 

During AMP6 we will therefore:

•	 	Reduce	leakage	by	a	further	5%,	largely	through	becoming	even	more	

effective at monitoring, finding and fixing leaks 

•	 Compensate	customers	at	PR19	if	we	fail	to	deliver	this

•	 	Improve	the	way	we	communicate	leakage	activity	and	performance	so	that	

customers receive the assurance they require

•	 Repair	visible	leaks	within	seven	days	of	us	becoming	aware	
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Interruptions

When asked, 84% of household and 76% of non-household customers said we 

needed to avoid interruptions to supply. It is customers’ third-highest priority. Even an 

interruption of relatively short duration, up to three hours, is acceptable to only around 

54% of household customers and 35% of non-household customers. 

Customers are prepared to pay a small additional amount on their bill to reduce the 

risk of large-scale interruptions for customers supplied by a single feed. 

During AMP6 we will therefore:

•	 	Lay	an	additional	trunk	main	to	reduce	the	risk	of	large-scale	interruption	to	

12,000 properties

•	 Compensate	customers	at	PR19	if	we	fail	to	deliver	the	scheme

•	 	Conduct	‘network	calming’	which	will	identify	opportunities	to	reduce	burst	

mains through improved understanding of the impacts of our routine and 

emergency operations on the water supply network

There will always be opportunities to invest in reducing the number of customers who 

would be affected in the event of a failure of a source, treatment works or water main. 

However, we do not consider that it is the right time to ask customers to pay any 

significant extra amount towards reducing risk in this area.

Metering

All customers (both household and non-household) told us that metering is ‘fair’ and 

they believe we should ‘get on with it’ and meter everyone. For over 70%, it is their 

fourth highest priority for us in AMP6.

We have been metering households on change of occupier since the year 2000. The 

policy has been very successful in managing demand and has the additional benefit of 

assisting to identify supply pipe leakage and therefore reduce wasted water.

We explored whether customers were prepared to pay more for us to accelerate our 

existing selective metering programme, and they were not. 

We therefore conducted a cost-benefit appraisal, as detailed in Section 13I, 

enhancement, growth and metering and concluded that there is a cost-beneficial 

option that delivers what customers want at a fair price.
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During AMP6 we will therefore:

•	 	Over	10	years,	systematically	install	meters	at	all	households	where	

economically viable to do so, which will enable us to continue our current 

policy of metering on change of occupier 

•	 	Target	potential	optants	with	actual	usage	and	bill	data	via	a	structured	

communications programme. We expect this to result in an increased number 

of meter optants and therefore an increase in metering numbers for AMP6

We forecast that by March 2015, around 66% of our household customers will be 

metered and that this will increase to 75% by March 2020.

Customer service

Not	all	our	customers	have	cause	to	contact	us,	but	during	our	qualitative	research,	

those that had, expressed a high level of satisfaction with the service they received. 

We are at the top of the industry as measured by the SIM over the last two years. 

Feedback from our customer research reinforces these scores, with 95% of customers 

surveyed reporting satisfaction with the service. However, we are not complacent and 

will not be satisfied until every customer is happy with our service.

During AMP6, we will continue to improve our service based on our customers’ views, 

through the quality of the people we employ and the training we give them, and we 

have discussed how we will do this in Section 14.

Communication

In talking to our customers, a recurring theme was the need for us to improve the 

way we communicate with them. As a result, we have reviewed and revised our 

communications strategy and policies. This has led to us appointing a communications 

professional, operating at senior management level, to oversee and drive the 

implementation of our communications strategy, guide our communications activity, 

and ensure we adopt a clear and consistent approach in our communications. 

Customers have told us that while they are happy with our service, we do not always 

keep them informed – so excellent responsiveness and efficient action is tempered 

by poor communication where we fail to let them know that we have quickly and 

successfully resolved an issue. 
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Our plan is to improve the way we communicate with our customers and other 

stakeholders through greater engagement; keeping customers informed at each stage 

of key processes; and introducing additional communication channels through our 

new billing system, thus affording our customers greater choice. 

We have already taken steps towards these goals by: 

•	 	Putting	in	place	dedicated	teams	to	manage	the	customer	journey	through	

the domestic leakage and meter installation processes

•	 	Using	and	regularly	updating	the	service	announcements	on	our	website	to	

inform customers of our progress when working on network leaks

•	 	Proactively	engaging	face-to-face	with	community	groups	and	providing	

them with information in advance of undertaking major planned 

maintenance work

•	 Increasingly	using	email	where	this	is	a	preferred	communication	channel

•	 	Improving	internal	communication	so	that	our	staff	understand	our	strategy	

and objectives and the role they have in ensuring our success

We will put in place measures to gauge the success of these and other 

communications initiatives we plan to implement in the future.
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Section 3 – Outcomes 

Our outcomes have been developed from what our customers 

have told us:

•	 Designed	to	deliver	both	our	statutory	obligations	and	what	customers	want

•	 Subjected	to	iterative	input	and	challenge	by	both	the	CEPF	and	our	Board

•	 	Tested	with	customers	to	confirm	that	our	interpretation	is	correct	

Incentives to deliver

•	 	Two	self-imposed	financial	penalties	for	failure	to	deliver	improvements	in	
respect of interruptions and leakage

•	 	No	financial	rewards	proposed	other	than	the	regulatory	reward	for	good	
performance in the SIM

Customers see us as ‘the water company’ and therefore these outcomes are not 
strictly split between wholesale and retail, although there is some natural split, 
for example, water quality is wholesale-related. This may change in the future as 
competition develops. 

How we built the outcomes

From what our customers told us, their preferences, their stated and implied priorities, 

and their preparedness to pay, we derived a set of six outcomes which we presented 

to them. They confirmed that we had correctly understood their requirements and 

determined their order of priority. 

Throughout all research stages customers’ top priorities were a water supply that is 

both safe and reliable. These form our first two outcomes.

Outcomes 1 and 2

A safe and 
wholesome 
water supply

Although drinking water quality is a statutory duty for us, our 
customers need to trust us to deliver it - to the point of taking it 
for granted. We considered it essential to be our first outcome 
and when asked to rank our proposed outcomes, customers also 
ranked it their first priority.

A reliable 
water supply

Our customers want us to ensure that there is enough water 
for everyone. There are a number of strands to this, including 
minimising interruptions, reducing leakage, and managing 
demand, all of which our customers have told us are important to 
them.
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Outcome 3

During the qualitative research stage, customers who had contacted us praised our 

customer service. However, in both the qualitative and quantitative stages they told us 

that our communications and customer engagement were not as good as they could 

be. In short, they were not receiving the messages we thought we were sending. 

This was emphasised by customers’ perceptions about leakage – deliberative research 

revealed that we do not communicate well about how we manage to leakage. 

What we learned led us to develop our third outcome:

An excellent 
customer 
experience

We have learned it is not just about making sure that when 
customers contact us their experience is good. It is also about 
perceptions. This outcome is designed to encompass both.

Outcome 4

Customers told us that the environment was important to them. It is for us too – both 

operationally, we depend on the natural environment for our water; and ethically, we 

are a custodian of the water environment and therefore should look after it.

Our fourth outcome is therefore:

Environmentally 
sustainable 
operations

We have statutory accountability for the environment but it is 
important that we demonstrate that we actively work to protect 
and improve the areas in which we operate.

Outcome 5

Consumer trust in large businesses is low and it is important for us to demonstrate 

that we are a responsible business. 

We must manage the business to ensure that our shareholder receives the returns it 

is due, while customers expect them to be ‘fair’. This excerpt is from the discussion 

group report: 

‘… the imposition of price rises without such convincing evidence would be rejected 

as indicative of corporate inefficiencies, corporate greedism [sic] and a function of 

(especially) foreign ownership and attempts to increase shareholder dividends and 

directors’ bonuses at the expense of a hard-pressed consumer market. It may be that 

the non-household sector is less suspicious, but the demand for prudent housekeeping 

is common to all sectors, domestic and business...’
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We have also explored how affordable customers found their bills and what their 

expectations of future bills are and it is clear that we must ensure that there is a fair 

balance between shareholder and customer.

Our fifth outcome is therefore:

A financially 
sustainable 
business

This outcome will ensure we balance the needs of customers 
and our shareholder, and in doing so comply with our licence to 
operate. 

Outcome 6

We have found that our customers are generally unaware of our activities in the 

community in which we operate. We have already taken steps to improve our 

communication with customers and the wider community, but we also wish to place 

greater emphasis on being involved in and contributing to the community.

Our sixth outcome is driven by what customers have told us about the way we 

communicate with them, and by what we want to do and be. 

Engage well with 
our community and 
customers 

All current and future customers, consumers and staff 
are at the core of the measures of success relating to this 
outcome.

Customer Engagement Planning Forum (CEPF) involvement

In January 2013, we held a workshop to introduce CEPF members to the concept of 

outcomes and measures of success. We explained the recommended process devised 

by the UK Water Industry Research (UKWIR) steering group (of which we were a 

member) and presented our preliminary thoughts. 

While the outcomes were acceptable, CEPF members challenged us and made 

suggestions for alternative measures of success. The Drinking Water Inspectorate made 

subsequent	suggestions	and	a	meeting	with	the	Environment	Agency	and	Natural	

England was convened to discuss environmental measures. 

Measures of success and performance commitments were regular agenda items 

throughout 2013 and continued to evolve throughout the year as a result of 

discussion, challenge and ongoing customer research.
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Board involvement

As with the CEPF, our Board has been involved in the development of our performance 

commitments. 

We presented the proposed outcomes and measures of success at Board meetings 

and received challenges which resulted in more robust performance commitments. 

Board acceptance and approval of the outcomes, measures of success and penalties in 

respect of non-delivery, formed the final stage in their development.

Measures of success 

Our measures of success are designed to ensure we deliver both our statutory duties 

and obligations, and what our customers have told us they want. 

Primary objectives are shown in bold. Additional underpinning measures are bulleted 

below each. 

A safe and 
wholesome 
water supply

Taste and appearance

•	 Drinking	Water	Inspectorate	performance	measure	

•	 Discolouration	contacts	from	customers

Safe water

•	 No	serious	or	major	water	quality	events

•	 Compliance	with	all	water	quality	regulations

A reliable water 
supply

Security of supply

•	 Reduce	leakage

•	 Reducing	per	capita	consumption	

•	 Drought	resilience

Minimise customer disruption

•	 Decreasing	average	length	of	interruption	

•	 Minimise	risk	of	large	scale	interruption	to	12000	customers

•	 Maintain	serviceable	assets

Zero properties at risk of experiencing low pressure

Internal activities

•	 Effective	asset	management
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An excellent 
customer 
experience

Improve SIM score

Fix visible leaks 

Internal activities

•	 Customer	service	excellence

•	 Investor	in	People

Environmentally 
sustainable 
operations

Reduce carbon footprint

•	 Excellent	energy	management

•	 Reduce	energy	used	delivering	water

Healthy natural water environment

•	 Better	understanding	of	raw	water	catchments

•	 	Increase	biodiversity	score	for	ecological	habitats	in	
favourable or good condition

•	 Excellent	environmental	management	

•	 No	significant	pollution	events	

A financially 
sustainable 
business

Fair return to shareholder

Fair customer bills

•	 Efficient	debt	management

•	 Social	tariff

Maintain credit rating

•	 Credit	agency	rating

•	 Comply	with	debt	covenants

Engage well 
with our 
community and 
customers

Excellent corporate governance

Working safely

Ongoing customer engagement and communications 
programme

Contribute to our community

•	 Corporate	Social	Responsibility	measures

•	 Increase	educational	visits	to	schools

•	 Increase	working	days	spent	on	voluntary	and	charity	work
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Consistency with Defra’s Statement of Obligations, statutory 

requirements and licence obligations

We do not have any issues or concerns regarding uncertainty in relation to statutory 

and environmental requirements.

Our response to the Environment Agency regarding Defra’s Statement of Obligations 

2012 has been provided via this link.

For further information on water quality, see Section 13G.

The long-term view on our outcome commitments

We	believe	we	have	developed	a	long-term	set	of	outcomes.	Nevertheless,	we	will	test	

customers’ thoughts as to whether they remain appropriate at each periodic review.

Within these outcomes sit a number of measures of success and we view these as 

being short to medium term. These measures will ensure that the inputs we make lead 

to delivery of our performance outcomes. They will be reviewed and revised at each 

periodic review. 

Our performance commitments 

In developing our committed performance levels we have taken the following in to 

account:

•	 Our	statutory	obligations

•	 	Our	current	and	historical	performance	levels,	in	order	to	set	targets	and	

performance parameters

•	 What	we	believe	is	‘the	right	thing’	for	us	to	do	as	a	responsible	company	

•	 	What	our	customers	have	told	us	is	important	to	them	over	and	above	their	

high-level priorities which are reflected in our outcomes. 
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Changes to our performance levels

For the majority of our performance commitments, we propose incremental 

improvement which, when considered together with our proposed operating 

efficiencies, equates to ‘more for less’.

However, there are two areas where customers have told us that they are willing to 

pay for a step-change in our performance, namely: 

•	 Reducing	leakage,	and	

•	 Reducing	the	risk	of	large-scale	interruptions

We include these as one-sided performance commitments; with a penalty if we fail to 

deliver. We do not propose a reward for achieving the target performance, as we see 

no justification for one.

Why metering is not shown as a performance commitment

Our customers have told us that it is fair for everyone to have meters, so we will 

continue our policy of metering on change of occupier which has been in place since 

2000. 

This will deliver the combined benefits of:

•	 The	fairness	customers	want,	plus	

•	 	Contribute	to	reducing	leakage	and	consumption	and	ensuring	a	reliable	

water supply 

Since metering is an input that will contribute to reducing leakage and per capita 

consumption, both of which are measures of success for Outcome 2, we have not 

included it as a stand-alone performance commitment.

Abstraction incentive mechanism 

The abstraction incentive mechanism is designed to target over-abstractions with 

the highest risk of causing environmental damage. We support the principle of the 

mechanism.

However, both Ofwat and our regional Environment Agency (South West) have 

confirmed that there are no Water Framework Directive sites4 in Bands 1-3 that would 

be impacted by our abstractions, meaning that there is no basis for such an outcome 

or measure of success.

4
 Sites that have been assessed as potentially at risk of over-abstraction
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On consideration of our company-specific situation and after discussion with 

the Environment Agency, we have decided not to include a specific performance 

commitment in relation to over abstraction.

However, we remain committed to ensuring that our abstractions do not have a 

detrimental impact the environment. Details of how we ensure we manage our 

sources responsibly can be found in Section 13F (sustainable abstraction).

Governance and quality assurance 

We will monitor and measure these performance levels throughout the year and on 

an annual basis we will subject our performance to the same level of scrutiny, external 

audit and Board assurance that our statutory annual Key Performance Indicators 

receive. 

We will publish our performance and covering explanations for the results annually 

in our ‘How we’re doing’ publication, alongside our statutory Key Performance 

Indicators.  

Our commitments 

The following chart illustrates the performance levels we commit to. 

All outputs are annual unless otherwise specified.

Safe wholesome 
water

Current 
performance

Target 
performance

Measure of 
success

Taste and appearance
Drinking Water 
Inspectorate 
performance 

99.94 99.95 DMI (TIM)

Customer 
acceptability of 
water

≤1.25 ≤1.25 Contacts per 1000 
head of population

Safe water
No	serious	or	
major water quality 
events

0 0 DWI level 4 or 5 
events

Percentage overall 
compliance 

99.97 99.95 WS (WQ) 
Regulations
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Reliable water 
supply

Current 
performance

Target 
performance

Measure

Security of supply
Reduce leakage 21 ≤20 Ml/day by 2020

Reducing per capita 
consumption 

142 130 Litres/head/day by 
2030

Decreasing trend 
±5 litres year on 
year to smooth 
impact of weather 
effects

Drought resilience No	restrictions ≤ 1 in 20 year 
average need 

Water restrictions 
in line with drought 
plan

Internal activities

Effective asset 
management

Not	yet	accredited Accredited by 2016 ISO 55000 
accredited

Minimise customer disruption

Decreasing average 
interruption >3 
hours

Properties

>3,300

>130

>20

Zero

Properties

<2,100

<50

Zero

Zero

Number	of	
properties in any 
year experiencing 
length of 
interruption of: 

≥3 <6 hours

>6 <12 hours

>12 <24 hours

>24 hours

Minimise risk 
of large scale 
interruption to 
12,000 customers

Risk of interruption No	greater	risk	of	
interruption than 
other properties

Reinforcement 
main laid and 
commissioned by 
2020

Maintain 
serviceable assets

Stable Stable Ofwat 
methodology

Properties 
experiencing low 
pressure

Zero Zero Ofwat DG2 
definition
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Provide an 
excellent 
customer 
experience

Current 
performance

Target 
performance

Measure

SIM 87 ≥90 Sustainable score 
of 90 by 2020 
calculated using 
current Ofwat 
methodology 

Repair visible leaks 77 ≥85 Percentage 
repaired within 7 
calendar days of us 
becoming aware

Internal activities

Customer Service 
Excellence 
accreditation

Accredited Accredited Maintain 
accreditation

Investor in People 
accreditation

Accredited 
Gold Standard

Accredited 
Gold Standard

Maintain 
accreditation
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Environmentally 
sustainable 
operations

Current 
performance

Target 
performance

Measure

Reduce carbon

Excellent energy 
management

Not	yet	accredited Accredited by 2016 ISO 50001 
accredited

Reduce energy 
used delivering 
water

580 530 KWhrs per Ml by 
2020

Healthy natural water environment

Better 
understanding 
of raw water 
catchments

N/A Meet	local	NEP	
requirements

Annual review of 
progress 

Increase biodiversity 
score for ecological 
habitats in 
favourable or good 
condition

7 8 Our biodiversity 
index

Excellent 
environmental 
management 

Accredited Accredited Maintain ISO 
14001 accreditation

No	significant	
pollution events 

None None Environment 
Agency defined 
Category I or II 
events
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A financially 
sustainable 
business

Current 
performance

Target 
performance

Measure

Fair return to 
shareholder

6.3% Achieve allowed 
WACC 

Financial ratio

Fair customer bills

Efficient debt 
management

£4.52 per customer 
(average at 12/13 
prices)

£4.52 per customer 
(average)

Debt to remain at 
£4.52 average of 
10/11, 11/12 and 
12/13 in real terms

Social tariff No	tariff Conduct research 
by 2015

Implement tariff in 
following financial 
year if customers 
support it

Maintain credit rating

Credit agency 
rating

Investment grade Investment grade Maintain 
investment grade

Comply with 
debt gearing and 
covenants 

Compliant Compliant Financial ratios
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Engage well with 
our community 
and customers

Current 
performance

Target 
performance

Measure

Excellent 
corporate 
governance

Accredited Accredited Maintain ISO 9000 
accreditation

Adhere to Ofwat’s 
draft principles of 
board leadership, 
transparency and 
governance

Working safely Accredited Accredited Maintain 
OHSAS18000 
accreditation

Ongoing 
customer 
engagement and 
communications 
programme

No	measure Annual 
improvement from 
2016

Tracking survey to 
monitor customers’ 
views on our 
communications 

Contribute to our community

Corporate Social 
Responsibility 
measures

Policy under 
revision

Policy in place by 
2015

Follow London 
Benchmarking 
Group guidelines 
on Corporate Social 
Responsibility

Increase 
educational visits to 
schools

10 25 Number	of	working	
days spent by 2020

Increase working 
days for voluntary 
and charity work

74 150 Number	of	working	
days spent by 2020

These commitments are clarified by a detailed data definition dictionary to ensure that 

no ambiguity can arise. 

Why we will deliver what we have committed to

We have a very good track record of delivering what we say we will. Section 1 

covers our performance against what we committed to delivering in AMP5, and 

our comparative performance against other companies within the industry. The 

performance commitments we propose are balanced and within our power to deliver. 

In defining them we have set targets that will stretch us, but are deliverable. 

Where we fail to deliver what our customers want and are willing to pay an additional 

amount for, we have set one-sided outcome delivery incentives that penalise us. 

Further details can be found in Section 5.
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Section 4 – Acceptability and affordability 

At the time of the research:

•	 79%	of	customers	found	our	plan	acceptable,	14%	were	neutral	

•	 	‘Vulnerable’	customers	(19%	of	sample	group)	found	it	less	acceptable,	with	
55% finding it acceptable and 31% being neutral.

•	 100%	of	those	attending	discussion	groups	found	it	acceptable.

Further reductions found to be possible since undertaking acceptability testing, 
together with our plan to freeze overall prices for 2014/15, is likely to have 
increased that acceptability to customers. We will conduct further research during 
2014 into the provision of social tariffs because we have to date found limited 
support by customers. 

We have modelled and profiled future bill impacts to avoid large rises at PR19.

Introduction

To understand how we can deliver what customers want at a price they are willing 

to pay, we have engaged with them and consulted them about their water bill, their 

expectations of bills going forward and, importantly, how easy they find it to pay. 

During the qualitative research our professional researcher explored customers’ 

thoughts. The sections below are excerpts about bills and affordability from the 

subsequent report:

•	 	‘…5-10%	rises	expected,	and	above	this	level,	most	of	the	sample	would	

baulk. This was based more on emotional and intuitive grounds that a 10% 

rise	would	be	largely	un-noticeable,	than	on	any	form	of	calculation…’

•	 	‘…If	satisfactorily	explained,	this	would	be	unlikely	to	be	resisted	since	

water bills are seen as very low in the context of both household and non-

household	utility	charges,	and	represented	exceptional	value	for	money…’

•	 	‘…While	it	has	been	found	that	few	respondents	in	actuality	had	specific	

payment difficulties, nonetheless, it remains the case that no-one opted for 

higher bills, and while water bills (as distinct from sewerage bills) were seen 

as low/lowest, any possible reduction is clearly an incentive for customers, 

and a potential benefit for SBW in terms of usage falls....’ (This comment 

made in relation to metering and demand reduction)

•	 	‘…Common	sense	and	experience	shows	that	consumers	do	not	seek	rises,	

but the rationality of such a high-quality/low-cost supply suggests that 

sooner or later costs must rise...’
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•	 	‘…This	was	not	the	case	for	all,	with	some	of	the	Vulnerable	customers	

feeling that their medical/income/physical difficulties meant that their bills 

were inevitably higher, but contextually, when compared to either the Value 

for Money water offers, of with other bills (mobile telephones etc), then the 

amounts were indeed small...’

We concluded from this wave of research that while our customers do not actively 

seek bill increases, there is an understanding among them that increases are 

sometimes necessary. However, some of our customers will struggle to pay their bills 

and any price rise will increase the pressure on them.
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Researching customers’ views on current bill affordability 

Building on the comments above we developed and posed a set of questions to 

a statistically representative sample of 501 household and 150 non-household 

customers. 

In 2012, we asked household customers what they thought of water charges, 

compared to other utilities:

•	 72%	told	us	they	were	about	right	

•	 23%	said	they	were	too	much,	and	

•	 5%	didn’t	know

When asked how easy it was to pay their bills:

•	 77%	told	us	it	was	usually	easy

•	 16%	said	it	was	sometimes	difficult

•	 3%	said	it	was	always	difficult

•	 4%	didn’t	know

Nuance	  Research	  Ltd.	  	  context•	  meaning•	  understanding•	  solu6ons	  	  	  	  

Most	  SBW	  customers	  said	  water	  bills	  were	  
affordable	  in	  2012	  

	  
	  

77%	   16%	  

3%	  

4%	  

Water	  bill	  
affordability	  is	  	  

Usually	  easy	  	   Some<mes	  difficult	   Always	  difficult	  	  	   Don't	  know	  

Base:	  All	  households	  

“Some%mes/always	  find	  it	  difficult	  to	  pay”	  	  
	  

Vulnerable	  customers	  	  
	  

15%	  of	  Acceptability	  Test	  par<cipants	  
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These	comments	are	broadly	in	line	with	the	ACORN	classification	of	our	customer	

base which classes the majority of our customers as affluent. However, some are not 

affluent and we must ensure that our bills are as affordable and fair as they can be for 

them.

Our customers are more affluent than the national average

Source: CACI

When asked whether any bill increase was acceptable, there was a limited appetite 

from customers to see water bills rise by more than inflation.

Customers said they accepted bills rising with inflation 

The majority of our customers clearly told us during this research stage that they would 

accept inflationary increases providing service levels remained the same. 

Affluent Achievers Rising Prosperity Comfortable 
Communities 

Financially Stretched Urban Adversity Not Private Households 

%
 P

er
ce

nt
ag

e 

Acorn Category Description 

SBW Profile = Dark Shade 
National Average = Light Shade 
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Is our proposed AMP6 bill affordable and acceptable in 
customers’ eyes?

Following debate with the CEPF, acceptability testing was conducted using both quali-

tative and quantitative work for the following reasons: 

•	 	Qualitative	work	provides	diagnostic	insights,	through	which	we	can	

understand ‘why’ customers think as they do and plan remedies to deal with 

them.

•	 Quantitative	research	provides	statistically	robust	summary	scores.	

Research sample and approach

For the qualitative work, seven group discussions were held across the range of 

customer profiles shown below. 

Five quantitative hall tests5 were held in four key town centres across our area of 

supply. Participants were screened to ensure they were our customers and responsible 

for the water bill. Recruitment quota controls ensured the sample included the 

appropriate mix of key customer characteristics including measured and unmeasured; 

tenure; gender; and dependent children. 192 customers were interviewed during the 

sessions.

A requirement of the quantitative phase was to include ‘vulnerable’ customers, and 

for this activity our researcher defined these as ‘people who sometimes or always 

struggled to pay their bill’. So as not to bias results, the researcher applied factors 

linked	to	affordability	(tenants,	with	children,	low	incomes,	ACORN	class)	which	helped	

 

5
 Hall tests are a quantitative method of testing reactions to products and concepts in a controlled and neutral 

environment. They involve hiring a venue in a central and easily accessible location. Suitable locations and 
venues are determined based upon accessibility and footfall, typically in town centres.
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ensure this class of customer was included without encouraging them to take a stance 

on affordability before seeing the business plan. These customers formed 15% (29 

participants) of the sample. 

Non-household	customers	were	not	included	in	the	quantitative	work	as	a	hall	test	

approach was unlikely to realise a representative quota. However, we have called on 

other empirical knowledge and feedback to reassure ourselves that non-household 

customers were likely to accept our proposals:

•	 	Previous	research,	and	acceptability	testing	via	our	Willingness	to	Pay	

simulation model suggested that non-household customers’ response was 

very likely to be consistent with that of household customers.

•	 	This	is	underpinned	by	the	similarity	of	around	85%	of	our	non-household	

customers (those using less that 750 cubic metres per year) with our 

household customers. 

•	 	Our	Managing	Director	has	met	with	the	Chief	Executives	of	Local	Authorities	

in our area, none of whom have fed back dissatisfaction with bill levels or 

service

•	 	We	belong	to	the	local	Chamber	of	Commerce	and	have	received	no	adverse	

feedback via this avenue. 

During both stages, proposed bill changes showing the bill level with, and without, 

inflation were presented to customers. Further details of bill drivers and the plan 

deliverables were presented once initial reactions had been gauged.

Results

Qualitative

Acceptance of the proposed package of the business plan deliverables and bill levels 

was 100% for customers participating in the qualitative stage. 

Quantitative 

Prior to testing customer acceptance of the proposed business plan, we looked 

at customer satisfaction levels compared to 2012 and found them broadly similar, 

averaging 95% over the two years.

When asked about the acceptability of the proposed bill impact, 79% of customers 

found it acceptable when they were presented with the overall plan which included 
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information about what is driving bill impacts and our proposed changes in service. 

These results and customers’ reasons for finding the bills acceptable are shown in the 

following two tables.

Customer acceptance of our plan and bill proposals is good

Nuance	  Research	  Ltd.	  	  context•	  meaning•	  understanding•	  solu6ons	  	  	  	  

Acceptability	  Test	  

4%	   2%	  8%	   4%	  

15%	  
14%	  

53%	  
53%	  

19%	   26%	  

Bills	  alone	   Overall	  plan	  

Completely	  accept	  

Mostly	  accept	  

Neither	  accept	  or	  
unaccept	  

Mostly	  unaccept	  

Completely	  unaccept	  

How	  	  acceptable	  do	  you	  feel....?	  
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Those who accepted the bill gave the following reasons:

Nuance	  Research	  Ltd.	  	  context•	  meaning•	  understanding•	  solu6ons	  	  	  	  

Acceptability	  of	  bills	  

•  Acceptable	  (to	  72%)	  because:	  
•  Reasonable,	  sounds	  about	  right	  (22%)	  
•  Only	  a	  small	  increase	  (19%)	  
•  Bills	  are	  low/affordable	  (17%)	  
•  They	  have	  no	  control	  over	  inflaKon	  (Mostly	  15%)	  
•  They	  are	  generally	  good,	  I	  like	  them	  (Completely	  
14%)	  

•  It’s	  easy	  to	  understand	  (Completely	  11%)	  
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Vulnerable customers’ response

Some of the 29 customers (15% of the sample) classed as vulnerable felt differently 

about the acceptability of the proposed bills. This was mainly because they felt they 

were unaffordable. They also wanted certainty about the impact on their bill rather 

than an average. 

In contrast to the overall findings, 58% of vulnerable customers accepted the bill 

alone, dropping to 55% when seen in the context of the plan, as shown below.

Vulnerable customers were less accepting

This is a relatively small base (15% of sample) which is therefore not statistically 

significant

When the vulnerable customer group considered the whole plan including the detail of 

bill drivers:

•	 Those	totally	or	mostly	accepting	the	plan	dropped	by	3%

•	 Those	totally	or	mostly	unaccepting	the	plan	dropped	by	11%

•	 Those	neither	accepting	nor	unaccepting	increased	14%

Nuance	  Research	  Ltd.	  	  context•	  meaning•	  understanding•	  solu6ons	  	  	  	  

Vulnerable	  customers’	  Acceptability	  
ra5ngs	  

10%	   10%	  

14%	  
3%	  

17%	   31%	  

48%	   45%	  

10%	   10%	  

Bills	  alone	   Overall	  plan	  

Completely	  accept	  

Mostly	  accept	  

Neither	  accept	  or	  
unaccept	  

Mostly	  unacceptable	  

Completely	  unaccept	  

Small	  bases:	  29	  people	  
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Our researcher suggests that when in possession of more information, customers 

understood better and moved away from ‘mostly or totally unaccepting’; but the fact 

remained that they still felt they could not afford it, hence the increase in ‘neither 

accepting nor unaccepting’.

These results have confirmed our previous findings, which is that although many of 

our customers do not find paying their bill difficult, at least 19% of them do, some of 

the time.

The full report on acceptability testing results has been provided via this link. 

Affordability in the longer term

In preparing our business plan, we carefully considered the longer-term impact our 

proposals will have on bills. 

While 79% of customers accept the proposed bill levels as part of the overall plan, 

they are unacceptable to 12%. Of this 12%: 

•	 	35%	(8	customers)	felt	the	increase,	despite	the	bill	reducing	in	real	terms,	

too large 

•	 14%	(3	customers)	felt	water	should	be	free,	and

•	 23%	(5	customers)	were	unhappy	with	the	inflation	forecast.

To ensure that our proposals for PR14 will not create significant and unaffordable bill 

increases from 2020 we have:

•	 	Asked	customers	how	they	feel	about	future	bill	levels	and	profiles	and	used	

this as a target to exceed

•	 	Set	cost	recovery	rates	to	a	level	that	is	optimal	for	both	customers	and	our	

shareholder

•	 	Set	a	measure	of	success	committing	us	to	not	letting	household	debt	cross-

subsidies rise above the average of the last three years in real terms 

•	 	Committed	to	efficiencies	and	cost	savings,	for	example,	an	8%	reduction	in	

energy usage which will contribute to offsetting rising power costs

•	 	Modelled	our	capital	requirements	for	infrastructure	and	non-infrastructure	

maintenance over the longer-term to ensure there is no significant cost 

impact at PR19

•	 Conducted	scenario	modelling	that	indicates	that	in	all	but	the	most	extreme		

  circumstances (the loss of a single, very large customer) the company could  

  manage changes in its operating environment without significant impact on  

  customers’ bills.
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Our modelling shows that keeping bills low in 2015-2020 will not result in large rises 

at PR19.

In our Balancing risk and reward section (6), we discuss the potential risks to the 

business, some of which could have an impact on bill levels. 

Conclusion

We are satisfied that the majority of our customers find our proposed plan acceptable. 

However, it is essential that we continue to assist customers who ‘can’t’, rather than 

‘won’t’ pay their bills. And it is particularly important that we conduct further research 

to understand customers’ thoughts on and preparedness to support a social tariff.
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Section 5 – Performance incentives 

We propose two financial penalties if we fail to: 

•	 Deliver	a	5%	reduction	in	leakage

•	 	Reduce	the	number	of	customers	at	risk	of	a	supply	interruption	as	a	result	of	

reliance on a single trunk main feed 

We do not propose any reward over and above the SIM which may reward us if we 
maintain our position at the top of the industry.

We do not propose new incentives linked to water trading or water abstraction.

We have handed back some of our revenue correction adjustment to customers 

early by freezing prices in 2014/15.

Outcomes delivery incentives 

We do not believe we should be rewarded for doing what we should be doing – 

that is being an excellent company, complying with the law and all of our statutory 

obligations, delivering value for money and excellent service for our customers and 

providing a fair return for our shareholder.

Where we fail it is fair that we should be penalised. Many of the measures of success 

we propose are covered by statutory regulatory obligations and penalties. For example:

•	 	Failure	to	meet	drinking	water	quality	standards	is	overseen	and	penalties	

enforced by the Drinking Water Inspectorate. 

•	 Failure	to	reduce	carbon	will	incur	additional	carbon	levy	charges.

•	 	Damaging	the	environment	through	pollution	or	over-abstraction	may	be	

penalised by the Environment Agency. 

•	 	Static	or	deteriorating	customer	service	performance	could	see	us	incurring	a	

poor performance penalty applied by Ofwat at PR19

•	 	Not	maintaining	an	‘investment	grade’	credit	rating	will	breach	our	licence	to	

operate

•	 Failure	to	maintain	our	assets	would	breach	the	terms	of	our	Licence.	

•	 	Failure	to	reduce	leakage	and	per	capita	consumption	will	fail	to	deliver	

Government’s expectations as laid out in various papers, amongst them 

Defra’s White Paper ‘Water for Life; published in December 2011. 

•	 	Activities	such	as	working	safely	are	statutory	requirements	for	all	companies	

and overseen by the Health and Safety Executive, but we strive to be an 

exemplar company. 
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One measure of success, the Service Incentive Mechanism, may reward us if we 

maintain our position at the top of the industry and continue to improve. 

For the remainder of our performance commitments that are covered by statutory 

rewards and penalties we propose only reputational rewards.

Non-statutory rewards and penalties

We propose two one-sided incentives related to our outcomes and measures of 

success. 

We will impose a financial penalty upon ourselves if:

1. We fail to deliver the leakage reduction we have undertaken to make, and 

2.  We fail to deliver the reduction in risk of large scale interruption to 12,000 

properties. 

This is because our customers have expressed a willingness to pay for these activities, 

which we have assessed to be cost-beneficial.

Customers have told us that they want price stability and to keep things simple. 

Adjusting bills mid-period will not contribute to this therefore we propose that, should 

they be required, these penalties are applied at PR19 rather than during the price 

control period. 

We do not see any reason why we should be rewarded for any over performance in 

these two areas. 

Following Ofwat’s methodology in Appendix 1 of its July 2013 methodology statement 

we have calculated the following penalties. Our calculation methodology has been 

independently verified.

We do not propose tramlines around the delivery targets, accepting that the risk of 

delivery lies solely with the company. However, both penalties are scaled to provide 

some mitigation against the full risk.
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Related Outcome Reliable water supply

Measure of success Reduce leakage from 21 to 20 Ml/d

Target ≤20Ml/d by 2020

Target corridor None

We are taking the risk on this ODI and 
commits to a leakage value of 20.0 Ml/d 
or below by 2020

Penalty at PR19 if funding spent but full 
1Ml/reduction in leakage not achieved. 
For each 0.1Ml/d shortfall in leakage 
reduction

£94,000

Penalty at PR19 if funding spent but no 
reduction in leakage achieved

£940,000

Penalty at PR19 if no funding spent and 
no leakage reduction

£1,218,000

Confirmation of target delivery Independent audit 

Related Outcome Reliable water supply

Measure of success Reduce risk of large-scale interruptions 
to 12,000 properties supplied by a single 
feed

Target Lay and commission reinforcement main 
by 2020 and reduce 12,000 properties’ 
risk to no more than that of others

Target corridor Until detailed network modelling is 
complete the absolute number of 
benefiting customers is unknown, 
therefore we are mitigating the risk 
impact by setting the ODI per 100 
customers (below)

Penalty at PR19 if funding spent but not 
all 12,000 customers benefit*. For each 
100 customers not benefiting

£10,666

Penalty at PR19 if funding spent but no 
reduction in risk delivered

£1,280,000

Penalty at PR19 if no funding spent and 
no reduction in risk

£1,827,000

Confirmation of target delivery Independent audit 

* This situation may arise when detailed network modelling of affected properties is conducted.
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Other AMP6 incentives 

Water trading

Our water resource situation is robust and we have a Security of Supply index of 100. 

In our updated Water Resources Management Plan (WRMP) we forecast comfortable 

headroom to 2040.

We are currently classed by the Environment Agency as having a ‘low’ water stress 

status. 

Our available resources are constrained by licence rather than availability.

We are well-placed to trade surplus resources with neighbouring companies. As part of 

the WRMP process we alerted both Wessex Water and Southern Water to this as both 

border	our	area	of	supply.	No	current	opportunities	for	trading	were	identified.	

We have made a further proposal to the Water Resources in the South East project for 

up to 20Ml/d. We understand that at this stage the proposal will not be followed-up.

We therefore do not propose a water trading incentive as part of this business plan.

Abstraction Incentive Mechanism

The Abstraction Incentive Mechanism (AIM) has been designed to reward or penalise 

companies depending on their levels of abstraction from environmentally sensitive sites 

at times of low flow.

The incentive focuses on Water Framework Directive Band 3 water bodies6. It will also 

include monitoring of bands 1 and 2 sites to limit the scope of future damage. 

Ofwat and the Environment Agency have advised us that we have no Water 

Framework Directive (WFD) flow non-compliant band 1, 2 and 3 surface water bodies. 

We do not therefore fall under the auspices of the AIM incentive. 

We do not intend to submit our own proposals for abstraction sites to be included in 

the AIM. 

Network Management and Network Plus

We responded in a substantive way to Ofwat’s consultation on wholesale incentives 

in September 2012. We are broadly supportive of the deregulation of water markets 

and the introduction of upstream competition. However, any new arrangements must 

6
 Those where the Environment Agency has greatest confidence in the risk of environmental damage
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be cost beneficial, transparent and practical and should not increase the risk of any 

deterioration in water services to our customers. Our main concern, based on what 

we have seen so far, is that the price control framework will be overly theoretical and 

complicated. This concern was reflected in our consultation response.

In	general,	we	have	sufficient	granularity	of	cost	information	to	support	Network	

Management	and	Network	Plus.	We	have	included	in	Ofwats	business	plan	Table	A4,	

an indication of the additional costs we anticipate to support these changes on an 

ongoing basis. While we appreciate that Appendix 4 of Ofwat’s ‘Setting Price Controls 

for 2015-20 – final methodology and expectations for companies’, contains draft 

questions indicating Ofwat’s direction of travel in relation to network management, we 

have provided some initial responses which are included at the end this section.
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Legacy adjustments 
Penalty or reward  
2012/13 prices

Capital Incentive 
Scheme

Our AMP5 capex spend 
will exceed the FD09 
allowed gross capex of 
£49.6m. This is due to 
our decision to install a 
UV disinfection plant at 
our Knapp Mill treatment 
works before March 
2015, thus managing an 
emerged risk. 

Revenue 

Minus £0.294m per 
annum

RCV 

Plus £1.125m

Revenue Correction 
Model

We have over-recovered 
on revenue in AMP5. We 
will return part of the 
adjustment to customers 
early by freezing prices in 
2014/15 and the balance 
during AMP6. The figure 
shown is the remaining 
balance.

We do not propose any 
adjustment for back-billing 
customers. 

Penalty

Minus £0.480m per 
annum

Logging up/down We propose no adjustment Either	+/-	adjustment

£0.00

Opex incentive 
allowance

We are not eligible to 
claim against this incentive

Reward

£0.00

Service Incentive 
Mechanism

Ofwat’s	Information	Note	
13/11 confirms our place 
in the upper quartile for 
performance. We have 
therefore included a 0.4% 
upward adjustment to 
turnover

Reward

£0.142m per annum



The appointed  
business plan  

Section 5 – 
Performance incentives 

page 94 of 355

Initial Network Management Questions

Appendix 4 of Ofwat’s ‘Setting Price Controls for 2015-20 – final methodology 

and expectations for companies’ business plans’ document poses a series of initial 

questions on the subject of network management. Our response to these questions 

is given below (the questions have not been reproduced in full). These are summary 

responses and should be read in conjunction with the whole of this section of the plan:

Activity Initial question Our response

Physical 

balancing 

and cost 

minimisation

1.  Describe 

processes for 

mitigating short 

run mismatches 

of supply and 

demand.

Short run mismatches in supply and demand 

are normally caused by failure of the pipe 

network or of pumping equipment. These 

are dealt with by rezoning of the network 

to introduce water from adjoining areas or 

provision of tankered/bottled water direct to 

customers during an outage scenario. Our 

network is relatively resilient with significant 

investment made already to link supply zones 

together for mutual support. Our entire 

network is covered with district metering 

and we have up to date calibrated all mains 

network models - therefore the level of 

understanding of how the network operates 

is high. 

2.  Factors that 

influence the 

choice between 

different options 

for mitigating 

short run 

mismatches 

of supply and 

demand.

Normally	the	choice	of	options	is	limited	in	

respect of which sources of raw water are 

used. But in planning any change we would 

primarily consider water quality/discolouration/

flow reversals and pressure changes. 

The company’s trunk distribution network is 

well interconnected allowing a fair degree of 

flexibility to deal with short term mismatch 

which could for example be caused by plant 

breakdowns or burst water mains
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Activity Initial question Our response

3.  Processes for 

optimising the 

network over the 

medium run.

 Our scope for optimising sources is limited 

as over 80% of the water supply comes 

from two surface water sources with similar 

treatment processes and similar unit costs. 

However, cost is a key consideration and 

we aim to get the most out of lower-cost 

borehole water whenever we can. With a 

domestic metering penetration approaching 

65% and low leakage levels, we have a very 

proactive demand management policy which 

is resulting in reductions in demand, both 

peak and average. 

4.  Factors that 

influence the 

choice between 

different options 

for mitigating 

medium run 

mismatches 

of supply and 

demand.

Key drivers are cost in the form of the unit 

cost of water produced), water quality and 

security of supply. 

5.  Resources 

employed in 

undertaking 

water network 

management 

functions.

All of our operations are controlled from a 

single central 24/7 control room. Telemetry 

information from all assets is relayed to this 

central point. Around 40 staff operate the 

treatment plants and network. We have 24 

hours of treated water supply within our 

service reservoir network. 
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Activity Initial question Our response

6.  Recent and 

future planned 

network related 

investments.

We intend, during AMP6 to improve security 

of supply to a certain area of Bournemouth 

through the installation of a trunk mains 

reinforcement. This work is supported by 

customers. We have recently co-invested, 

with Wessex Water, in a scheme to utilise an 

existing trunk main to provide mutual support 

to both companies in emergencies. 

Supporting 

the 

development 

of market/

commercial 

arrangements

7.  Factors to 

consider in using 

our own water 

resources or to 

contract for bulk 

supplies.

We have never been in a position to accept 

the offer of a bulk supply from others. Both 

of our neighbouring companies have water 

resources limitations around our boundary. 

Conversely, our own water resources position 

is comfortable. 

8.  How we adjust 

optimisation 

processes to take 

into account input 

by a third party.

If water were available from a third party, we 

would consider its overall value alongside our 

existing supply options. We would also need 

to be comfortable that there would be no 

additional water quality or resilience risk from 

using the new supply. 

Efficient  

co-ordination 

of activities

9.  Explain how 

planned 

maintenance 

outages are co-

ordinated on the 

network.

Planned maintenance outages always aim to 

ensure that water supplies to customers are 

maintained at all times during the outage. In 

the event that customers are affected, there is 

advance dialogue to understand what we can 

do to minimise the impact of the outage. This 

happens on a large and small scale. Tankers, 

bottled water and overland temporary 

connections are ways of mitigating the impact 

of the outage. 
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Activity Initial question Our response

Longer term 

decision 

making

10.  How long term 

planning takes 

into account 

network 

management 

processes and 

issues.

Network	operations	management	data	is	

freely available to our engineering teams 

who carry out long term planning. The 

performance of the network (in terms of 

burst numbers and leakage) is used to plan 

network replacements. Maintenance and 

breakdown records from our above-ground 

assets (including those on the network) are 

used to plan replacements or improvements. 

There is detailed understanding of operational 

performance which leads to high quality asset 

management plans. 
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Section 6 – Balancing risk and reward 

•	 	We	accept	all	risks	that	we	have	an	influence	over	and	do	not	expect	our	

customers to de risk our business.

•	 If	we	invest	all	funding	but	deliver	none	of	the	promised	benefit	to	customers		

 the penalty to us will be £2.2m

•	 The	risk	of	customers	over	paying	for	the	service	is	low.	We	have	a	low	cost		 	

 base (second cheapest in the industry) and high forecast efficiencies (0.8% pa  

 being above independent forecasts of productivity growth).

•	 1%	reduction	in	WACC	to	4.5%

•	 Household	retail	margin	0%.

•	 Non	household	retail	margin	of	2.5%	to	reflect	changes	in	risk	and	make	the		

 sector reasonably attractive to competitors.

•	 No	single	risk	scenario	has	catastrophic	impacts	in	the	short	term,	except	the			

 loss of our single largest customer.

•	 We	will	bring	forward	some	of	the	AMP5	revenue	correction	by	freezing	prices		

 in 2014/15. We will consider doing the same thing if it is right for customers   

 during AMP6.

Introduction 

Customers expect us not to take risks with their supply of good quality drinking 

water but do expect us to provide good service at an affordable price. Some risks are 

required to balance these requirements. We are committed to providing excellent 

customer service and value. Therefore where risks to value or service arise we 

have, wherever we can, taken the risk to the company rather than push them onto 

customers. In order to remain a going concern we do need to provide a fair return to 

shareholders and debt holders. Some of main risks and who bears them are explained 

below but are all covered in more detail elsewhere in the business plan.
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Specific undertakings

Customers have expressed a willingness to pay for two outcomes. We, and not the 

customer, bear the full risk of us not delivering those. We are asking for no additional 

reward for delivering the outcomes:

Reducing leakage by 5%. 

	•	 	We	will	repay	customers	in	full	if	we	invest	the	full	funding	of	£0.94m	but	fail	

to deliver any reduction in leakage. 

	•	 	We	will	repay	customers	in	full,	plus	a	further	penalty	of	£0.28m,	if	we	fail	to		

 make any of the funded investment towards reducing leakage and therefore 

fail to reduce it. 

 Reducing the risk of large scale interruptions

	•	 	We	will	repay	customers	in	full	if	we	invest	the	full	funding	of	£1.28m	but	fail	

to deliver any reduction in risk to customers.

	•	 	We	will	repay	customers	in	full,	plus	a	further	penalty	of	£0.55m,	if	we	fail		

 to make any of the funded investment towards reducing the risk of large-

scale interruption and therefore fail to reduce it. 

The risk of failing to deliver an outcome or measure of success falls wholly on the 

company. The outcome delivery incentives (ODI) we propose are one-sided penalty-

only adjustments. 

In the medium-term there is no risk to customers.

We have not sought to counter our proposals with offsetting rewards. With the 

exception of the potential for a reward for good comparative performance via the 

regulatory Service Incentive Mechanism we do not propose any additional financial 

rewards.

How we will manage the risk 

	 •	 We	do	not	propose	to	place	tramlines	around	the	leakage	target.	We	are			

  committed to delivering ≤20 Ml/d. Whilst this places greater risk on the   

  company we do not believe it is appropriate to place a caveat on this number.

	 •	 We	have	not	placed	tramlines	around	the	interruptions	target,	however	we	will		

  not know the exact number of customers who may benefit from the work until  

  we undertake detailed network modelling.
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	 •	 To	manage	both	of	the	above	risks	we	have	scaled	the	ODI	penalties	to	be		

  representative of the level of success achieved. 

See Section 5 for further details of our outcomes delivery incentives

Wholesale supply risks and rewards

Overview

	•	 Our	area	is	classed	as	low	water	stressed	but	rising,	leakage	is	low	at	14%		

  and we have never had a hose pipe or temporary use ban. The risk of   

  running out of water is low and our bills are amongst the lowest in the   

  country

	•	 We	will	reduce	the	numbers	of	customers	affected	by	interruptions	of	greater		

  than 3 hours from over 3,450 to under 2,200 customers. There is no   

  increased cost to customers for this improvement.

	•	 Water	quality	risks	are	historically	low	and	we	have	demonstrated	our		 	

  willingness to manage and share that risk by our proposed additional £3.5m  

  capital investment in the Knapp Mill UV plant which will earn a lower return  

  than the WACC.

Climate change

We discuss in Section 13 that climate change represents one of the greatest 

uncertainties facing a water company. Based upon current scenarios, we believe that 

we are well placed to deal with the impacts of climate change. Here we discuss specific 

issues for AMP6 and how we will manage them.

Identified key risks

•	 Demand	exceeding	our	Water	Available	for	Use	(WAFU)

•	 The	need	for	minor	flood	defences	at	Longham	and	Knapp	Mill.	This	work		

  will be completed March 2015 and will increase protection against a 1 in   

  1,000 year event, a change from our previous approach of considering 1 in  

  100 year events.
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How we will manage the risk

•	 	We	will	continue	to	use	our	2011	Climate Change Adaptation Plan as a living 

document to provide an assessment of risks posed by climate change to all 

areas of operation across the company up to the 2080s. 

•	 Ongoing	demand	management	activities	including	metering	and	water		 	

  efficiency to reduce demand

•	 Ongoing	work	to	reduce	power	consumption	and	carbon	emissions,	as		 	

  evidenced in our outcomes and measures of success 

Water resources: capacity and drought

An associated but different risk from ‘climate change’ is that of ensuring we have 

sufficient resources to deal with short and longer term changes in demand. During 

research 96% of customers told us that ensuring there is enough water for everyone 

is their top priority (a safe wholesome supply was taken ‘as read’). ‘A reliable water 

supply’ therefore became our second outcome for AMP6.

Water resources

We must be able to manage the longer-term impacts of population and property 

growth. Properties are forecast to increase by 15% over the next 25 years; the water 

resources management planning time horizon. 

The company’s area of supply is classed as currently experiencing ‘low’ water stress by 

The Environment Agency’s (EA) revised 2013 methodology7. This increases to ‘medium’ 

stress in 3 out of the EA’s 4 future scenarios. We therefore cannot and must not 

be complacent. Our revised Water Resources Management Plan (WRMP) is nearing 

finalisation and in it we forecast headroom of over 50 Ml/d above the estimated 

volume of water we require to fulfil our obligations to 2040. 

We will manage future stress by:

•	 Continuing	our	metering	programme

•	 Reducing	leakage	by	5%

•	 	Through	proactive	education	and	communication	to	encourage	water	

efficiency – see ‘Water Efficiency’ in Section 13D

7
 The methodology indicates relative water stress by assessing the degree to which the resources in each 

water body within an area are exploited
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Drought

In the short term a drought could place additional significant pressures on both the 

demand and supply sides.

Identified key risks are:

	•	 While	our	resources	are	constrained	by	licence	rather	than		 	 	

  availability, abstraction to satisfy demand may still have an adverse impact on  

  the environment

•	 Peak	demand	may	outstrip	supply

•	 Adverse	carbon	impact	through	additional	pumping

•	 Increased	operating	costs	for	power	

•	 Increase	in	mains	failures	due	to	extremes	in	weather	leading	to	ground		 	

  movement

•	 Reputational	risk	if	a	temporary	use	ban	is	imposed

We will manage the overall risk using the same control measures listed above for 

‘resources’, but in addition we will:

•	 	Employ	the	activities	detailed	in	our	Drought	Plan	to	manage	any	short-term	

drought situation that may arise. 

Major service failure

We operate two large water treatment works, from which the combined output 

supplies approximately 80% of our customers. The loss of either of these two works 

represents significant risk to us.

Identified key risks

There can be a number of reasons for major service failure caused by operational 

failure, IT system failure or criminal action/attack such as:

•	 Undetected	contamination	of	entering	our	supply	or	works

•	 Terror	attack	disrupting	or	contaminating	our	works

•	 Cyber	attack

•	 Key	pumping	station	failure

•	 Loss	of	mains	power	to	the	site

•	 Flooding	of	our	works

•	 Undetected	treatment	failure

•	 Major	gas	leak
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•	 Major	fire

•	 Fuel	strike

•	 Major	trunk	main	failure

•	 Supply	chain	failure

How we manage the risk

For over fifteen years we have been investing in our overall resilience, as detailed in 

Section 13 ensuring we have operational back up for key plant, the ability to rezone 

our supplies, IT security and robust business continuity plans for our IT and SCADA 

systems.  

A summary of these controls are detailed below:

Risk Control

1 Significant and 
long-term Water 
Supply Operations 
failure 

Layer controls and alarms on critical operations

•	 	Detailed procedures for the operation of all plants and 
installations

•	 Operational resilience in terms of duplicate plant

•	 	Ability to re-zone supplies from our own sites and our 
neighbours

•	 	Standby generation at major sites

•	 	Preventative and reactive security controls which are 
regularly audited

•	 	Emergency planning group within company and annual 
update of preparedness which is externally audited and 
submitted to DEFRA

•	 	Water Safety Plan which aims to ensure all hazards 
which might affect safety of water are identified and 
controlled

•	 	Structured engineering procedures for project delivery

•	 	Structured procedures to manage treatment and 
distribution processes

•	 	Flood defences

•	 	Bunkered fuel stocks

•	 	Fire detection and protection at key buildings

•	 	CCTV monitoring of key buildings and following best 
practice in respect of physical site security

•	 	Storage of tactically key spares

•	 	Alternative disinfection plan

•	 	Online monitoring
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Risk Control

2 Key business 
system failure 
(Business 
Continuity) 

•	 	Business continuity plans for IT and office sites

•	 	Strong security arrangements

•	 	Strong and positive industrial relations and personnel 
vetting

•	 	IT disaster recovery plan

•	 	Exercises carried out regularly

•	 	SCADA penetration testing carried out regularly

•	 	Review with government security advisors regularly

The likelihood of these risks occurring with the mitigating controls that we have in 

place continues to be very low. We have therefore not included these risks in our 

scenario modelling later in this section. 

Costs

Overview

We bear the risk of not meeting our cost projections. Customers take the risk that cost 

projections are too high (by paying for them in advance through the allowed revenue). 

On balance most of the operating cost risk is borne by the company because:

We have a low cost base (second cheapest in the industry) and high forecast 

efficiencies (0.8% pa being above independent forecasts of productivity growth).

This reduces the risk to the customer of over paying (i.e. that our cost forecasts are too 

high).

The risk of delivering these challenging forecasts lies on us. 

The proposed WACC is 4.5% which reflects the investors’ reward for investing capital 

in the RCV. This is 1% lower than the current assumed return.

Cost of debt risk. There is no uncertainty as our debt interest rate is fixed (3.1%) until 

2033.

	•	 Customers	bear	the	risk	that	this	is	not	appropriate	for	AMP6.

•	 Independent	advice	says	this	is	below	the	current	cost	of	debt	(3.2%).	This	is		

  evidenced in Oxera’s report.

•	 The	risk	to	customers	is	therefore	low
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Input price inflation 

We have commissioned an independent report to provide estimates of input price 

inflation and offsetting frontier productivity growth for the period 2013/14 to 

2019/20. This report broadly correlates with the PWC report produced for Ofwat and 

published in July 2013.

We will manage most of the forecast impact by reducing operating cost and proactive 

cost management:

•	 Operating	cost	efficiencies	of	0.8%	pa	on	average	over	the	AMP6	period	

•	 Capital	cost	efficiencies	of	0.6%	per	annum

•	 Below-inflation	salary	increases	and/or	reducing	staff	levels

•	 Reducing	power	consumption	by	a	further	8%

Increase in customer debt 

During, and subsequent to the recession, we have seen an increasing trend in 

customers struggling to pay their water bill. In particular, we have witnessed customers 

who remain in employment and have a good payment history, falling in to this 

category. This is a generic risk, but one that is real for the company in the short-term 

and all bill-paying customers in the long term. 

The cost to the company’s bill-paying customers of customer debt is second lowest in 

the industry and we intend it to remain so. In this plan we have committed to keep it 

stable in real terms up to 2020. 

How we will manage the risk:

•	 Sustainable	payment	plans	tailored	to	the	customer

•	 	Continually	innovating	to	adapt	and	work	with	the	changing	debt	

environment 

•	 	Working	relationships	with	local	organisations,	community	groups	and	debt	

advice agencies

Financing risks and rewards

Overview

The proposed WACC is 4.5% which reflects the investors’ reward for investing capital 

in the RCV. This is 1% lower than the current assumed return.
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Customers bear the risk that our 3.1% fixed cost of debt is not appropriate for AMP6. 

But the risk is low because independent advice says this is below the current cost of 

debt (3.2%).

Weighted Average Cost of Capital 

Section 10 provides the full details behind our Weighted Average Cost of Capital 

(WACC) proposal.

Based on the evidence provided by our independent report from Oxera, we have 

calculated the following WACCs using our actual cost of debt, Oxera’s proposed cost 

of equity range for WOCs, and our actual forecast average gearing.

Cost of Debt Cost of Equity Gearing WACC

Low 3.1% 5.5% 57% 4.13%

Mid Point 3.1% 6.4% 57% 4.52%

High 3.1% 7.3% 57% 4.91%

We propose a vanilla WACC of 4.5% for the company in PR14. 

This is a full percentage point below the WACC that was assumed in PR09 and 

will provide a substantial reduction in returns to the shareholder and lower bills for 

customers in times of economic difficulty.

We believe that this figure should be sufficient for our wholesale business to remain 

finanaceable throughout AMP6.

Cost of debt 

Our index-linked Artesian loan for £84 million is repayable in 2033 and carries 

covenants for interest cover and gearing levels that the company will be held liable for 

should they be breached.

The loan, which was negotiated at a time of higher interest rates, and which 

represented a good deal at the time, contains a penalty agreement that will effectively 

bring forward the whole repayment value, including interest rates should the debt be 

closed early. We will not be in a position to refinance our debt to accommodate any 

assumptions by Ofwat on a fixed cost of debt. Further information has been provided 

on the cost to refinance the Artesian loan. 
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Identified key risks:

•	 Breach	of	debt	covenants

•	 Cost	of	refinancing	debt

How we manage the risk:

•	 Gearing	kept	at	or	around	10%	lower	than	debt	covenant

•	 	Business	managed	to	ensure	interest	cover	covenant	is	satisfied	–	see	

‘Financeability’ Section 10.

Retail risks and rewards

Overview

•	 	Household	retail	margins	are	proposed	to	0%.	This	reflects	the	low	risk	we	

see to the monopoly household retail business other than those undertaken 

historically. 

•	 	The	2.5%	Non	Household	margin	reflects	the	risk	of	losing	customers	in	a	

competitive market, especially as we are small company and do not have the 

scale currently to compete nationally.

•	 	Mitigation	of	the	risk	is	for	us	to	continue	to	provide	excellent	service	at	a	

competitive cost.

Household margin 

We have not included a household retail margin in this business plan.

We do not see a justification for suggesting this margin for the following reasons:

•	 	We	remain	a	monopoly	business	that	has	not	received	a	margin	per	se	to	

date

•	 	The	retail	RCV	upon	which	a	return	would	have	been	awarded	until	2015	

will be transferred to the wholesale business so that in effect the reward 

continues to be received

•	 	Choosing	to	claim	a	margin	for	household	will	require	an	adjustment	to	the	

WACC to ensure that the ‘single margin rule’ is followed ensuring that we do 

not gain a return on the existing retail assets twice
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However there are counter-arguments:

•	 	We	are	an	efficient	company	with	a	below	average	cost	to	serve	and	being	

given our ‘actual’ rather than the industry average cost to serve leaves 

restricted scope for making further gains

•	 	In	a	competitive	environment	a	good	company	like	ours	would	be	able	to	

exploit this advantage and realise higher profits

We believe that the former arguments outweigh the latter and that in a monopoly 

environment companies should not earn higher returns than we have previously done. 

Therefore we propose to not claim a household retail margin, and instead to receive 

the return via the RCV as we have done up until now.

Non-household margin 

We propose a return on sales or net (EBIT) margin of 2.5%.

The Oxera report shows that average net margins earned in the competitive energy 

retail sector have been between 1% and 4%. Tesco plc has operating margins of 3.4% 

across its entire business and 5.2% in its UK business.

There is a balance to be struck in assessing the appropriate default net margin on sales 

in the competitive water retail business:

•	 	Too	low	and	competition	will	be	stifled	as	new	entrants	and	other	

competitors will not see entering this market as financially attractive. 

Customers would also be less likely to see switching suppliers as an attractive 

option to cut costs. 

•	 	Too	high	a	margin	and	customers	would	be	paying	more	than	they	need	to	in	

the short term if they do not switch suppliers.

The experience of water retail competition in Scotland has shown that few (only 2%) 

of commercial customers have actually switched supplier away from the incumbent 

supplier. This would lead us to propose a retail margin at the lower end of the range 

to avoid customers overpaying for the service in the short to medium term if switching 

rates in the Bournemouth area were to be low as seen in Scotland.

The retail net margin needs to reflect the level of risk being taken by the business. 

We believe that the level of risk, at least in the early years of competition, faced by 

an incumbent water retailer will be considerably less than that faced by high street 

supermarkets where competition is very fierce and customer switching is easy and 

frequent. 
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The level of risk to be faced is probably also at the lower end of the range experienced 

by energy retailers as the business does not face the commodity price volatility 

experienced by energy retailers.

We	therefore	propose	a	competitive	(NHH)	retail	net	margin	of	2.5%	of	sales	in	its	

default tariffs during the PR14 period.

Cost of implementing competition

The	introduction	of	competition	for	NHH	customers	represents	risk	for	the	company.	

This is a challenge we will rise to. 

The cost of implementing competition, Open Water costs and the development of the 

equivalent Central Marketing Agency, is a further industry-wide risk. 

In response to the indicative central estimates in Ofwat’s letter of 28 October 2013 

we have pro-rated the totals using the percentage of industry turnover as a basis and 

included £145K of cost within the wholesale business to be recovered via totex.

We accept that this value will be logged up or down at PR19 via the Change Protocol 

mechanism.

Key risk scenario modelling

Overview

•	 	Most	of	the	scenario	testing	shows	that	there	is	no	significant	risk	to	

customers of to our ability to continue to serve customers over AMP 6 

•	 	The	risks	can	be	contained	within	short	term	financeable	cash	flows	with	the	

shareholder subject to volatile returns

Risk context

We have a relatively stable customer base and operating environment. 

Key features are:

•	 	92%	of	customers	are	households,	with	non-household	and	commercial	

properties forming only 8% of the customer base.

•	 We	have	very	few	large	non-household	users	in	our	customer	base.

•	 	There	is	very	little	industry	in	the	area	however	we	have	one	large	customer	

which we supply by way of a Special Agreement.
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•	 	Our	water	resources	are	robust,	and	constrained	by	licence.	The	Environment	

Agency’s (EA) revised methodology for allocating ‘water stress’ status has 

resulted in our current status recently being revised down to ‘low’. This status 

rises to ‘moderate’ in three of the EA’s four future scenarios.

•	 	Modest	increases	in	household	and	non-household	properties	are	forecast	

over the AMP6 period. 

We have used made the following assumptions to incorporate in to our scenario 

testing.

Scenario High case Low case

1. Combined 
Economic 
Scenario

Ofwat table 9 downside case for 
key economic variables. (lower 
GDP, RPI, electricity prices, COPI 
and household development 
compared with base case)

Ofwat table 8 upside case for 
key economic variables. (higher 
GDP, RPI, electricity prices, COPI 
and household development 
compared with base case)

2. Rainfall Dry summers throughout in 
the AMP 6 period, resulting in 
higher demand. (approx. 2%)

Wet summer throughout the 
AMP 6 period resulting in lower 
demand. (approx.3%). 

3. Outcomes 
performance

As base case outcomes achieved. 
No	upside	impact.

No	outcomes	achieved.	Penalty	
paid in full in 2020/21

Worst case 
consolidated 
view including 
scenarios 1-3 
above

4. Loss of 
large industrial 
customer

As base case with no loss of 
large	industrial	customer.	No	
upside impact

Loss of large industrial customer 
from 2017/18 onwards. 

Best and 
worst case 
consolidations 
of scenarios 
1-4 above.

No	upside	from	scenarios	3	and	
4.

Consolidates above scenarios

Scenario 1, (combined economic scenarios) are the Ofwat standard scenarios with 

either higher economic activity (giving rise to higher general inflation and higher 

power and construction prices) or lower economic activity (and inflation). Our base 

case plan uses Ofwat’s PwC economic base case. The impacts of these scenarios on 

our business are not immediately obvious (and a little counterintuitive at first sight).

The high economic growth case has increased household numbers growth, higher 

industrial demand and higher inflation. Higher inflation gives rise to higher overall 
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revenue (in nominal terms) but these are more than out weighted by increased costs, 

specifically increased power and construction costs (which increase by significantly 

more than RPI).

The impact of this high economic growth case on our business in AMP6 is as follows:

	 •	 Increase	revenue	by	an	average	of	£140k	per	year

	 •	 Increase	in	total	expenditure	(totex)	by	an	average	of	£844k	per	year	(mainly		

  power and construction)

	 •	 Reduce	in	free	cash	flows	by	an	average	of	£829k	per	year

The opposite is true for low levels of economic activity and inflation:

	 •	 Reduce	revenues	by	an	average	of	£250k	per	year

	 •	 Reduce	total	expenditure	by	an	average	of	£1.3m	per	year	 

  (mainly power and construction)

	 •	 Increase	free	cash	flows	by	an	average	of	£1.2m	per	year

Because of this impact on cash flows and profitability, in considering the risk envelope 

of maximum and minimum combined scenarios we have included the ‘high economic 

activity’ scenario in our minimum combined case (bottom of the envelope) and the 

‘low economic activity’ scenario in the maximum combined case (top of the risk 

envelope.

Scenario 2 (high and low summer rainfall scenarios) are the standard Ofwat 

sensitivities for rainfall but we have included the impact in each year not just in 

2015/16. This is because we are not in a water stressed area and the impact of these 

sensitivities does not give rise to particular operational risks. The impact on cash flows 

for one year would also be relatively small. We have therefore considered the greater 

risk of sustained wet or dry summers throughout the AMP6 period.

The impact of dry summers is expected to be:

•	 Revenues	increase	by	an	average	of	£564k	per	year

•	 Expenditure	on	power	increases	marginally	by	£74k	per	year	on	average

Wet summers are expected to have the following impact:

•	 Revenues	fall	by	£839k	on	average	per	year

•	 Expenditure	falls	by	£109k	per	year	on	average

Scenario 3 (outcomes performance) assumes that we fail to achieve our specific 

outcomes undertakings on reducing leakage by 5% and on reducing the risk of large 
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scale interruptions to 12,000 customers (as described earlier in this section. We assume 

for risk modelling purposes here that we would reduce prices to customers as a one 

off in 2020/21 only by £3m. In practice, while this risk is very small (and very much 

within our control or influence), if this action would put the business at unacceptable 

risk for that one year then we would need to propose another solution to compensate 

customers. The risk modelled here for this scenario is therefore a very much worst case 

view for that 2020/21 year.

The following graphs show the impact of the scenarios modelled compared to the 

business plan base case (in 2012-13 prices). There are two minimum consolidations 

shown, one with and one without the loss of the Special Agreement customer as this 

is a very specific risk.

There is much more downside than upside risk to revenue

(The following three charts have been removed due to commercially sensitive 

information)

Business Plan Revenue Impact
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Business Plan Cash Scenario Impact

Business Plan Profit After Tax (PAT) Impact
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From the modelling we have a significant impact on financial sustainability due to the 

loss of a major customer.

The following mitigations have been assumed for the scenario modelling. In a dry year 

we would instigate demand management procedures as detailed in our drought plan. 

This has been assumed in our rainfall scenario.

We mitigate electricity pricing shocks by forward – buying when appropriate. The 

scenarios modelled use the Ofwat specified price changes.

We believe that the above scenarios are plausible and realistic. The loss of the large 

industrial customer, while it would have a major impact to the business, we believe 

that the likelihood of this happening is very small. 

Conclusion 

Our modelling of these scenarios shows that there would be a significant impact on 

our long term financial sustainability with the higher inflation scenario as power and 

construction costs in particular increase more than revenues. While this would be 

mitigated in the short term by reducing shareholder returns and/or increasing gearing, 

in the longer term (from 2020/21) prices to customers may need to rise. 

In the rainfall scenario (sustained high summer rainfall each year) we do not expect 

to have water supply issues in the short term (we are an area of low water stress 

currently). There would be little impact on costs although revenues would be reduced. 

This could be coped with in the short term, with increased gearing and reduced 

shareholder returns, but would have a longer term impact on customer if this water 

consumption pattern persisted.

Because we do not propose any upside incentive for delivery of our proposed 

outcomes but only penalties (see Section 5), there is no financial upside from delivery 

of the outcomes (we see this as our commitment to customers). We assume in the 

modelling that the full penalty would be paid in 2020/21. This would be a one off 

shareholder impact.

The long-term impact of the loss of our major industrial customer would not be 

financially sustainable without substantial price increases to other customers. This 

specific company specific risk is considered more in the following pages.

We are satisfied that during AMP6, with the exception of the impact of the loss of 
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our large industrial customer, we will be able to manage any changes to our statutory 

obligations without compromising our outcomes commitments. If, however, any 

changes to statutory obligations resulted in significant financial impact to us, we 

would if necessary, deal with the issue through the current interim determination and 

substantial effects process.

Company-specific risk that the company cannot mitigate or 
finance

Overview

•	 	The	failure	of	the	Special	Arrangement	customer	could	not	be	financed	by	

the company even in the short term.

•	 	We	would	seek	to	pass	that	risk	on	to	customers	through	an	Interim	

Determination if failure occurred.

Failure of the Special Arrangement Customer

Our special agreement to supply one single large industrial customer represents the 

largest single risk to the company. The contract will be due for renegotiation during 

AMP6, Section 12 provides further information about this supply.

Contracts are negotiated over the long term to ensure stability, however, closure of the 

site and/or one or more of the large industrial customers on the site places significant 

risk on the company, in the short term, and on all customers’ bills in the longer term. 

The risk to the company increases if the site is lost in the short-medium term, for 

example should an industrial accident occur. In this case the impact on us may be 

significant, but not enough to support a substantial effects claim.

Identified key risks: 

•	 Loss	of	turnover

•	 Financeability	impacts

•	 Stranded	assets

•	 Potential	increases	in	customer	bills	and	knock-on	impact	on	bad	debt.
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How we will manage the risk:

•	 	Key	customer	account	management	at	Managing	Director	and	Senior	

Manager level at least twice a year

•	 Contracted	reserved	capacity	charge	(fixed	charge)	represents	50%	of	bill			

  value.

Sharing gains with customers

We believe that it is important that we give customers the assurance that if we make 

windfall gains during the AMP6 period we will share those with customers during that 

period as far as is practicable. This will help customers to trust us, a vital component in 

the relationship between any company and its customers.

However, we are also acutely aware that any such undertaking has to be simple to 

explain to customers in advance and simple and transparent to calculate in practice.  

A detailed or complicated mechanism will tend to destroy rather than build trust.

The regulatory model currently in place has effective mechanisms for encouraging 

both capital and operating cost efficiency whilst also sharing gains in the medium term 

with customers. These mechanisms will evolve over the coming months for the AMP 6 

period. While we do not wish to double count or negate any of the current regulatory 

incentives we have investigated a number of proposals to under pin those regulatory 

mechanisms with a more overarching and more immediate assurance of sharing gains. 

Our principle is that if the company does make any unexpected gains during the AMP6 

period, our customers should share in those gains as soon as is practicable, whilst 

avoiding volatility of prices which our customers do not appreciate. 

The board have considered this issue in detail and have concluded that while they 

support the intent of a ‘simple’ overarching gain share mechanism it will be highly 

complex to define and communicate to customers, as a result of the detailed nature of 

the incentive based regulatory mechanisms already in place and evolving. This is more 

likely to undermine trust than build it. 

We therefore intend that customers continue to share in gains created by incentive 

based regulation but that we will look to bring such gains forward as early as is 

practicable, instead of leaving them to future AMP periods. This will be a continuation 

of our current proposal for a price freeze in the last year of the current AMP period, 

bringing forward price reductions that customers would otherwise enjoy during the 
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next price control period.

Such a proposal is based on trust between customers, company and regulators and we 

believe that we have demonstrated and earned that trust.
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Section 7 – Innovation 

Innovation is about finding better ways of doing things.

We believe in innovation in thinking and processes, as well as technology, and 
actively engage and reward staff to review the processes they own to come up 
with operational improvements.

We will continue to find better ways of working to deliver reduced costs and 
improved service for customers in AMP6.

We intend to:

•	 	Use	innovative	new	technology	to	reduce	the	costs	of	energy	and	network	
operation

•	 	Ensure	that	by	2015	our	customer	relationship	management	systems	are	the	
best that can be found for a utility, with more choice for customers in how to 
interact with us

•	 	Provide	more	information	to	customers	on	their	water	usage,	partly	by	measur-
ing use by unmetered customers 

•	 Empower	staff	even	more	to	resolve	a	customer’s	problem,	whatever	it	is

•	 	Improve	customer	service	with	a	fast	response,	single	person	field-based	repair	
team

Introduction 

Innovation can mean different things to different people and organisations. Our 

current position and performance leads us to an overall incremental rather than step 

change approach to improvement. We constantly search for new and better ways of 

providing our service – delivering more for less. 

With an evolutionary approach, significant benefits can be achieved. For example:

•	 	At	PR09	we	proposed	an	East/West	link	main	across	our	area	of	supply	to	

increase the resilience of our water network. It was not funded and therefore 

we sought an alternative solution. In 2013, we signed an agreement with 

Wessex Water to make use of an under-utilised main of theirs to deliver the 

same benefit while allowing the companies to provide mutual support in 

the case of an emergency. The cost for this was around £0.5 million which is 

considerably less than had been estimated for the original scheme. 

•	 	Our	approach	to	research	and	willingness	to	pay	research	has	been	innovative	

and we believe has added more certainty to the planning process. Our peer 

reviewer commented:
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‘The stated preference methodology used in SBW’s research does deviate in a number 

of ways from the UKWIR (2011) industry guidance. Stated preference methods are 

continually evolving and deviations from the UKWIR guidance should in no way detract 

from the expertise that has underpinned SBW’s approach’.

We recently established an Innovation Group to stimulate new avenues of thought. 

Membership comprises new and established members of staff from across the 

business, creating an environment of challenge and creativity. In addition to 

introducing new activities, the group reviews existing approaches. It has recently re-

launched the long-standing staff ‘Win-Win’ scheme, which allows staff to share in any 

savings achieved, with the first contributor being rewarded a four-figure sum for their 

suggestion. 

The CEPF has challenged our plan as not being particularly innovative, describing it as 

‘business as usual plus improvements’. Therefore, we will continue to search for new 

and innovative ways of working within AMP6 and beyond, but we do not believe there 

is a call for significant investment in innovation. In this section we show that significant 

benefits can be achieved through an evolutionary approach.

How we will improve our service in AMP6

Make contact with us easier for customers

We will:

•	 Offer	customers	seamless	interaction	with	us

•	 	Offer	customers	more	choice	in	how	they	deal	with	us	and	manage	their	

account

•	 Provide	multi-site	customers	with	a	choice	as	to	how	they	are	billed.

How we will do this:

•	 	By	putting	in	place	a	leading-edge	billing	and	customer	relationship	

management system by December 2014. This system is new to the UK water 

industry and allows for functionality that existing systems could not offer.

•	 By	providing	full	online	account	management	

•	 By	creating	a	Smartphone	application	for	payments	and	reporting	leaks	
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Provide a faster, more effective response for customers

We will:

•	 	Deliver	quicker	and	improved	service	to	customers	with	water	supply	

problems through the use of single-man field-based units called Field 

Technicians. 

How we will do this:

•	 	Field	Technicians	will	be	dispatched	directly	to	the	customer’s	premises	

following a call. They will be trained to address the customer to understand 

the exact nature of the problem and will be capable of and equipped to carry 

out repairs on the customer’s service pipe straight away. For smaller repairs, 

this will replace the conventional process of an appointment with a Field 

Technician followed by a subsequent visit by a two-man maintenance crew. 

The response time will be much quicker leading to better cost efficiency and 

improved customer satisfaction. 

Reduce our energy use

We will reduce:

•	 Our	energy	consumption	by	8%	by	2020

•	 Our	carbon	footprint	and	cost	to	customers

How we will do this:

•	 	Adopt	sophisticated	and	newly-developed	software	to	analyse	energy	using	

operations data and identify opportunities for optimisation. This is currently 

in the implementation phase for use in following years and has been installed 

with guarantees of benefits from the supplier. It is new to the UK and the 

water market.

Reduce the number of burst mains

We will reduce:

•	 The	number	of	burst	mains	

•	 The	impact	on	customers	of	both	cost	and	inconvenience

How we will do this:

•	 	Through	‘network	calming’	-	‘Big	data	analysis’,	a	technique	involving	the	

analysis of large sets of operational data, will help to identify opportunities 

to further reduce any negative impacts of our routine and emergency 

operations on the network.
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Improve our metering programme

We will:

•	 Continue	to	meter	at	the	same	rate	as	AMP5	but	for	8%	less	cost

•	 	Provide	customers	with	consumption	data	to	allow	them	to	make	an	

informed choice about their bills before they switch

•	 Encourage	more	meter	optants

How we will do this:

•	 Meter	systematically	by	area

•	 Target	areas	where	we	believe	customers	will	benefit	most	from	switching

•	 	Inform	unmetered	customers	with	‘sleeping’	meters	of	their	actual	water	

usage and provide a bill comparison

Increase supply resilience

•	 	The	alternative	solution	for	the	East/West	link	main	described	in	the	

introduction will provide ongoing supply resilience for customers at a greatly 

reduced cost than originally proposed. 

•	 	It	will	contribute	to	delivering	one	of	our	customers’	key	priorities	and	PR14	

outcomes to provide a ‘reliable water supply’.

More of the same

In our day-to-day activities, we constantly look for improvements. Some examples of 

continuous innovation that we will continue to explore and implement are described 

below.

•	 	Low	bad	debt	provision	–	at	£4.52	per	customer	per	annum	over	the	last	

three years, our debt recovery cost to customers is the second lowest in the 

industry and the lowest for a company that does not have its debt collected 

by third parties. We have consistently been an industry leader for many years. 

This is due to an innovative and constantly evolving debt recovery approach. 

It does not rely on IT solutions but on knowing our customers, and treating 

them as individuals. In the case of customers who won’t pay, this means 

innovating to stay one step ahead of them.

•	 	Customer	complaints	–	written	complaints	have	reduced	by	64%	since	

2005/06 and continue to fall. This is attributable to collaborative working 
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across the wholesale and retail business units to identify and work on 

solutions to remove process gaps. 

•	 	A	change	of	approach	to	the	outsourcing	of	repairs	and	maintenance	of	

the distribution network – a contract is in place with a specialist contractor 

to cover network repair, network replacement, network extensions and 

metering. Under the terms of a new contract starting in 2014, we will evolve 

the conventional schedule of rates contract into a target cost, pain share 

and gain share arrangement in order to drive out cost inefficiencies and 

deliver improved service. We are also reviewing the most appropriate way of 

allocating risk.

 



The appointed  
business plan  

Section 8 – Financial 
modelling

page 123 of 355

Section 8 – Financial modelling 

•	 	Model	developed	with	three	other	water	companies	to	reduce	costs	and	
improve quality.

•	 Three-stage	quality	assurance	process.

•	 Model	methodology	and	outputs	agreed	to	Ofwat’s	own	model.

•	 Cost	inputs	agreed	back	to	original	source	

Introduction 

We have conducted a significant amount of financial modelling internally to 

understand and test a number of the main assumptions stated in Ofwat’s preliminary 

and final methodology. In addition, and in conjunction with three other water only 

companies, we commissioned an independent economic consultancy (Frontier 

Economics) to construct a financial model for the business.

Frontier constructed an initial financial model based on Ofwat’s draft methodology 

which was then revised on a modular basis as the final methodology was released, and 

further clarifications were made. 

We have used the results of our own internal financial modelling and data collection 

processes to populate the model and test the outputs provided.

No	data	has	been	shared	with	any	other	water	companies	through	the	development	of	

a joint model. 

Assumptions made

To ensure transparency and credibility we have followed Ofwat’s methodology closely 

and ensured that the inputs used correlate with all of the information we have 

provided to Ofwat throughout the business planning process. 

While this initially produced a base set of results with varying revenue requirements 

from year to year, we have made the assumption that Ofwat will allow us to smooth 

these results in order to produce a sensible bill profile for customers over AMP5 and 

AMP6. In short, we have assumed that rather than having customer bills that rise and 

fall throughout AMP6, we are able to trigger certain levers within the mechanisms 

used to calculate turnover requirements to ensure there is a consistent profile, and that 

the	final	outcome	is	no	better	nor	worse	in	NPV	terms.
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Comparison with Ofwat’s model

Ofwat released its financial model on 18 October. We have carried out a comparison 

between Ofwat’s financial model and the methodology we have used. 

In summary, the two models used a largely similar methodology and produced very 

similar results, apart from in the following two areas:

Pension Deficit Recovery

Pension deficit recovery was not part of the required revenue collection calculation in 

Ofwat’s financial model, whereas we had considered it to form part of our wholesale 

totex position. Ofwat’s model considers this as a single adjustment to the whole 

revenue allocation. 

This difference in approach makes a very minor difference to the outcome of this 

model.

Retail margins

We have calculated our retail revenue based on a retail margin applying to the whole 

retail bill (i.e including the wholesale element of the bill). 

This is consistent with the clarifications provided by Ofwat at the Retail Price Controls 

workshop on 26 September 2013. 

Ofwat’s model however calculated the retail margins based on the retail costs only. 

Whilst we believe that this is inconsistent with Ofwat’s own guidance, it also produces 

such an extremely low margin for the retail element of a company that it would make 

the retail business uneconomic and would not be attractive to new competitors. 

For this reason we have continued to construct our retail margin using the ‘whole bill’ 

approach.
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Quality assurance

In addition to our own internal assurance processes, to ensure the information we 

produce is accurate, we have used a number of other additional assurance processes 

surrounding our financial modelling process:

•	 	Frontier	Economics	has	issued	an	assurance statement detailing its own 

internal assurance processes in the development of the financial model. 

•	 	The	modelling	process	included	regular	user	group	meetings	which	resulted	

in robust challenges to the interpretation of data requirements and the 

calculations required. 

•	 	Finally,	we	also	engaged	the	services	of	our	previous	Reporter	team	to	

provide assurance that the data we have used as part of our regulatory 

modelling process is consistent with regulatory reporting and our wider 

financial processes and that the population of the model was transparent and 

fair.
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Section 9 – Costs 

•	 	We are one of the best value operators in the sector, combining low cost and 
high service levels

•	 	We are the third most efficient company, using the new totex measurements 
(total expenditure) in the sector. More improvements are planned in AMP6 
reducing power usage by another 8%, and the costs of employment, 
contractors and meter installation.

•	 	We have already taken significant measures to reduce cost in AMP5, e.g. 
closing our defined benefit pension scheme to further accrual, and reducing 
power consumption by 10%

•	 	Power prices are rising by more than inflation

•	 	Proposed additional cost savings fully offset new obligations

•	 	We will improve our capital investment efficiency to absorb COPI increases 
above RPI throughout the AMP6 period

•	 	Customers have asked the company to make some small improvements in the 
service and demonstrated their willingness to pay for such improvements.

•	 	The Special Agreement with one large industrial customer distorts any per-
customer assessment of the wholesale business costs and needs to be taken 
account of in comparators (a Special Factor in previous price determinations).

Operating costs

Introduction and AMP5 operational costs

We are one of the most efficient companies in the sector in terms of total costs, as 

shown below.

The following chart is an analysis of water companies’ total costs, including both 

operating and capital costs, and is taken from shared regulatory accounting data. This 

combined measurement is how Ofwat plans to measure companies for AMP6, referred 

to as totex, and so we have measured ourselves against this benchmark.

We have averaged two years of operational costs and five years of capital costs to 

remove short-term fluctuations and so improve the robustness of the data. 
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We are one of the most efficient companies on totex costs even with the 

Special Agreement customer’s cost included.

Source: Industry regulatory accounts 2011/12 and 2012/13 

As referred to in Section 12, we have an ‘out of area’ customer. When the costs for 

this Special Agreement are removed from our company numbers, we become the most 

efficient company on a totex basis. 

The following graphs look at our performance including service under the new totex 

process and shows that we are one of three companies on the top quartile of service 

and in the top quartile of cost efficiencies. The data is again taken from all companies’ 

2012 and 2013 regulatory accounts. The analysis shows that we are one of the 

highest-performing water businesses with high levels of service at low cost. 

Section 9 – costs 
 
 
We have averaged two year’s of operational costs and 5 years of capital costs to 

remove short term fluctuations and so improve the robustness of the data. The 

detailed analysis is shown at Appendix X.  

 

 

 

Source: Industry regulatory accounts 2011/12 and 2012/13 Appendix overall performance 

The above chart has been prepared using company data. As referred to in Section 

12, we have an “out of area” customer who accounts for 12% of our turnover.  When 

the costs for this Special Agreement are removed from our company numbers, we 

become the most efficient company on a Totex basis, and fourth most efficient 

company on the old style operating cost comparison basis. (See appendix overall 

Performance ex SA) 

The following graphs look at our performance including service under the new totex 

process and shows that we are one of three companies on the top quartile of service 

and in the top quartile of cost efficiencies. The data is again taken from all 

companies’ 2012 and 2013 regulatory accounts (see Appendix X). The analysis 

shows that SBW is one of the highest performing water businesses with high levels 

of service at low cost.  
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We are one of the best value operators in the sector

The figure shows the overall wholesale performance for water supply

Retail cost to serve 2012/13 

We operate the most effective water retail business in England and Wales when costs 

and relative performance (SIM score) are taken together. The following chart is taken 

from data in 2012 and 2013 regulated accounts of all companies. 
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We are one of the best value operators in the sector

This figure shows overall household retail performance 

We will build on this excellent low-cost high-performance record over the rest of the 

AMP5 and the AMP6 periods to improve service and reduce costs further. Recent and 

future commitments to cost efficiencies are described in the following pages.

Atypical costs

Our Special Agreement for water supply to a single large industrial customer represents 

 of water revenues. The supply represents  of distribution input and therefore the 

operating cost of this single customer need to be excluded from any analysis of costs 

per customer of the wholesale business. 
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This has been the subject of a Special Factor in previous price controls. We discuss this 

further in Section 12.

As referred to above, our comparative performance improves if the Special Agreement 

costs are removed.

Efficiencies achieved during AMP5

The financial and service performance shown on the previously is the result of an 

approach of continuous improvement of the business over many years. Some recent 

examples of cost reduction actions, which have already been achieved and are in our 

2013/14 base costs are described below:

Pensions

The Board closed the Defined Benefit pension scheme to further accrual in June 2013, 

having previously closed the scheme to new entrants in 2003. All staff now have 

access to a single defined contributions scheme. This decision was made by the Board 

in order to:

•	 	Improve	legitimacy	with	our	customers,	few	of	whom	will	enjoy	Defined	

Benefit pension schemes. It is not appropriate to ask them to fund the future 

costs of such a scheme.

•	 Reduce	the	ongoing	staff	costs	by	£0.3	million	per	year.

•	 Take	all	actions	possible	to	minimise	any	pension	scheme	deficit	in	the	future.

Full details can be found in Appendix 2

Power

We spend around £3 million per year on electricity, one of our major operating costs, 

and have had a programme of installing energy efficient plant and equipment for a 

number of years. We now use 10% less energy for each megalitre of water that we 

supply than we did in 2005. In 2014/15 we expect to reduce our costs by £0.14 million 

as the initial benefits of a power saving project are realised. (See below under AMP6 

for further details).
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Debt collection and debt write-off costs

The company has one of the lowest costs of bad debt and debt collection in the 

industry, see Section 14. This has been the case for a number of years. 

Over the last three years the average bad debt and debt collection cost to our 

customers was £4.52 per customer, per annum compared to the industry average of 

£16. This success has helped to keep customer bills low and during AMP6 we will not 

allow the costs of bad debt to rise in real terms despite some potentially challenging 

changes to welfare benefits and economic conditions. See section 14 for further 

details. 

Operating costs during the AMP6 period

Building on the current low-cost, high performance base (shown as 2012/13 base 

costs in the following table), we are facing some cost rises above the level of general 

inflation in one or two areas (‘real price increases’ also shown in the table and 

described in detail over the following pages) and is taking steps to control these costs. 

The cost reduction measures planned and committed to are also described over the 

following pages.

There are a small number of areas where new legal and environmental requirements 

are being implemented over the period to 2020 and the costs of those obligations are 

shown below (‘new obligations’) and described in the following pages.

Finally there are some service level improvements which we have consulted directly 

with customers about (see Section 2) and which customers have given their explicit 

support to paying for. 

The changes to 2012/13 operating costs over the next seven years are shown overleaf.
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Total operating costs

Cost savings fully offset new obligations

AMP5 Period AMP6 Period

Real costs, £million 13/14 14/15 15/16 16/17 17/18 18/19 19/20

Base costs net of falling 
demand

19.9 19.8 19.8 19.8 19.7 19.7 19.7

Loss of major customer -0.3 -0.3 -0.3 -0.3 -0.3

Efficiency savings in our base 
day-to-day operational costs

-0.3 -0.4 -0.7 -0.9 -1.1 -1.1 -1.2

Retail cost increases, mainly 
as a result of forecast upward 
pressure on energy and 
construction prices

1.1 1.5 1.9 2.1 2.2 2.3 2.3

Cost of delivering current 
obligations

20.7 20.9 20.7 20.7 20.5 20.6 20.5

New	obligations 0.3 0.4 0.9 1.1 1.2 1.1 1.1

Service improvements and 
growth that customers have 
expressed a willingness to pay 
for

0.1 0.2 0.2 0.2 0.2 0.3

Total 21.0 21.4 21.8 22.0 21.9 21.9 21.9

Loss of major customer

We have been informed by one of the customers within our Special Agreement that 

they are closing down. This particular customer accounts for some  of our entire 

cost base, and as such is significant enough to be reflected in our business plan. This is 

discussed more fully in the Special Agreement Section 12.

Efficiency savings  

Building on efficiencies being achieved in the AMP5 period, we are committed to 

reduce our costs by an average of a further 0.8% per year in real terms over the AMP6 

period. This equates to £0.8 million per year by 2019/20, in addition to efficiencies 

being achieved over the next two years.

This compares favourably with estimates of overall productivity improvement forecast 

in the UK economy of around 0.7% per year (see the First Economics study). 

This is a challenging target as a significant part of our cost base, such as business rates 

and water abstraction charges are mostly outside our control. Even in these areas we 
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strive to manage the costs where possible. For example in 2008 we appealed in court 

against our ratings valuation, although we lost the case. 

The efficiencies we commit to are shown below. Current levels of service and activities 

will be at least maintained or in places improved.  

Operating cost efficiencies of a further 0.8% pa will be delivered

AMP5 Period AMP6 Period

Real costs, £million 13/14 14/15 15/16 16/17 17/18 18/19 19/20

Power 0.1 0.2 0.2 0.2 0.2 0.2

Contractor costs 0.1 0.2 0.2 0.2 0.3

Employment costs 0.3 03 0.4 0.5 0.6 0.6 0.6

Other 0.1 0.1 0.1

Total of efficiencies 0.3 0.4 0.7 0.9 1.1 1.1 1.2

Each area of further cost efficiency improvements is discussed below.

Power 

We have recently commenced a study to improve the energy efficiency of our 

operations even further using advanced data analytics (‘big data’) techniques. This is 

an innovative technique and we are partnering with a US company to develop their 

approach for the UK water industry as a whole. 

•	 	As	a	result	of	this	research	we	are	committing	to	reduce	our	power	usage	by	

8% from mid-2014 and this is reflected in our cost forecasts for the AMP6 

period.

Reducing contractor costs to repair and maintain the network

We are currently renegotiating our main outsourced contracts (the ‘period works 

contract’). 

•	 	We	are	committing	to	a	reduction	of	3%	year	on	year	in	our	hired	and	

contracted labour costs as a result of more efficient ways of working, 

reducing travelling times from depots, and by improving the incentives for 

our contractors to reduce costs. 

•	 Forecast	savings	are	£0.3	million.



The appointed  
business plan  

Section 9 – Costs

page 134 of 355

Employment costs

We have already closed the defined benefit pension scheme, which has reduced costs 

by £0.3 million per year (refer to Appendix 2) from June 2013. 

We also commit to reduce our staff cost by 0.5% per year every year to 2020. This will 

be achieved through a combination of more efficient working, reducing headcount, 

and by managing salary increases.

•	 	The	saving	over	the	AMP6	period	is	forecast	to	be	a	further	£0.3	million	over	

the five years.

Real cost increases

Some prices are expected to rise significantly in real terms. In this plan we commit to 

counteracting these real price increases by reducing cost with further efficiencies in the 

way we manage and operate the business.

We have considered a number of different studies on how costs are expected to 

increase over the coming period (see First Economics paper and Commodity and 

Regulated Price Development) but have used as our base case assumptions the PwC 

paper provided by Ofwat. 

The key real price escalations, as forecast in the PwC report, are shown below. By far 

the biggest cost pressure on the company is the cost of power. Although we have 

made substantial efforts to reduce this cost, as detailed above, and continue to do so, 

these efforts are insufficient to offset the regular price rises in electricity. In previous 

years we entered contracts to fix our electricity costs, but when these contracts finish, 

we are faced with a step increase in our electricity costs. This step returns us to market 

power costs in 2013/14.
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Some prices are going up substantially in real terms

PWC 
inflation 
indicator

Index 13/14 14/15 15/16 16/17 17/18 18/19 19/20

General costs, 
rates etc

RPI 3.10% 3.20% 3.40% 3.40% 3.50% 3.30% 3.10%

Electricity DECC 18.70% 15.00% 9.40% 9.70% 3.40% 4.90% 4.20%

Materials COPI 3.10% 3.20% 3.40% 3.40% 3.50% 3.30% 3.10%

Plant and 
equipment

COPI 18.70% 15.00% 9.40% 9.70% 3.40% 4.90% 4.20%

Meter 
installations

COPI 3.10% 3.20% 3.40% 3.40% 3.50% 3.30% 3.10%

The above inflators are all in nominal terms. 

PwC’s source for electricity inflation is the Department for Energy and Climate Change.

Increases in some 2013/14 and 2014/14 costs

We will incur a small cost in further improving our customer service and related SIM 

reporting. In order to improve both the speed with which we can report, and the 

reliability of our data, the company continues to invest in improving our IT systems. 

We recently replaced a 20 year old accounting system with SAP, which is a well known 

market leader in financial software. 

Both the system improvements have been required, at least in part, to improve on our 

reporting to Ofwat. 

We are replacing some of our treatment processes with new ultra violet disinfection 

systems. Whilst this new plant has greatly improved our disinfection process, it is very 

demanding in terms of power. 

Additional legal and environmental obligations 

We face some additional legal and environmental obligations on the business. 
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Changes in law and service improvements are increasing some costs

AMP5 Period AMP6 Period

Real costs, £million 13/14 14/15 15/16 16/17 17/18 18/19 19/20

Pension administration costs 0.2 0.2 0.2 0.2 0.2 0.2 0.2

Highways working 0.2 0.3 0.3 0.3 0.3

National	Environment	
Programme

0.2 0.2 0.2

Carbon Levy 0.1 0.2 0.2 0.3 0.3 0.4 0.4

Open Water 0.1 0.1 0.1

Increased treatment costs 0.1 0.1 0.1 0.1 0.1

Costs of new obligations 0.3 0.4 0.9 1.1 1.2 1.1 1.1

Reduced leakage 0.1 0.1 0.1 0.1 0.1

Costs associated with increased 
metering

0.1 0.1 0.1 0.1 0.1 0.2

Service improvement costs 0.0 0.1 0.2 0.2 0.2 0.2 0.3

Total 0.3 0.5 1.1 1.3 1.4 1.3 1.4

The additional obligations relate to costs which are outside of our control and as 

shown in the table above, include:

•	 	Pension	administration	costs	were	previously	included	in	the	overall	pension	

asset/liability movements, and as such were not included within the 

calculation of operating profit. This treatment has obscured the costs of 

pension administration, so all companies are now required to charge these 

costs in their profit and loss accounts (£0.2 million pa).

•	 New	statutory	costs	for	working in the highways (£0.3m pa by 2019/20).

•	 	Environmental	costs	with	catchment	management	and	environment	

improvements arising from the Environment Agency’s National	Environment	

Programme (a total of £0.6 million over the AMP6 period)

•	 Continued	increases	in	the	carbon levy

Open Water programme costs 

In response to the indicative central estimates in Ofwat’s letter of 28 October 2013 we 

have pro-rated the total cost using the percentage of industry turnover as a basis of 

allocation and included £0.145 million of cost within the wholesale business. 

This is a preliminary estimate and we do not wish to build in any ‘risk margin’ which 

would not be in customers’ interests. As we are not in a position to influence these 
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central costs of implementing a national water competitive retail market, we propose 

that this value be logged up or down at PR19 via the Change Protocol mechanism.

Service improvements supported by customers

As discussed in Section 2, our customers have given their support for a small number of 

service improvements which they are prepared to pay an additional amount more for. 

These improvements and their associated costs (endorsed by customers) are:

•	 	Reduce	leakage	by	5%,	at	a	total	cost	of	£0.940	million	which	will	comprise	

£68,000 per annum operating costs, with the balance being capital cost

•	 	Continue	with	our	current	rate	of	metering,	which	will	increase	operational	

costs by £0.150 million per annum by 2019/20

•	 	Reduce	the	risk	of	major	interruption	to	service	for	12,000	properties,	at	a	

capital cost of £1.28 million.

See Section 2 for the underlying evidence on customer support and preparedness to pay 

for these improvements.

Allocation of costs between wholesale and retail businesses

We have allocated costs consistently with the audited numbers used for regulatory 

reporting, although we have followed Ofwat’s guidance for the allocation of company 

overheads for PR14 on a headcount basis. This has led to an increase in the amount 

of support costs charged to the retail business when compared to the 2012/13 

Regulatory Accounts.

Defined benefit pension deficit recovery costs

The Board initially decided that, given the closure to further accrual of the defined 

benefit pension scheme in June 2013, the deficit payments that had not been funded 

by customers to date should be recovered in full over the next ten years. 

This issue was the subject of thorough debate by the Board and is covered in more 

detail in Appendix 2. However, in light of Ofwat’s	Information	Note	IN	13/17 of 31 

October 2013, explaining its decision on pension deficits in the PR14 period, the Board 

and shareholder have removed these costs from our regulated revenue proposals. The 

revenue proposals in this business plan therefore only include Ofwat’s stated figures of 

£829,000 (in 2012/13 prices) per year up to March 2018.
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Following	IN	13/17	we	have	allocated	all	of	the	final	deficit	recovery	payment	in	

2015/16 to wholesale, and all of the remaining PR09 allowances to wholesale. We 

believe this treatment is more consistent with the treatment of fixed assets and debt 

finance, both of which have been assigned to wholesale in full.

Tax paid 

Although in recent times we have paid tax at a lower rate than the headline rate, this 

has been largely due to the effects of payments made to reduce the pension deficit, 

and tax allowances on capital expenditure exceeding depreciation. 

We do not have any tax avoidance schemes in place, nor do we have any loans from 

other Group companies paying high levels of interest.

Should the tax paid be split across wholesale and retail parts of the business, the tax 

paid for the retail business will be very close to the headline rate of tax, currently 20%. 

The wholesale business pays tax at less than the headline rate as pension payments, 

capital allowances and other deductions reduce the overall tax charge. 

We are required to report under new accounting rules from 2015 onwards, at the 

latest. This is when the UK will adopt International Financial Reporting Standards 

(IFRS). This change is expected to increase tax paid by some £0.5 million a year as a 

result of a different treatment of certain types of capital expenditure. The expected 

cessation of pension payments in 2016 will also result in an increase in tax paid of 

some £0.2 million. 

We expect a corporation tax charge of £6 million over the AMP6 period, on profits of 

£35 million, which is an effective rate of 17.3% against a headline tax rate of 20%.

Interest costs

Our interest costs are driven by servicing of the following debt (as at March 2013 but 

not changed materially since then):
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Our interest debt costs are largely embedded until 2033

Debt Value at 
March 13 
£m

Interest Rate 
%

Loan 
taken 
Out

Maturity 
Date

Unamortised 
debt costs

Artesian Loan 84.1 3.08% plus RPI 2005 2033 0.6

RBS Lease 2.2 3 month LIBOR 1996 2016 0

HSBC Lease 7.8 2.96% 2012 2022 0.1

Debentures 0.1 4.50% 1947 Perpetual 0

Total Debt 94.2    0.7

We have had detailed discussions with the main bank supporting the Artesian bond to 

investigate the cost and viability of refinancing that long term loan. 

This is discussed in more detail in Section 10 on the Cost of Debt. If this option were to 

be pursued, we would need to pay out £136 million to redeem a loan currently worth 

£84 million. This would increase the debt to RCV ratio to around 100% and would 

therefore seriously impact on our credit rating and our ability to raise financing. This 

would not represent good value to customers. 
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Capital costs

Capital investment – cost and efficiency

The following chart demonstrates that in the period from 2007/08 to 2012/13 we 

sit in the upper quartile for comparative performance within the industry when 

looking at just capital expenditure. (As a small company our capital profile can be 

disproportionately affected in any one year, so to improve the robustness of the data 

we have taken a five-year view.) 

We are in the upper quartile for capex efficient companies 

Source: Industry regulatory accounts 2011/12 and 2012/13  
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The plan provides for the following capital investment costs (£000s in 12/13 prices):

Investment over 15 years is slowly increasing

AMP5  AMP6 AMP7

Maintenance of assets 41,596 43,136 43,744

Quality and security 1,793 200 0

Supply demand 8,775 9,936 9,678

Improved service, which customers are 
prepared to pay for

909 1,280 2,000

Total (gross of contributions) 53,073 54,552 55,422

Grants and contributions 3,986 4,480 4,132

Total (net of grants and 
contributions)

49,087 50,072 51,290

Our underground network of water mains and services performs well in comparison to 

other companies, and 95% of our customers have told us they are satisfied with the 

service level they receive.

Our proposed AMP6 investment on capital projects is broadly similar to our AMP5 

investment. 

Key changes between AMP5 and AMP6 are:

•	 	Our	mains	renewal	spend	will	be	slightly	higher	in	AMP6	as	our	modelling	

predicts a slow overall deterioration in the longer term at past investment 

rates 

•	 	We	propose	a	reduced	investment	on	security	of	infrastructure	compared	to	

AMP5

•	 The	rate	at	which	we	install	meters	will	increase

•	 The	number	of	meter	exchanges	will	increase.	

Further information on all of these proposals is provided in Section **.

Proposed AMP6 capital efficiencies

Construction cost

The real price increase on construction costs (COPI) as forecast for Ofwat by PWC is 

forecast to be higher than RPI inflation. This has not been reflected in our proposed 

capital investment cost and is therefore an efficiency we have placed upon ourselves.
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Productivity growth

We have placed a further 0.6% per annum efficiency saving on our costs which is in 

line with First Economics’ paper on Frontier Productivity Growth. 

More cost-effective meter installation

Our customers tell us:

•	 	That	they	believe	that	metering	is	the	fairest	way	to	pay	for	water	use	and	

that they want us to ‘get on and finish the job’ of metering all customers 

where possible, however, 

•	 	They	do	not	want	to	pay	more	to	increase	the	rate	of	meter	penetration	

(which will be around 66% of households by the end of the current AMP 

period). 

We will deliver both of these by changing our metering policy and install meters 

systematically street by street rather than, as we currently do, installing meters on an 

ad-hoc basis when a customer requests us to or when a property changes occupier. 

We will target areas where we believe there could be greatest benefit to customers by 

opting for metered billing and supply consumption data to them to aid their decisions. 

We estimate that this will reduce our capital spend on meter installation costs by 8%.

Totex and Pay as you go

We propose the following combination of average PAYG ratio, pre-2015 run off rate 

and notional asset lives for AMP6. 

Pay as you go ratio averages 80%

2015/16 2016/17 2017/18 2018/19 2019/20 Average

Pre 2015 run off 
– years

25 25 25 25 25 25 

Additions run 
off – years

25 25 25 25 25 25 

PAYG ratio 80%

This will allow us to:

•	 Maintain	our	current	RCV	level

•	 Whilst	minimising	bills	for	customers	and	

•	 Reduce	bills	in	real	terms	throughout	the	regulatory	period.
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This strikes the right balance between sustainably funding the operations throughout 

the next regulatory period whilst minimising bills for customers.

Pre and post 2015 depreciation rates

We propose a flat RCV depreciation rate of 25 years across both our pre 2015 RCV 

and our post 2015 RCV additions as this is in line with our actual company average 

asset life  . 

Our capital expenditure is mainly related to the replacement of existing assets, some of 

which need to be replaced more frequently than 25 years, and some are much more 

infrequent. In our opinion applying the average life of the assets throughout the AMP 

period is appropriate and transparent and this will provide us with a realistic amount of 

funding to maintain our assets. 

Pay as you go ratio

Our PAYG ratio is different in every year with an average PAYG ratio of 80%. We 

intend to vary the rate for different years to smooth the bill profile in this, and in the 

transition to AMP7, as our customers have told us that this is what they prefer. 

A flat PAYG ratio would therefore lead to one of the following scenarios:

1.  Bills are set in line with the capex spend which leads to inconsistent K factors 

throughout the control period 

2.  To avoid ‘1’ above we could fund this through our cash flow, however 

this will lead to a surplus of cash in some years, and shortages in others. 

This creates risk, but also potentially leads to a situation where we would 

effectively collect money from customers when we do not need to. We do 

not wish to do this. 

We believe therefore that a varying PAYG ratio, whilst averaging at 80%, is in the best 

interests of our customers.

Tax assumptions 

We are required to calculate tax payable in accordance with HM Revenue & Customs 

rules, rather than totex spend.
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Section 10 – Financing the plan  

No new funds will be needed to finance the business during AMP6

•	 	Our	embedded	cost	of	debt	of	3.1%	is	at	the	low	end	of	independent	
estimates.

•	 	The	Artesian	loan	is	part	of	a	syndicated	bond	repayable	in	2033	which	reduces	
costs and would be prohibitively expensive to refinance.

•	 Our	cost	of	equity	is	in	line	with	independent	advice	at	6.4%.

•	 Company	gearing	is	on	average	57%	to	RCV	during	AMP6.

•	 Our	proposed	WACC	is	therefore	4.5%.

•	 	We	forecast	dividends	of	£4.2	million	pa	on	average	during	the	AMP	6	period,	
being an average yield of 6% on equity in the RCV.

•	 	We	forecast	that	with	the	planned	required	revenue	and	costs	of	capital	above	
there will be sufficient cash to fund our commitments. 

Introduction 

For the PR14 planning process, Ofwat require water companies to propose their own 

Weighted Average Cost of Capital (WACCs), in order to determine the appropriate 

levels of return in the AMP6 period.

We, along with a number of other small Water Only Companies (WOCs), 

commissioned Oxera, an independent economic consultant, to analyse current market 

trends in the market costs of debt and equity, and how these apply to WOCs.

Here we summarise Oxera’s analysis and recommendations as to how the evidence 

should be applied to the company as part of the PR14 planning process.

Financing

Gearing

At PR09, Ofwat determined a gearing ratio of 52.5% of debt to RCV for the company. 

This was roughly consistent with our gearing at the start of the period, but a declining 

RCV has resulted in the actual gearing of the company increasing throughout AMP5. 

However, gearing has remained in Ofwat’s AMP5 target range of 55% to 65%. The 

company (as opposed to the appointed business) has gearing restrictions set as part 

of the terms of its Artesian borrowing. Since the non-appointed business is a very 
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small part of the company, we have referred to the company gearing throughout this 

section. Appointed business gearing is approximately 1.5% below company gearing. 

Gearing as calculated by Ofwat has been different to that calculated by our ratings 

agencies and in the debt covenants with our Artesian loan provider. Given the critical 

nature of the debt covenants we are using that definition of gearing.

We plan that our Regulatory Capital Value (RCV) will remain approximately level in real 

terms throughout AMP6. Current forecasts show that the RCV will be approximately 

£147 million as at 31/3/2015 (in 2012/13 base prices), which acts as a baseline for 

calculations regarding financeability in AMP6.

We forecast that our Artesian loan balance will be £83.6 million in 31/3/2015 (2012/13 

base year prices), with an additional £7.5 million outstanding in finance leases. We 

are not planning any changes in real terms to the Artesian loan (i.e. no repayments or 

additional borrowings). We will pay down approximately £4.0 million on the finance 

leases during AMP6 in 2012/13 prices.

This total forecast debt of £90.3 million at 31/3/2015, minus the £5.6 million of 

company cash, results in a company gearing ratio of 58% to RCV at March 2015 

(2012/13 prices). As we repay outstanding finance instruments, our company gearing 

level is expected to fall slightly, but will average 57% during AMP 6. 

We therefore propose a 57% gearing level as part of our WACC calculations. This 

reflects the actual position within the company, and ensures that the full effects of our 

more efficient financing position in AMP6, compared to AMP 5, is passed on to the 

customer.

Cost of debt

Current cost of debt

We are forecasting to have around £90 million of debt in 2012/13 prices, the majority 

of which was raised through the Artesian Loan structure in 2005, and has an interest 

cost of 3.1% in real terms. We do have other sources of debt, such as finance leases 

and a small number of preference shares, but these are immaterial when compared 

to the size of the Artesian facility. Therefore our overall real cost of debt will be 3.1% 

throughout the AMP6 period. 
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Current market cost of debt

The chart below was compiled by Oxera to show water company bond issues and 

market costs of debt to the water industry over the past fifteen years. Real bond yields 

include both index-linked bonds and nominal bond yields, which are deflated at the 

inflation rate on bond issuance date. The market cost of debt is based on the average 

of yields of investment grade bonds.

Our cost of debt compares favourably with the long-term average

Source: Oxera 

This graph shows our cost of debt in the last 15 years

While the current cost of debt is low compared to any other period in the past 15 

years, our real cost of debt, represented by the blue line, compares favourably with 

the long term average. It should also be noted that this data includes debt issued by 

all companies within the UK Water Industry, including the large Water and Sewerage 

Companies (WASCs), who should by the virtue of their larger asset base, be able 

to command lower costs of debt compared to small WOCs. Even though this data 

includes the WASCs, our real cost of borrowing is still comparable to the industry as a 

whole.
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Future market cost of debt

Oxera also looked at the costs of raising new debt in the current market, which are 

acknowledged as being at a historical low. They concluded that whilst the average 

yield on bonds issued by WASCs in 2012/13 was approximately 1.6% in real terms, the 

declining trend in debt yields began to reverse in May 2013. Evidence from forward 

markets implies an average forward looking cost of debt over AMP6 of approximately 

2.5% for WASCs.

Small company premium on cost of debt

However, any debt taken on by a WOC is unlikely to be financed through the bond 

market as WOCs do not have sufficient scale to enter the bond market alone, 

and there is currently no market for a joint issuance of debt, such as the Artesian 

instrument. 

Oxera concluded that the cost of bank loans for a WOC could be up to 0.8% higher 

than the cost of bond finance for WASCs, with an average of 0.6%. Relatively higher 

transaction costs for WOCs compared to WASCs could add a further 10bp to the cost 

of the new debt for a WOC (relative to the WASC cost of debt).

Cost of debt summary

The table below summarises the cost of debt information provided by Oxera.

WOC debt is more expensive than WASC debt

Average WASC 
Cost of New Debt

Average Small 
Company 
Premium

Small Company 
Transaction Cost 
Premium

Average cost of 
new debt to a 
WOC

2.5% 0.6% 0.1% 3.2%

Even in this historically cheap debt market, the average cost of raising new debt for 

WOCs is likely to be in the region of 3.2% real. Given that we are one of the smaller 

WOCs, it is possible that the cost of debt could be even higher than this.

Refinancing existing debt

As referred to above, current costs of debt in the market are unusually low. We have 

investigated whether it is practical to refinance the Artesian loan, even though this is 

competitive by historical standards. 
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However, the loan was designed as a long term investment in order to secure attractive 

rates. As such we are required to repay the full maturity value of the loan now, if we 

were to replace it. This would incur a cost of £135.6 million to refinance the loan of 

approximately £85 million. Clearly this is not a sensible or viable option. 

Cost of debt conclusion

From reviewing Oxera’s evidence, we propose to use our current real cost of debt 

(3.1%) as part of our WACC calculation. 

We believe this is a fair number which represents our actual cost of borrowing, which 

is underpinned by advice from independent experts, and the knowledge that it will be 

difficult for us to achieve a lower cost of debt by returning to the current market on a 

stand-alone basis.

Cost of equity

Asset beta

Oxera have noted that using a traditional Capital Asset Pricing Model (CAPM) method 

for estimating the cost of equity in the water industry is difficult at the moment, since 

only three WASCs (and no WOCs) remain publicly listed.

Ofwat, in line with other regulators, has previously placed greater weight on regulatory 

stability rather than market evidence. As such, Oxera proposed to maintain this 

approach in PR14 by not departing markedly from regulatory precedent. Further, it is 

not evident that there has been a fundamental shift in the risk profile of the industry. 

Therefore, an asset beta assumption of 0.40 that was used in PR09 is considered by 

Oxera to remain a plausible upper bound for PR14.

However, the assessment of the market data indicates lower asset and equity betas 

than at PR09, and therefore it may be appropriate to place some weight on market 

data and the trends in the data over time. Based on a historical analysis of listed 

WASCs and WOCs, current analysis the three listed WASCS, and analysis of companies 

in similar regulated industries, Oxera estimate that a lower bound for the asset beta 

range should be in the region of 0.30.
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Small company premium on asset beta

Differences in asset risk between companies are mainly driven by differences in 

exposure to revenue and cost risk and by the relative contribution of revenue and cost 

risk to total risk. As a result, smaller companies will have less resilience to such risks, 

as relatively smaller swings in revenue or cost projections have a much greater impact 

on the overall profitability. This logically translates into differences in the asset beta, 

a principle that was explicitly recognised in the Competition Commission’s recent 

decision in favour of Bristol Water.

Oxera analysed the operating margins, asset base, as well as regulatory indicators such 

as totex and RCV, and concluded that a WOC small company premium of 0.05 was an 

appropriate uplift on the average asset betas for the WASCs.

Calculating the equity beta

By using the indicative asset betas proposed by Oxera, and our average gearing ratio 

described above we can calculate our levered asset (or equity) beta as follows.

Low High

Unlevered Asset Beta 0.35 0.45

Assumed Gearing 57% 57%

Equity Beta 0.81 1.05

 

industries, Oxera estimate that a lower bound for the asset beta range should be in the 

region of 0.30. 

Small Company Premium on Asset Beta 

Differences in asset risk between companies are mainly driven by differences in exposure to 

revenue and cost risk and by the relative contribution of revenue and cost risk to total risk. 

As a result, smaller companies will have less resilience to such risks, as relatively smaller 

swings in revenue or cost projections have a much greater impact on the overall profitability. 

This logically translates into differences in the asset beta, a principle that was explicitly 

recognised in the Competition Commission’s recent decision in favour of Bristol Water. 

Oxera analysed the operating margins, asset base, as well as regulatory indicators such as 

TOTEX and RCV, and concluded that a WOC small company premium of 0.05 was an 

appropriate uplift on the average asset betas for the WASCs. 

Calculating the Equity Beta 

By using the indicative asset betas proposed by Oxera, and our average gearing ratio 

described above we can calculate our levered asset (or equity) beta as follows. 

!! =   !!     (1 − !) 

Where !!   = Unlevered Asset Beta 

 ! = Gearing 

 

 

 

 Low High 

Unlevered Asset Beta 0.35 0.45 

 Assumed Gearing 57% 57% 

Equity Beta 0.81 1.05 
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Risk free rate

Oxera explained that the risk-free rate is typically tied to the yield on government 

securities as these are assumed to carry a small amount of default risk. Recent 

movements in government bond yields have been difficult to interpret as they have 

been heavily influenced by macroeconomic policy. However, the graph below shows 

Oxera’s analysis of the UK Government 10 year Gilt rate over AMP6, based on Bank 

of England data. In conclusion, Oxera expect the average risk free rate to be 0.5% 

throughout AMP6.

Risk free rate is forecast at 0.5% 

Source: Oxera

This graph shows forecast yield on UK Government 10 Year Gilts in AMP6

However, due to increased uncertainty around future macroeconomic policy and 

continued volatility in interest rates, Oxera supports the inclusion of reasonable 

headroom in the allowed risk free rate (i.e at such historic lows, the interest rate is far 

more likely to increase than decrease).Therefore, Oxera has proposed that a risk free 

rate range of 1.25% to 1.50% is appropriate for AMP6.
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Equity Risk Premium (ERP)

The following graph shows the forward-looking estimates of ERP from a multi-stage 

Dividend Growth Model produced by the Bank of England.

ERP is trending upwards

Source: Oxera

Oxera concluded that it is clear that the estimates of the ERP produced by the Bank of 

England have both trended upwards since 2010 and have on average been above 6% 

since 2011.

Oxera then carried out their own Dividend Growth Model analysis and when combined 

with their estimate of the risk free rate, with overall an approach of taking a longer-

term view of the data, they estimated that an ERP range of 5.25% to 5.5% was 

appropriate.

 

Forward-looking ERP
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Cost of equity summary

By using the component discussed above, Oxera have calculated the following post 

tax, real cost of equity for WOCs.

WOC cost of equity is between 5.5% and 7.3%

Low High

Risk Free Rate 1.25% 1.50%

Equity Beta 0.81 1.05

Equity Risk Premium 5.25% 5.50%

Cost of Equity 5.5% 7.3%

Calculating a specific entity’s individual cost of equity is difficult and relies on a number 

of subjective factors. However, in general, smaller entities within a market carry a 

greater equity risk relative to larger entities. As we are one of the smaller WOCs then it 

reasonable to expect that our cost of equity would be at least in the mid-point of this 

range, if not in the upper half.

Summary 

Based on the evidence provided by Oxera, the following WACCs are calculated based 

on our real cost of Debt, Oxera’s proposed cost of equity range for WOCs, and our 

actual forecast average gearing.

Company mid point WACC is 4.5%

Cost of Debt Cost of Equity Gearing WACC

Low 3.1% 5.5% 57% 4.13%

Mid Point 3.1% 6.4% 57% 4.52%

High 3.1% 7.3% 57% 4.91%

We therefore propose a vanilla WACC of 4.5% for the company in PR14. This is 

fractionally below the mid point calculated above, and is a full percentage point below 

the WACC that was given to the company in PR09 and will provide a fair reduction 

in returns for the shareholder and lower bills for customers in times of economic 

difficulty.
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Financeability in AMP6

Throughout AMP6 we need to ensure that the company remains financeable, even 

in what may turn out to be extremely unlikely scenarios. At a basic level this means 

we need to ensure we have enough cash to meet all of our commitments which will 

ensure that are able to continue to supply water to all of our customers. Therefore it 

is extremely important that our return, which is driven by the WACC, and the other 

elements included within our revenue requirement calculation generate sufficient cash 

for us to finance our operations.

Beyond simply having enough cash to pay our bills, other important factors include 

remaining within the covenants relating to our long term Artesian Financing 

Instrument. Specifically there are two covenants, which if broken, would mean our 

entire outstanding loan balance would be repayable overnight, effectively bankrupting 

the company. These covenants can be approximated to the following;

•	 To	restrict	the	net	debt	to	RCV	ratio	(gearing)	to	a	maximum	of	70%

•	 To	maintain	a	Post	Depreciation	Interest	Cover	Ratio	(PDIRC)	of	at	least	1.6x

Meeting these covenants, as well as all other, operating cost, interest costs and tax 

responsibilities means that there is a minimum level of revenue required in order for 

the company to remain a going concern, and we need to make sure we collect this 

minimum level throughout AMP6.

Our proposal to maintain our company gearing level at an average of 57% during 

AMP6 will give us sufficient headroom on the 70% gearing covenant. However, we 

would not wish to take out any further debt and reduce our headroom. We are not 

planning to increase our debt levels in AMP6, and as we are planning to at least 

maintain our RCV level at its current level, we are confident that the gearing covenant 

will continue to be met.

The PDIRC covenant requires the company to generate sufficient returns in order to 

remain financeable. Therefore the amount of cash required to pass the PDIRC covenant 

is effectively the minimum operating profit we require from the PR14 process in order 

for the company to remain in business.
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Calculating minimum return for PDIRC ratio

Using the assumptions listed above, the minimum cash returns required in PR14 are 

listed below.

Minimum return for PDIRC ratio is £4.4 million

Real at 
March 
2013 
Price 
Base £m

31/03/2015 31/03/2016 31/03/2017 31/03/2018 31/03/2019 31/03/2020

Artesian 
Balance

83.58 83.58 83.58 83.58 83.58 83.58

Artesian 
Interest

3.1% 2.59 2.59 2.59 2.59 2.59 2.59

Finance 
Lease 
Interest

0.18 0.16 0.14 0.12 0.09

Total 
Interest

2.77 2.75 2.73 2.71 2.68

PDIRC 
Ratio

1.60

Minimum 
operating 
profit 
required 
to meet 
PDIRC

4.44 4.40 4.37 4.34 4.29

In addition to the interest requirements, we also have other cash requirements, which 

must be funded to avoid additional short term borrowing.



The appointed  
business plan  

Section 10 – Financing 
the plan

page 155 of 355

Pension deficit payments increase cash required above PDRIC ratios

Real at 
March 2013 
Price Base 
£m

31/03/2016 31/03/2017 31/03/2018 31/03/2019 31/03/2020

Total Interest 2.77 2.75 2.73 2.71 2.68

Pension Deficit 
Recovery 
Commitments

1.00 0.00 0.00 0.00 0.00

Finance Lease 
Repayments

0.90 0.90 0.90 0.90 0.90

Minimum 
operating 
profit 
required 
to remain 
financeable

4.67 3.65 3.63 3.61 3.58

This table shows that we will in fact need slightly more than the PDIRC ratio in order 

to remain fully financeable in 2015/16. However, we are forecasting our funds from 

operations to be £17.46 million on average (in 2012/13 price base) throughout 

AMP6, which we believe gives us sufficient headroom to absorb a reasonable level of 

unexpected costs and unforeseen circumstances.

Cash generation is adequate under the Business Plan

Real cash at March 2013 Price Base Average in AMP6

Funds from operations £17.46m

Capital expenditure (£9.23m)

Average Cash Commitments listed above (£3.83m)

Average Tax Charge (£1.20m)

Cash Remaining in Company £3.2m

Assuming that we remain within our efficient operating allowance, then the average 

cash return from the business will be £3.2 million. 

If we are inefficient compared to the proposed operating costs, then the overall returns 

will be lower than the headline WACC applied to the wholesale business. We are 

incentivised to be efficient in order to increase returns.

In addition, if any financial shocks occur, the company cash balance of £6.9 million per 

annum represents approximately 25% of the combined wholesale and retail operating 

costs which we feel is a reasonable buffer to keep the company financeable in all but 
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the most extreme circumstances. This cash balance also includes a mandatory cash 

holding of £1.3m covering the next instalment of interest on the Artesian loan.

We therefore feel that the overall proposal provides a fair balance between ensuring 

returns are sufficient to provide an appropriate return, to keep the company 

financeable, and to provide a fair price proposal to customers.

Financeability ratios

ROCE averages 6.8% in AMP6

Return on Regulatory Capital Employed 
(March 2013 Price Base)

Minimum 
in AMP6

Maximum 
in AMP6

Average 
in AMP6

Return on Regulatory Capital Employed (%) 6.7% 7.0% 6.8%

The above calculation is a pre-interest return on the RCV (EBIT minus Tax) and is 

comparable with the stated cost of equity we have used in our WACC.

Dividend returns on regulatory equity averages 6%

Regulatory Return on Equity                
(March 2013 Price Base)

Minimum 
in AMP6

Maximum 
in AMP6

Average 
in AMP6

Regulatory Equity (£m) 58.2 60.8 59.6

Dividends (£m) 3.2 3.9 3.6

Shareholder return on Regulatory Equity (%) 5.4% 6.7% 6.0%

We are forecasting to pay dividends that are slightly lower than the cost of equity 

outlined in our wholesale WACC proposal. Some of this decrease is due to cash 

payments relating to the repayment of finance leases and our pension deficit liabilities. 

However, in general the proposed dividend payments are in-line with regulatory 

expectations.

Retail margins are at or below 2.5%

Average net retail margins Minimum 
in AMP6

Maximum 
in AMP6

Average 
in AMP6

Retail household revenue (£m) 26.1 26.6 26.4

Average household margin (%) 0% 0% 0%

Retail non household revenue (£m) 8.9 9.1 9.0

Average non-household margin (%) 2.5% 2.5% 2.5%

Average retail margin 0.6% 0.6% 0.6%
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We have made the decision not to apply retail margins to our household bills. As there 

will be no competition in this sector, we see no need to add an artificial margin to our 

current charges. We discuss this further in Section 14.

Our non-household bills will have a margin of 2.5% applied to their total bill in line 

with what we believe are Ofwat’s policies and guidance. As a weighted average this 

gives us an average net retail margin of 0.5%.

Our financing ratios are adequate

Financing ratios Minimum 
in AMP6

Maximum 
in AMP6

Average 
in AMP6

Cash Interest Cover 7.6 7.7 7.6

Adjusted Cash Interest Cover Ratio 5.3 5.4 5.3

Funds from Operations / Debt 22% 22% 22%

Retained Cash flow / Debt 17% 18% 17%

Regulatory Gearing 54% 56% 55%

The table above shows that, using standard ratios favoured by Ofwat, we have 

sufficient cash to fund the business in AMP6.

Our earnings ratios are adequate

Whole business ratios Minimum 
in AMP6

Maximum 
in AMP6

Average 
in AMP6

Dividend Cover 1.2 1.4 1.3

Regulatory equity / regulatory earnings 7.9 8.5 8.2

RCV / EBITDA 8.3 8.5 8.4

Finally, the whole business ratios above show that, providing we are efficient, there 

are enough earnings in the business for us to pay our forecast level of dividends 

and maintain good earnings ratios throughout AMP6. This will ensure that we are 

providing our shareholder with reasonable forecast returns. 

Summary

The financing ratios above show that we should be able to maintain our current 

investment grade rating throughout AMP6.
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Dividends

•	 	The Business Plan maintains sufficient cash in the business to cover 	 	 	

foreseeable risks.

•	 The dividends (at 6% yield to equity in the RCV) are less than cost of equity of  

 6.4% during the AMP6 period.

Dividends under AMP5

Dividends average £5.5 million for ordinary dividends with one-off special 

dividend of £3.8 million

Nominal costs, £million 10/11 
(actual)

11/12 
(actual)

12/13 
(actual)

11/12 
(actual)

13/14

Dividends 6.1 6.4 12.2 3.0 3.8

Profit under tax (PAT) 8.8 10.7 9.5 8.9 7.4

Percentage PAT paid as 
dividend

69% 60% 129% 34% 51%

Percentage movement on 
previous year

5% 89% -75% 27%

Cash on short term deposit 
with parent

1.9

Cash balance after dividend 4.2 6.6 7.5 8.8 7.1

The average ordinary dividend over the current AMP5 period is expected to be £5.5 

million pa. The dividend in March 2013 was exceptionally high as the company paid 

50% of the proceeds from a sale and leaseback arrangement (£3.8 million) as a special 

dividend. The remaining £3.8 million of the proceeds was used to reduce the pension 

deficit. When 2012/13 and 2013/14 are taken together, the average ordinary dividend 

is £5.7 million. 
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Dividends under AMP6

Dividends have reduced to an average of £4.2 million

Nominal costs, £million 15/16 16/17 17/18 18/19 19/20

Dividends 3.5 3.7 4.1 4.8 4.9

Profit under tax (PAT) 4.8 5.1 5.5 5.9 6.3

Percentage PAT paid as 
dividend

73% 73% 74% 81% 78%

Percentage movement on 
previous year

-8% 6% 11% 17% 2%

Cash on short term deposit 
with parent

-1.9 0.0 0.4 0.7 1.6

Cash balance after dividend 6.9 7.0 7.0 7.0 6.9

Available cash is one driver of the dividend. When cash balances are high, the dividend 

is high and vice versa. Capital expenditure timing plays a significant role in the amount 

of cash held.

The AMP6 period is forecasting reduced dividends from the current level, down to an 

average of £4.2 million per annum. Our dividends are intended to provide a return 

to the shareholder of approximately 75% of post-tax profit. This equates to 6.0% 

on the equity element of RCV. Dividends are lower in the earlier years as our capital 

expenditure programme is higher in these years.

Gearing (net debt to RCV) remains at 55% for the period, on a UKGAAP basis, for the 

regulated business and 57% for the company. The UKGAAP company calculation is 

the one used by our rating agencies, and so is critical to us.

The dividend will be paid predominantly from the wholesale business, with no dividend 

being paid from retail in the first year. In subsequent years retail non household will 

pay approximately £0.2m in dividend, included in the numbers above. 
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Loans to parent company

It is not efficient for the company to hold large amounts of surplus cash, as the bank 

returns	on	this	are	negligible.	Neither	do	we	wish	to	increase	our	dividends	above	a	

fair return to the shareholder. 

We will loan any surpluses at normal market interest rates to our parent company. 

As shown in the table above, the use of this loan process maintains our cash at a 

stable level.

If the net loans during AMP6 were translated into a dividend, the average shareholder 

return against the equity in RCV would rise from 6% to 6.2%, still below the 

calculated return of 6.4%. By making use of these loans the shareholder is closer to 

receiving the calculated return, whilst we still have access to the cash.

Summary

Our dividend policy is cautious and precludes raising debt to pay dividends.
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Section 11 – Revenue projections and tariffs 

•	 We	have	brought	forward	part	of	the	forecast	revenue	correction	by	freezing		
 prices in 2014/15. 

•	 Over	the	six	years	between	2014/15	and	2019/20	bills	will	fall	by	about	11%	in		
 real terms

•	 We	forecast	higher	numbers	of	meter	switchers	as	a	result	of	our	change	in		 	
 metering approach, which will allow us to target customers and provide them  
 with their actual usage data. Data used is in line with our draft Water Resources  
 Management Plan.

•	 The	split	of	wholesale	and	retail	and	market	opening	has	led	us	to	conduct	a			
 full tariff review. We have considered the appropriate structure from April 2015  
 and ensured that the proposals are cost-reflective. 

•	 The	structure	of	household	tariffs	will	remain	as	they	currently	are.

•	 From	April	2015,	we	will	not	offer	a	non-household	seasonal	tariff	instead	all		
 non-household tariffs will be based on volume bands.

•	 We	have	worked	with	an	independent	tariff	expert	and	taken	legal	advice		 	
 whilst developing the revised tariffs. 

Introduction 

We have used the change to wholesale and retail as an opportunity to reconsider our 

charging structure and ensure that it is compliant with Condition E of our Licence. 

We have reviewed our current approach to large users and simplified the structure 

of tariffs proposed for the future and we discuss the process we have followed and 

provide indicative tariffs. 

In this section we summarise:

	 •	 Turnover	projections	

	 •	 Metering	assumptions	

	 •	 Bill	impacts	and	what	is	driving	the	changes

	 •	 The	current	charging	structure

	 •	 The	proposed	AMP6	charging	structure,	and

	 •	 How	we	will	levy	charges	in	AMP6.	
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Turnover

Our proposed service and associated costs of delivery lead to the following turnover 

requirements. These include an assumed 0.4% upward adjustment in respect of the 

company’s SIM performance to reflect the company’s relative position as reported by 

Ofwat	in	Information	Notice	IN13/11.

Year 2012/13 
(actual)

2013/14 2014/15 2015/16 2016/17 2017/18 2018/19 2019/20

Turnover 
(in 2012/13 
prices)

£43.1m £43.1m* £42.5m £40.5m £40.3m £40.1m £39.9m £39.7m

*It is a coincidence that this number is the same as 2012/13  

We will freeze bills in 2014/15. By doing this, we will bring forward part of the AMP6 

revenue correction and in doing so allow customers to start benefiting from the hand-

back a year earlier than they would have done. In the current economic climate, we 

believe that this is the right thing to do. This has smoothed our modelled 2015/16 

price cut from minus 7.5% over two years from April 2014. 

In our price-freeze assumptions we have estimated that 2014/15 RPI will be 3.2% and 

we will bear the risk on this. We therefore show K below over six years, illustrating that 

over AMP6 customers’ bills will fall by around 10% in real terms. 

Year 2014/15 2015/16 2016/17 2017/18 2018/19 2019/20

K factor Minus 
3.2%

Minus 
4.7%

Minus 
0.5%

Minus 
0.5%

Minus 
0.5%

Minus 
0.5%

Drivers for change

Changes to bills are almost exclusively the result of wholesale activities. 

In addition to general organisational efficiency savings, bill reductions are driven by:

•	 The	move	to	totex	and	pay	as	you	go	ratios	(see	Section	9)

•	 Reduced	investor	returns	from	a	WACC	of	5.5%	to	4.5%	 

  (see Sections 6 and 10)

•	 Legacy	adjustments	including	revenue	correction	and	capital	incentive		 	

  scheme (see Section 5), and

•	 Future	efficiencies	(see	Section	9)
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These bill reductions are partially offset by:

•	 Service	improvements	to	leakage	and	the	risk	of	interruption	supported	by		

  willingness to pay 

•	 Legal	changes	bringing	in	new	costs	including	lane	rental	and	permit	costs,		

  carbon levies and pension auto-enrolment 

•	 Environmental	costs	arising	from	the	National	Environment	Programme

•	 Real	cost	increases,	eg	power	(in	line	with	Ofwat’s	forecasts).

These are detailed in Section 9.

The combined impact of these movements on average household bills can be 

summarised as shown in the two tables below:

Approximate figures and rounded (in 2012/13 Price base) £ per year

Average household bill in 2012/13 150

Reductions Adjustments from the 2009 price review including 
revenue correction, the capital investment 
incentive and operating cost efficiencies                                                         

- 3

Future efficiencies - 6

Ensuring that present and future customers each 
pay a fair proportion of costs (pay as you go ratio)

- 7

Reduced shareholder return on investment - 6

Increases New	legal	obligations 4

Investment for improved services and growth 1

Average household bill in 2019/20 136

Year 2013/14 2014/15 2015/16 2016/17 2017/18 2018/19 2019/20

Average household 
bill (rounded to 
whole £)

153 149 142 141 139 137 136

Metering assumptions

We have been metering households on change of occupier since the year 2000. The 

policy has been very successful in managing demand and has the additional benefit of 

assisting to identify supply pipe leakage and therefore reduce wasted water.

All customers (that is households and non-households) tell us that metering is ‘fair’ 

and they believe we should ‘get on with it’ and meter everyone. We have explored 

the possibility of accelerating the existing selective metering programme through 

Willingness to Pay research. However, customers were not prepared to pay more for us 
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to do this; which we partially attribute to the industry as a whole advising customers 

that they can have a ‘free’ meter. 

We have conducted a cost-benefit appraisal, as detailed in Section 13I.  We have 

concluded that the optimal metering policy for AMP6, which delivers what customers 

want without them paying more, is to systematically install meters at all households on 

a ‘street by street’ basis over 10 years. This will enable us to continue our current policy 

of metering on change of occupier whilst allowing us to target potential optants with 

actual usage and bill data via a communications programme allowing the customer to 

switch to metered billing if they wish. We expect this to result in an increased number 

of meter optants and therefore a step change in metering numbers for AMP6. 

We estimate that around 70% of the meters installed in the selective programme will 

be used for billing purposes by the end of the AMP period. 

The demand reduction associated with metering will, in turn, contribute to the 

reduction in per capita consumption and supply pipe leakage, both of which are 

measures of success within our ‘reliable water supply’ outcome.

Our AMP6 projections for properties and switchers correlate to our draft Water 

Resources Management Plan (WRMP). The WRMP data are based upon independent 

third party estimates of changes to property and population numbers. 

We forecast the following meter switchers and new properties in AMP6:

Number in AMP period

Meter optants 11,900

Selective meter installations 4,600

New properties 6,000

We forecast that by March 2015 around 66% of our household customers will be 

metered and that this will increase to 75% by March 2020.
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Tariff structure in AMP6

The split of retail and wholesale activities from 2015 and market opening in 2017 has 

created an opportunity to conduct a full review of the way we bill customers in future 

and restructure our tariffs in a way that will be more appropriate to the business going 

forward. 

Current charging structure

Household customers

Unmetered households currently receive bills based on the rateable value based 

charge, plus a standing charge.

Metered households receive bills based on the measured standard variable charge per 

cubic metre plus a standing charge.

Non-household tariffs and customers

94%	of	our	non-household	(NHH)	customers	are	metered.	

The remaining unmetered customers are those with low use that are uneconomically 

viable to meter, for example if they share a supply. We do not propose to meter them 

unless a circumstance changes at any property to make it economically viable. This 

small number of unmetered customers is billed in the same way as households. 

All	metered	non-household	tariffs	are	based	upon	volumetric	bands.	The	current	NHH	

tariff structure sees smaller customers using less than 10 Ml per year charged the 

standard measured tariff rate plus a standing charge linked to meter size; whilst larger 

customers are offered a seasonal tariff. 

Seasonal tariffs were designed to ensure a ‘no worse off’ principle if the customer 

has a relatively stable monthly use, but include an incentive to reduce summer use 

(during June-August) and save money by doing so. As we discuss in the next section 

‘development of wholesale charges’, we are no longer of the opinion that this is the 

best tariff structure going forward. 
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Development of the revised tariff structure

Whilst developing the tariff proposals the objective has been to ensure:

•	 Wholesale	and	retail	charges	are	cost	reflective

•	 Proposals	comply	with	Licence	Condition	E,	which	prohibits	undue		 	

  discrimination in respect of charges

•	 We	are	compliant	with	Competition	Law	

•	 Tariffs	are	appropriate	to	the	future	operating	environment

We have worked with an independent tariff expert and taken legal advice to ensure 

that we meet these objectives. 

Our proposed tariff changes will take effect on 1 April 2015. There is still more work 

to do, so the tariffs submitted as part of this plan are indicative. We present them here 

to illustrate the underlying principle behind them and therefore show them only in 

2012/13 prices; as 2012/13 data been used to develop them. 

Our independent tariff expert has produced a supporting paper detailing the process 

followed. 

Developing wholesale charges

In developing our revised tariff structure we followed the steps shown below. 

Step 1: Review tariff structure 

Seasonal tariff review

In the past our peak week demand factor has reached as high as 1.49, one of the 

highest recorded in the country. 

In recent years we have not experienced the demand peaks that caused us to 

originally develop our seasonal tariffs. We attribute the change in demand patterns 

to a combination of customer awareness, recent drought history and our demand 

management activities. Recent poor summers have contributed to this, although we 

did not experience any particular peak events in the warm dry summer of 2013.

While we cannot say that we will not experience extreme peaks in the future, either 

as the result of particularly hot summers or the longer-term impact of climate change, 

there is not a sufficient driver at present to retain the seasonal element of our tariffs. 

We will keep this under review.
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Review customer segments

Our current tariff structure is:

Current customer segments Volume per 
annum (Ml)

Number of 
customers 
(2012/13)

Household

Unmetered (based on rateable value (RV) All 70,000

Metered household All 115,200

Total 185,200

Non-household

Unmetered non-household All 900

Metered non-household - standard tariff 0 - 10 14,970

Large user tariffs 10 - 20 19

20 - 50 17

50 - 100 4

100 - 150 0

> 150 0

Total 15,910

All customers 201,110

As	we	state	in	the	retail	sections	of	this	plan	we	will	treat	smaller	NHH	customers,	who	

have broadly domestic use, as if they are households. This will ensure that the good 

levels of service they currently receive will continue. Wholesale costs have therefore 

been structured to reflect this whilst also continuing to recognise customers with 

higher usage bands. 
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To facilitate this, and the need to respond to market opening, we propose that the 

following customer segments will comprise the revised tariff structure shown below:

Future customer segments Volume per 
annum (Ml)

Number of 
customers 
(2012/13)

Household

Unmetered All 70,000

Metered household All 115,200

Total 185,200

Non-household

Unmetered non-household All 900

Metered low use non-household 0 – 0.75 12,934

Small non-household 0.75 - 2 1,308

Medium non-household 2 - 10 687

High non-household 10 - 50 77

Large non-household 50+ 4

 Total 15,910

All customers 201,110

Step 2: Allocate costs 

2012/13 accounting separation data was allocated across customer classes following 

rules developed as part of the review process. 

Step 3: Analyse wholesale cost per cubic metre

The unit price per cubic metre of water was calculated by reference to the volume and 

allocated cost in each volume band. 

Once analysed the wholesale cost per cubic metre for all but the largest customers was 

very similar. We therefore intend to set wholesale charges all but the largest customers 

at the same rate.

Our indicative wholesale prices (in 2012/13 prices and including the non-household 

retail margin of 2.5%) are therefore:
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Future customer segment Indicative wholesale price per m3

Household

Unmetered 1.0658

Metered household 1.2338

Total

Non-household (excluding retail margin)

Unmetered non-household 1.0924

Metered low use non-household 1.2646

Small non-household 1.2646

Medium non-household 1.2646

High non-household 1.1115

Large non-household 1.1115

Developing retail charges

We analysed and developed retail charges in parallel to the wholesale charges, again 

using 2012/13 accounting separation data as detailed in the supporting paper. 

Our indicative retail costs (which include the non-household retail margin of 2.5%) are:

Future customer segments Indicative retail 
variable price 
(£) per m3

Indicative 
retail standing 
(fixed) charge 
(£)

Household

Unmetered 0.0192 9.73

Metered household 0.0435 15.39

Non-household (excluding retail margin)

Unmetered non-household 0.0197 9.97

Metered low use non-household 0.0446 15.77

Small non-household 0.0094 40.05

Medium non-household 0.0094 51.89

High non-household 0.0035 51.89

Large non-household 0.0014 122.31

On 29/11/2013 we became aware of a minor (£0.09m) allocation issue which we will 

rectify as we develop the tariffs. To ensure the reliability of our overall data submission 

we have chosen to address this whilst finalising the tariffs rather than within our 

business plan.
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How we will levy charges in AMP6

Household charges in AMP6

We do not propose to make any significant changes to the current structure. We are 

very mindful of the need to minimise the impact of any potential incidence effects 

that arise as a result of this review and we will work to manage it. This may result in a 

phased implementation to smooth any effects over time. 

Tariffs will comprise two elements: fixed and variable.

Variable charges

Wholesale charges will be charged as a direct variable cost pass-through. 

Retail bad debt and working capital are broadly impacted by the scale of a customer’s 

use and will therefore be allocated by volume and charged in the variable component 

of the bill. 

For unmetered customers variable charges will be converted in to comparable rateable 

value charge that recovers the appropriate revenue. 

To avoid making customers’ bills more complex and, in turn, confusing, it is very likely 

that we will combine the wholesale and retail variable elements on customers’ bills.

Fixed charges

All retail transactional costs, for example billing, payment handling and meter reading 

costs, will be applied as fixed charges to all customers’ bills.  

Retail margin

As discussed in Section 10 we will not apply retail margins to household tariffs. 

Therefore the tariffs will be broadly as shown in the previous wholesale and retail 

tables, with the caveat that those shown are indicative.

Non-household charges for AMP6 

The breakdown of the bill elements in to variable and fixed charges is the same as 

shown above for household customers, with the exception that a margin will be added 

to bills. 

We are undecided as yet whether to present customers’ bills broken down in to retail 
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and wholesale elements. We favour simplicity and clarity of billing for customers and 

will consult them on the issue.

As with households we are mindful of our wish to avoid any undue incidence effects 

with changes to the way prices are set and our approach to charging.

Wholesale charges

Wholesale charges will be charged as a direct variable cost pass-through. For 

unmetered customers the wholesale charge will be converted in to comparable 

rateable value charge that recovers the appropriate revenue. 

Retail default tariffs 

Retail default tariffs will comprise two elements: fixed and variable:

•	 Retail	bad	debt	and	working	capital	are	broadly	impacted	by	the	scale		 	

  of a customer’s use and will therefore be allocated by volume and charged  

  in the variable component of the bill. As with wholesale charges,  for   

  unmetered customers the retail variable element will be converted in to   

  comparable rateable value charge that recovers the appropriate revenue. 

•	 All	retail	transactional	costs,	for	example	billing,	payment	handling	and	meter		

  reading costs, will be applied as fixed charges to all customers’ bills.  

Margin

A 2.5% margin will be applied to the total bill. 
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Section 12 – This section has been removed as 
the subject matter is commercially sensitive 
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Section 13 – Wholesale 

Introduction 

Wholesale covers around 90% of our business and encompasses a wide range of 

activities such as the source to tap day to day delivery of services to customers, the 

future availability of water resources, how we manage the environment, our plans for 

reducing leakage and how we maintain excellent drinking water quality. The Capital 

Investment section contains our capital investment programme which is based on our 

detailed knowledge of the condition and performance of our assets and our views as 

to what we will need to invest to maintain a high level of service to customers. Each 

of these detailed areas is presented separately and each section starts with a summary 

box containing the key messages. 



The appointed  
business plan  

Section 13A – 
Wholesale: Water 

resources

page 177 of 355

Section 13A – Water resources 

We have been very successful in managing demand over the last 15 years. 

•	 Average	demand	has	fallen	by	at	least	10%	since	the	mid-1990s,	while	the		 	
 number of customers has increased by a similar percentage. Much of this is a  
 result of metering. 

•	 We	forecast	exceeding	target	headroom	between	water	resources	availability		
 and water demand for the duration of the water resources planning period to  
 2040. This means that overall, our water resources position is satisfactory and  
 EA have re-designated the company’s area as one of ‘low water stress’. 

•	 We	plan	to	continue	our	successful	demand	management	strategy	through		 	
 further, more cost-efficient metering, further leakage reduction and continued  
 customer education. 

•	 We	plan	to	complete	our	metering	for	residential	customers	in	the	next	10		 	
 years. 

Introduction 

A full description of our water resources, how we manage them and how we plan 

to ensure an adequate margin between supply and demand over the next 25 years is 

provided in our latest draft Water Resources Management Plan. We have consulted 

stakeholders on this draft and have received feedback to which we have responded. 

We obtain most of the water we supply by means of river abstractions from the 

Hampshire Avon and the Dorset Stour. We also operate a number of groundwater 

sources. Due to the very limited availability of surface water storage, we rely on 

the short term performance of these sources to meet demand. It is therefore a vital 

responsibility that we manage the risks to the reliability of these supplies. 

Further to this our supply area covers some of the most environmentally important 

locations in the region, including the Avon Valley, Christchurch Harbour, and parts of 

the	New	Forest.	Options	for	new	water	resource	developments	are	therefore	extremely	

limited, and have very high environmental values. Our focus for managing our water 

resources therefore remains on demand side measures where we have been successful 

in managing demand downwards over the last 15 years or so. 

Below we provide a summary of our water resources position and how we manage our 

water supply system to provide a high quality sustainable supply to our customers.
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Operational performance

Where it is possible we operate all our sources in a way that has the least impact 

on the environment. We strive to manage our water resources and sites in the most 

sustainable manner. We aim to strike a balance between the operational constraints 

faced in managing the overall system and protection of the environment from which 

water is abstracted. 

We are able to utilise our water resources in several different ways. This means that 

during times of environmental stress we have the ability to operate our sources in 

conservation-mode rather than the normal least-cost mode, and may, for instance, 

favour abstraction from the Stour rather than the Avon. Much would depend on the 

precise environmental pressures and the nature of the drought we are experiencing as 

well as other important considerations such as the quality of raw water. We will begin 

discussion with the EA at the earliest possible opportunity to implement such actions. 

Licences 

We take seriously our responsibility to comply with the terms of our abstraction 

licences and have never breached any of the terms. 

National Environment Programme (NEP) and flow requirements

It has been confirmed by the Environment Agency that we are not subject to any 

sustainability reductions as part of the National	Environment	Programme	(NEP).	We	do,	

however, realise the importance of operating our sources in a way that has the least 

impact on the environment. This will be done, where it is operationally possible. 

We have a healthy water resources position with all our sources being constrained 

by licence rather than the amount of water they can produce. We believe that our 

operations already have a low impact on the environment and, as a result of forecast 

demand reduction in future, will have a decreasing impact on the wider environment. 

This is because as we take less water from the environment it leaves more for a healthy 

ecology. Furthermore our main surface water sources are located close to the tidal 

limits of their respective catchments. The close proximity to the tidal limits ensures that 

only a small section of the total catchment is impacted by our activities.
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Reducing pollution incidents

During AMP5 we have experienced a small number of Category 3 pollution incidents. 

As most of the incidents are a result of burst water mains and sometimes occur before 

we are able to intervene it is not really practical to reduce the risk of a discharge of 

dirty water into a watercourse to zero. However, we have increased the robustness and 

frequency of training for staff in relation to the control of any discharge of potentially 

dirty water in to water courses. 

Environmental improvement schemes

We are responsible for the management of several designated sites. These include 

Sites	of	Special	Scientific	Interest	(SSSIs),	European	protected	sites	(Natura	2000	-	

Special Protection Areas and Special Areas of Conservation) and Ramsar wetlands of 

international importance. We are required to achieve government set targets regarding 

the	condition	of	our	SSSIs	and	work	closely	with	Natural	England	to	ensure	our	sites	

are well managed. 

In order to comply with our obligation to improve biodiversity on all our landholdings 

under	the	Natural	Environment	and	Rural	Communities	Act	2006,	we	have	produced	

management plans and implemented conservation management programmes on our 

non-designated sites. Works carried out on these sites have dramatically enhanced 

biodiversity and many protected and notable species have subsequently been recorded 

on our sites. 

Our ‘New	Forest	Guidelines	for	Maintenance	Operations	within	Sensitive	Areas’ 

document,	which	we	prepared	in	collaboration	with	Natural	England,	details	protocols	

for carrying out works to minimise environmental damage on sensitive sites and 

sets out positive habitat enhancement work to be carried out whilst working within 

the	New	Forest.	We	have	adopted	these	guidelines	in	all	our	areas	of	working,	not	

just within protected sites, but in non-designated areas that may contain important 

biodiversity. This ensures that the operations, activities and site management we carry 

out make a positive contribution to the protection and enhancement of species and 

habitats within the entire area in which we operate. 

We work with key partners, notably Dorset Wildlife Trust, Hampshire and Isle of Wight 

Wildlife Trust and are members of the national Water for Wildlife Initiative.
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National flood and coastal erosion risk

We conducted a thorough review of flood risk to all sites during the preparation of the 

PR09 business plan. By 2015 we will have completed work to ensure our critical assets 

now have adequate flood protection. We do not have any critical assets at risk from 

coastal erosion. 

Security of supply

Our strategy for water resources has for many years focused on managing 

demand during peak periods, and thereby postponing the need for future resource 

development. Demand management remains the cornerstone of our strategy with a 

focus on the key activities of metering household properties, controlling leakage, and 

promoting water efficiency.

From the analysis of our sources and forecasts of demand we have determined that 

we have sufficient supplies to meet demand for next 25 years, provided we continue 

with our present policies. Metering is of particular importance with regard to this and 

we therefore intend to systematically meter the remaining unmetered properties within 

the next 10 years. During this time we will target communications at customers we 

believe will benefit from switching. Our policy of switching customers on occupier 

change will continue although it may be modified to reconcile with physically metering 

more systematically. 

Below we provide a brief summary of our supply/demand situation and water 

resources zone integrity.

Availability of water 

We have reviewed all evidence supporting the estimates of the yield available from our 

sources. There have been no significant changes since the previous assessment in 2009 

therefore our estimated water available for use in a dry year remains:

	•	 On	average	211	Ml/d		

	•	 Peak	week	247	Ml/d

Furthermore our area of supply has recently been designated by the Environment 

Agency (EA) as a region of ‘low’ water stress in the short term. 
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The EA’s modelling increases this designation to ‘moderate’ stress in three out of four 

future scenarios, but we are satisfied in our ability to supply our customers’ needs 

whilst remaining mindful that the environment will not be compromised. We have 

made no allowances for sustainability reductions in our headroom calculation.

Demand

We have experienced a gradual but significant reduction in demand over the past 15 

years which is a result of changes in customer attitudes and behaviour towards water 

use. This has been brought about by a combination of metering, water efficiency 

activity and a general increase in awareness among customers of the need to use all 

resources in a more sustainable manner. 

We anticipate comfortable headroom throughout the entire 25 year planning period 

and therefore do not propose to develop any new water resource options. 

It is notable that over the most recent hot dry summers in 2006 and 2013, we did not 

experience the high demands historically associated with such conditions. We believe 

that this was at least in part due to the widespread publicity about the drought in 

the South East. We therefore believe that the impacts of the ongoing publicity have 

had more than a transient effect and that customer behaviour is definitely changing. 

This is further supported by the reduction in underlying winter demand following the 

extremely dry conditions in early 2012 and the associated drought in the South East. 

The following chart shows the relationship between customer demands and meter 

penetration since 2004. 
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Increased meter penetration is correlated to reducing customer demand

Water resources zone (WRZ) integrity

Over the past two Water Resource Management Periods (WRMPs) we reduced 

the number of WRZs from four to two and have now combined the Hale and 

Bournemouth zones into one. This has been made possible by continuous 

improvement of the interconnectivity and resilience of the network. The definition of 

a WRZ is the largest possible zone where all resources including external transfers can 

be shared and hence the largest area where all customers have the same risk of failure 

from a resource shortfall. 

Delivery of Water Resources Management Plans (WRMPs)

We have sufficient supplies to meet demand for the entire planning period provided 

we continue with our present policies for managing demand. As a responsible 

company we recognise the need to continually improve on our performance and 

therefore with our customers’ acceptance we intend to improve on the way which we 

currently meter properties in order to make the process more cost efficient. This will 

serve to increase our meter penetration. The effect of this will be to further reduce 

customer demand thereby ensuring adequate supplies of water for both our customers 

and the environment both now and in the future. In addition, we will give customers 

more information about their use of water to help them save it, which they have asked 

for. 
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The demand forecasts in the Water Resources Management Plan final planning 

scenario assume that all properties that can be metered have a meter by the end of the 

25 year WRMP planning period. 

In addition to this we will continue to actively promote water efficiency through our 

innovative schools education programme. We also aim to combine the metering 

of customers with enhanced customer communications. This will have a focus on 

encouraging behaviour change and educating customers as to why they should be 

using water in an efficient manner.

Leakage (See Section 14H for more details)

Our levels of leakage have consistently remained below the sustainable economic 

level of leakage (SELL). Our SELL has been idependently recalculated. Although we 

are operating below the SELL, it would be unacceptable to allow leakage to rise. Our 

customers are concerned about leakage and have indicated a preparedness to pay a 

modest increase in their bill to reduce it and we therefore intend to reduce leakage 

by 5% to 20Ml/d by 2020. The Environment Agency has been very supportive of this 

proposal. 

Metering supplies to customers also helps to identify and fix leaks on customer supply 

pipes, so this forms part of our overall strategy to manage demand.

Water trading, cross-boundary solutions and third-party 
resources

Existing agreements  

We provide a small, informal bulk supply to Wessex Water on an intermittent, as-

needed basis. We have also recently agreed a mutual resilience arrangement with 

Wessex Water which utilises a trunk main which runs between the two supply areas.  

AMP6

As part of the strategy for balancing supply and demand, companies have been 

encouraged to consider a wide variety of options including:

	•	 Interconnections	between	their	own	water	resource	zones		

	•	 Water	trading		

	•	 Abstraction	licence	trading	within	catchments		
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	•	 Supply-demand	options	provided	by	other	companies	or	third	parties.

We have therefore been in contact with our neighbouring companies and other 

stakeholders to assess the possibilities of sharing resources and published a contact 

plan to enable third parties to put forward potential schemes for resource sharing and 

demand management. 

Resources trading 

As per the WRMP guidelines options for cross boundary trading were considered as 

potential options to maintain the supply demand balance. As we are in surplus we 

have contacted our neighbouring companies to alert them to this fact. As part of the 

Water Resources in the South East project we have put forward an option that could 

supply Southern Water with up to 20 Ml/d. We are not aware of any proposal to take 

this forward at this stage. 

Supply-demand options proposed by third parties 

As part of the pre-consultation phase of the draft Water Resources Management 

Plan process we published a contact plan for our neighbouring companies to propose 

potential schemes. 

Both Wessex Water and ourselves are forecasting a surplus in supply over the planning 

period and therefore, aside from an existing small bulk supply and a connection 

between the companies for resilience purposes, there are no schemes proposed with 

Wessex Water. Furthermore we have not had any feedback from third parties as a 

result of publishing our contact plan. 

Abstraction licence trading 

Both of our large surface water abstractions are located at the bottom end of their 

respective catchments, and any water not used for supply purposes therefore flows 

into the sea. We have a healthy supply demand balance and in theory could offer 

part of our licence to upstream abstractors. This option however would reduce the 

resilience of our system. 

We rely on the instantaneous performance of our surface water sources and have 

limited surface water storage. This means that if for any reason we could not abstract 

from once source, we have and must maintain the flexibility to abstract from the other. 

Therefore we believe that at present abstraction licence trading is not a viable option in 

our circumstances. 
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Catchment management

Taking a catchment-based approach to managing water resources is integral to 

providing a sustainable supply of water. Catchment management (CM) is a developing 

area for the company. In past years, the water quality drivers have not been sufficiently 

serious or of a high enough impact to justify significant attention to this. 

Historically there is only one parameter that might have been considered appropriate 

for a CM initiative. This was atrazine in the early 1990s where levels exceeded the 

required standard. At this time CM at water company level was unusual and was 

generally carried out by the EA. 

However, CM is now considered to be a viable and potentially lower cost, more 

sustainable alternative to the more usual treatment options. 

We therefore intend to carry out an investigation of catchment activity and potential 

pathways of raw water contamination focussing on the Woodgreen and Stour 

catchment areas. This work would be done with the intention of adopting catchment 

intervention as part of CM. This work is now supported by the EA and forms part of 

the	National	Environment	Programme.	

In overall terms, pesticides have shown a steady decrease in loading. However 

metaldehyde is one pesticide that could pose a problem. The River Stour is designated 

as a Drinking Water Protected Area (DrWPA) for metaldehyde. Metaldehyde is of 

particular concern as conventional pesticide removal technology (through the use of 

granular activated carbon (GAC) is ineffective in this case. Further field investigation 

work is needed, working in partnership with stakeholders. Athough this work will 

focus on metaldehyde we will also be able to investigate other areas of concern such 

as the high levels of phosphates which contribute to algal blooms at our Longham 

reservoirs. This study will be carried out by a consortium of stakeholders. 
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Adapting to climate change 

Climate change represents one of the greatest uncertainties facing the water industry 

today. The water industry will be directly affected by climate change as a result of 

the impacts it has on weather patterns. Changes in rainfall and temperature may 

have widespread impacts on our ability to supply water it also impacts on customer 

demands. This section describes the approach taken to assessing our vulnerability to 

the impacts of climate change.

In general terms the climate change predictions as set out in The UK Climate 

Projections predict that:

	•	 The	UK	will	continue	to	get	warmer		

	•	 Summers	will	continue	to	get	hotter	and	drier	for	much	of	the	UK		

	•	 Winters	will	continue	to	get	milder	and	wetter		

	•	 Some	weather	extremes	will	become	more	common,	others	less	common	

	•	 Sea	levels	will	continue	to	rise

Surface water sources

We have completed an analysis for both of our surface water sources comparing the 

long term flow sequences for both sources with predicted future flow scenarios. 

Our surface water sources have a large base flow component and therefore have a 

more stable flow regime that is not subject to large fluctuations compared with those 

experienced in fully surface runoff fed rivers. This means that flows are maintained for 

longer during extended dry periods experienced in the summer. The predicted future 

conditions indicate that we are to expect drier summers, however, the higher predicted 

winter rainfall means that we should have greater winter recharge than in the past 

thereby mitigating the impacts of reduced summer rainfall. 

By comparing historic worst case scenarios with predicted future scenarios we have 

determined that surface water sources are robust and yields remain constrained by 

licence quantity not by water availability, even under severe drought conditions.
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Groundwater sources

Historic records for groundwater levels have been compared with predicted future 

scenarios. These show that in future, deployable output for all groundwater sources 

are also constrained by the licence or pump capacity, not by resource availability. 

Over and above the analysis conducted using future scenarios we have also recently 

completed test pumping and geophysical analysis on our Woodgreen and Stanbridge 

sources to confirm our assumptions on the groundwater yields. 

The results of this work confirmed that:

	•	 	yields	are	only	constrained	by	pump	hydraulics	and	licence	quantity,	even	

under drought conditions  

	•	 	water	levels	will	not	drop	significantly	even	after	prolonged	pumping	at	

maximum rate 

Key climate change risks

A key risk to the company is that of demand exceeding our Water Available for Use 

(WAFU). Demands have a strong correlation to weather conditions particularly to 

sunshine hours and rainfall. This is particularly important when taking into account 

the impacts of climate change as the headline impacts for our region show that the 

amount of summer rainfall is to decrease. This indicates that we would have less cloud 

cover and therefore potentially higher temperatures and daily sunshine hours. This 

could have an impact on demands in the future.

On average our demands are reducing year on year. We are also seeing lower peak 

demands which we believe are as a result of a shift in customer behaviour due to 

increased meter penetration, awareness of water efficiency and improved technology. 

Our modelling does not indicate that changes in demand patterns as a result of 

climate change will put our supply demand balance at risk within the planning period.
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Adaptive capacity

In 2011 we published our Climate Change Adaptation plan. This provided an 

assessment of risks posed by climate change to all areas of operation across the 

company up to the 2080s. The conclusion of this report was that, based on current 

scenarios, the company is well placed to deal with the impacts of climate change. 

This does not mean that we will be complacent with regards to ensuring adaptive 

capacity. Climate change remains a strategic risk and as such is taken into account in 

all strategic planning. 

Building principles of sustainability and adaptability into the operation of our business 

ensures that we can achieve our goals of maintaining a good sustainable service. As 

we have a corporate approach to risk identification and monitoring, the review of the 

climate change related risks is part of the mechanisms and processes we have in place 

to review risks in the corporate structure. 

By continuously reviewing the risks and assumptions around climate change we 

intend to identify risks before they become a problem. We view climate change risk in 

the same light as all risks facing the company. As a result of all strategic risks having 

regular reviews we can determine if a risk will reach a level where it is unacceptable to 

the company and initiate an intervention in a timely manner. 

All our sources are limited by licence and from the assessment of future flows it is 

evident that we will not experience any reduction in deployable output as a result 

of climate change for at least the next 25 years. We therefore do not propose any 

schemes to mitigate the potential impacts of climate change on our supply demand 

balance.
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Summary

Our water resources management strategy remains focussed on demand management. 

We believe that an innovative approach to increasing meter penetration will not only 

ensure sustainable supplies in the long term but it will allow our customers to be 

charged for water in the fairest way. 

We have been advised by the EA that it has no concerns about any of our abstractions 

and that no flow alleviation schemes affecting the company are included in its latest 

National	Environment	Programme.	We	addressed	some	concerns	about	the	impact	of	

abstractions during the AMP3 and AMP4 periods. We believe that in future we will 

continue to be able to abstract our current licence volumes for the following reasons: 

	•	 	Our	surface	water	sources	are	located	close	to	the	tidal	limits	of	their	

respective catchments.  

	•	 Our	area	of	supply	is	considered	to	be	an	area	of	low	water	stress.		

	•	 We	forecast	customer	demand	to	reduce	over	the	next	25	years.

Our sources are robust and constrained by licence volume not resource availability 

under both current and predicted future scenarios. Our customer demands have been 

reducing year on year and are forecast to continue decreasing over the next 25 years. 

The result of this is that we are forecast to have a positive supply demand balance for 

at least the next 25 years. We remain focused on ensuring that we build in adaptive 

capacity across all areas of the business, as although we are currently at low risk to the 

impacts resulting from climate change, this may not be the case in the future. We will 

therefore continue to review our assumptions and forecasts on a regular basis. 
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Section 13B – Water production 

•	 80%	of	our	raw	water	comes	from	two	surface	water	sources	with	the	rest		 	
 from boreholes. 

•	 Slow	sand	filtration	is	the	prevalent	treatment	technology.	

•	 The	resilience	of	our	system	has	been	improved	significantly	over	the	last	10			
 years. 

Key improvements have included:

•	 	Connecting	all	of	our	borehole	sources	to	one	of	our	large	surface	water	fed	
zones to mitigate against groundwater source failure  

•	 	The	construction	of	bankside	raw	water	storage	at	Longham	to	mitigate	against	
river pollution and give more operational flexibility  

•	 	Inter-connectors	to	reduce	the	scale	of	outage	in	the	event	of	burst	trunk	
mains  

•	 Systematic	improvements	to	security	of	installations		

•	 Flood	risk	assessment	and	management	to	protect	key	installations

A recent arrangement agreed with Wessex Water will improve resilience at a cost 
to both companies very much less than if we worked independently.

Sources 

We have five main sources of water. 80% of our raw water comes from two surface 

water sources, the rivers Avon and Stour. The balance comes from underground 

sources: Stanbridge, a pristine chalk borehole source on the outskirts of Wimborne; 

Woodgreen,	on	the	edge	of	the	New	Forest;	and	Ampress,	a	small	source	near	

Lymington. We have a borehole source in Wimborne which has been out of use for 

some time but has been recently refurbished and is ready for use. 

Process 

The surface water sources have similar treatment processes – rapid gravity filtration 

followed by slow sand filtration (with a granular activated carbon ‘sandwich’ for 

pesticide and general organics control), followed by chlorine based disinfection. The 

Alderney site can be fed by either the Stour or the Avon or a combination of both. 

Alderney has the benefit of around 15 days of bankside storage at Longham which 

provides an emergency supply in the event of river pollution. The Knapp Mill site 

abstracts directly from the Avon. We are currently in the process of upgrading the 

disinfection at Alderney using ultraviolet (UV) irradiation and improved chlorination. 
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Work should be completed early in 2014. We plan to add UV to the Knapp Mill site 

next year. Stanbridge produces very high quality chalk borehole water needing only 

marginal chlorination. Woodgreen is also a good source but subject to occasional 

surface water ingress – treatment is through mechanical filtration, UV irradiation and 

chlorine disinfection. Ampress is a good quality borehole source requiring filtration and 

chlorination. 

Slow sand filtration is one of the oldest forms of water treatment and is widely 

considered to be one of the best. Slow sand filters do not use chemicals or power and 

are recognised by the World Health Organisation as being superior technology for the 

treatment of surface water sources. Slow sand filters treat the water in a natural way 

through a combination of physical and biological processes and also act as a physical 

barrier to certain microorganisms. Our slow sand filters contain a layer of granular 

activated carbon which is used for adsorption8 of organic material. The biological 

process takes place at the filter surface through the growth of a biological layer called 

a schmutzdecke. The schmutzdecke is the layer that provides the effective purification, 

the underlying sand providing the support medium for this biological treatment layer. 

As water passes through the schmutzdecke, particles of foreign matter are trapped in 

the mucilaginous matrix and dissolved organic material is adsorbed and metabolised by 

the bacteria, fungi and protozoa. 

The water produced from a well-managed slow sand filter can be of exceptionally 

good quality with up to 99% bacterial reduction. Any remaining bacteria are killed 

by the disinfection process which follows the slow sand filters. The schmutzdecke 

continues to grow throughout the life of the filter. Typically filters have to be taken 

out of operation for cleaning once every 12-16 weeks and redundancy is built into 

the treatment plant to allow this to happen. During the cleaning process, the sand at 

the surface is physically removed and replaced with clean sand. Dirty sand is sent to 

a sandwasher on site for washing and reuse. Filters must undergo a ‘ripening’ period 

before being put back into service to enable the schmutzdecke to establish itself 

once again. We have outsourced the cleaning of slow sand filter beds at both surface 

water sites to a specialist contractor. Sand in the filters is replaced every 10 years. The 

granular activated carbon layer is removed every five years and regenerated off-site by 

a specialist contractor. 

8
 Where a gas or vapour condenses and forms a thin film on a surface
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Resilience 

The historic development of our water supply infrastructure means that each of the 

main sources has a specific area of supply, which under normal circumstances, would 

be operated to supply the local area. This is because water is expensive to move 

around any network and locally sourced water is cheaper than water pumped from 

some distance. Having said that, there is now considerable resilience inbuilt into our 

system. 

The Stanbridge zone can be fed from the south via Alderney, and similarly, the Knapp 

Mill site can supply northwards to Woodgreen. This operational flexibility is important 

in helping to deal with short-term source outages or mains failures within the network. 

More recently we signed an important mutual resilience agreement with Wessex 

Water. The basis of this agreement is for each company to be able to provide 

emergency support to the other. This arrangement is facilitated through the use of 

a 700mm diameter trunk main belonging to Wessex Water which runs from the 

mothballed Blashford source in the middle of our area of supply to the Corfe Mullen 

service reservoir in Wessex Water’s supply area. This main was laid originally to transfer 

water from the Blashford source to Wessex Water. Under the terms of the agreement, 

it will now be used for mutual resilience and can also be used by us as a means of 

transferring water from east to west and vice versa within our supply area. The cost 

of achieving this important step improvement in resilience is relatively minimal in 

comparison to the benefit derived. 

The following diagram shows the overall supply system and the evolution of key inter-

connection improvements to the trunk mains network as described above, which have 

improved resilience.  



The appointed  
business plan  

Section 13B – 
Wholesale: Water 

production

page 193 of 355

Improved resilience through strong interconnectivity

Service reservoirs and pumping stations

We have just over 150 megalitres of treated water storage within the distribution 

network which can provide more than 24 hours of supply under most circumstances. 

Peak demands are falling and the amount of storage, in conjunction with the reliability 

and redundancy engineered progressively into the network over the last 15 years, 

is considered adequate for at least the medium term. This storage volume is split 

between 27 service reservoirs and water towers. In addition, there are a number of 

booster pumping stations across the area with 15 of the critical locations provided 

with standby power generators. We have sufficient fuel storage to run generators for 

around 12 days in the event of a major power outage or fuel strike.

 

Stanbridge
12.5 ML/d

Woodgreen
17 ML/d

Ampress
2.7 Ml/dKnapp MIll

113 ML/d
Alderney
95 Ml/d

Wimborne
4 ML/d Added 2010Added 2003

Added 2013 as a 
result of cooperation 
with Wessex Water
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Section 13C – Water distribution 

•	 Our	interruptions	performance	has	historically	been	amongst	the	best	in	the			
 industry and we will continue to improve this.  

•	 We	are	convinced	there	is	great	potential	in	the	concept	of	‘network	calming’		
 to reduce leakage, maintenance costs and supply interruptions. We are   
 planning a further 150 pressure reducing valve installations during AMP6 to   
 achieve a much calmer network. 

•	 We	plan	to	deploy	single-man	repair	teams	called	Field	Technicians	in	order	to		
 reduce maintenance cost and deliver improved customer service through ‘first  
 visit resolution’ of a range of network problems. 

•	 Mobile	works	management	technology	is	used	to	manage	the	maintenance		 	
 and repair of the network with information collected feeding into the asset   
 management process. 

•	 Higher	risk	assets	such	as	trunk	mains	and	pressure	reducing	valves	are		 	
 routinely checked and maintained. 

•	 Systematic	flushing	is	carried	out	to	maintain	water	quality.	We	are	part	way			
 through a programme of installing purpose designed flushing points to   
 facilitate this. 

Distribution Operations and Maintenance Strategy 

Our Distribution Operations and Maintenance Strategy (DOMS) gives a high-level 

overview of how the management, operation and maintenance of the distribution 

system is undertaken to safeguard the quality and consistency of the water we 

provide. Our definition of DOMS is as follows: ‘A strategy for the operation and 

maintenance of the water distribution system to achieve consistent or improving water 

quality to customers in the most cost-effective manner by making use of:

	•	 	Forward-looking	risk-based	analysis	leading	to	proactive	maintenance	(both	

operational and capital) and inspection of assets  

	•	 	Monitoring	of	water	quality	by	company	and	customers,	leading	to	

timely and effective responses to current or impending water quality 

problems  

	•	 	Control	and	operation	of	the	network	to	manage	identified	risks	to	water	

quality.’

Our DOMS identifies the operational and capital maintenance policies and 

interventions required to provide consistent or improving water quality to customers 
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in the most cost-effective manner, and provides evidence-based justification for these 

requirements to company management and Ofwat. 

The scope of our DOMS includes:

	 •	 	All	assets	downstream	of	the	water	treatment	works	(termed	‘the	distribution	

system’)  

	 •	 	All	aspects	of	water	quality	that	may	be	affected	by	the	state	or	operation	of	

these assets, and which are covered by Water Quality Regulations or are of 

concern to customers  

	 •	 All	actions	taken	on	these	assets	that	may	affect	water	quality

All defects within the distribution system are reported and actioned using our work 

management system which provides a unique job number for follow-up work and/or 

investigation. The progress of the work is monitored on a regular basis to ensure the 

work is prioritised and any backlog minimised. We also use the work management 

system to manage the process of notification to the relevant highways authority. 

In order to manage the network, it is broken down into manageable areas, the lowest 

level of which being District Metered Areas (DMAs). 

The network is managed on a day-to-day basis at DMA level. A DMA contains an 

average of approximately 1,000 connections and is normally supplied through a 

single meter. The area is isolated from surrounding DMAs by clearly identifiable shut 

or zone-valves. We have 190 DMAs in total and have an ongoing DMA improvement 

programme to facilitate quicker leak detection. 

Pressure and flow information from the DMA is recorded every 15 minutes and 

communicated to the operational centre by SMS or fixed telephone line for analysis. 

An alarm package also highlights out-of-limit flows to leakage staff. 

Mobile working has been in use for operational staff for many years. All jobs and 

associated information are sent electronically to staff in the field. A copy of the 

Geographical Information System (GIS) is also available on each field laptop and can be 

interrogated to provide asset and customer information. 

By using feedback from customers, internal assessment of the network, internal 

procedures, and the trigger points described above, we are able to respond to water 

quality issues in a focused and timely manner. 
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Flushing 

Flushing is needed to clear the network of deposits which occasionally arise due to the 

age of the system or from treatment plant residue. The current flushing programme 

is carried out on an ongoing rolling basis. The process is DMA-based to provide a 

systematic approach which ensures that all lengths of mains are included in the 

programme. 

Our programme is included in the terms of a Statutory Undertaking. Each year of the 

current AMP period (2010 to 2015), 25% of the total number of DMAs will be flushed 

as part of this risk-based programme. 

Based on our 190 DMAs, the average number flushed each year will be 48. This 

programme may be influenced by exceptional and prolonged weather conditions 

outside our control, such as dry summers where there is water scarcity and winters 

where there is significant ice formation. In such cases, we will make every effort to 

recover any slippage in the programme. 

Although the overall programme is based on a frequency of once every four years, 

DMAs identified as high-risk are flushed more frequently depending on the severity of 

the risk. 

Flushing points 

To assist with the flushing of the network, a programme of installing ‘OXOs’ or 

flushing points has been agreed with the Drinking Water Inspectorate (DWI). An OXO 

is a valve and flushing point assembly that facilitates low-cost installation of flushing 

points. A total of 1,380 OXOs will be installed over the current and forthcoming AMP 

periods. The OXO points facilitate the flushing of mains at each DMA shut/zonal valve. 

Trunk mains checks 

The term trunk main is taken to include all bulk transmission mains from the outlet of 

treatment works and therefore includes pumping mains, local pipework around service 

reservoirs, bulk gravity mains and principal mains not included in DMAs. 

The	completion	of	periodic	trunk	mains	checks	is	a	vital	activity	within	Network	

Operations. The monitoring programme is required to ensure our trunk mains are 

assessed on a regular basis and general maintenance/operational/access issues are 

identified. The programme aims to survey each main every 1-4 years depending on 

priority/risk/ strategic importance of pipe. 
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The trunk mains network is managed using procedures to ensure that:

	•	 	Critical	assets	such	as	sluice	valves,	air	valves	and	washouts	are	regularly	

inspected and maintained.  

	•	 	Changes	in	zoning	(possibly	involving	flow	increases,	flow	reversals	or	the	

release of water from dead legs) are managed in accordance with procedures 

to minimise the risk of unacceptable water quality.  

	•	 	Opportunities	for	improving	the	resilience	of	the	trunk	mains	system	in	the	

medium term (for example by adding cross-connections or removing dead 

legs) are duly considered for inclusion in our investment plans.  

	•	 	Key	mains	can	be	isolated	and	repaired	within	appropriate	timescales	to	

minimise the risk of disrupting the supply.  

	•	 Appropriate	stocks	of	emergency	repair	equipment	are	held.		

	•	 	Through	hydraulic	modelling,	growth	in	demand	can	normally	be	adequately	

accommodated, including, where necessary, reinforcement of the trunk 

mains system.

Information technology 

IT systems play a critical part in the efficient management of the network. All field-

based staff have access to ruggedized laptop computers and mobile phones. The main 

systems in use are as follows: 

	•	 	GIS	–	provides	spatial	information	on	the	location	of	our	apparatus	and	of	

other utility services  

	•	 	Works	management	system	–	manages	the	maintenance	work	on	the	

network, with each item of work having a specific job number which enables 

progress to be tracked, reinstatement information to be recorded and local 

authorities notified   

	•	 	Customer	billing	system	–	containing	customer	information	such	as	meter	

location details and recent meter reads  

	•	 Email,	SMS	and	voice	communication	systems	–	via	mobile	phone

All vehicles are fitted with tracking systems and fuel usage is carefully managed. 
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Interruptions to supply 

Our performance in terms of interrupting the water supply to our customers is very 

good and one of the best in the industry. This has been achieved by using engineering 

techniques which reduce the need to turn off the water for planned operations. These 

include under-pressure connections and line-stopping options. We are constantly 

trialling new technologies to improve our capability in this area. During 2012/13, only 

1% of customers experienced a loss of supply that exceeded three hours. 

For many years, we have undertaken a small improvement programme to reduce the 

risk of outage and improve operability of the distribution network through measures 

such as the installation of additional local isolation valves and the removal of dead 

legs. 

Other initiatives such as stores facilities at remote sites, early deployment of repair 

crews and use of tankers and mobile booster sets have combined to minimise the 

supply disruption to our customers. 

Future improvements will be achieved through the installation of ‘injection points’ 

at DMA inlets to allow tankers to connect to the network and provide an alternative 

means of supply; extending the use of line-stopping options to minimise the numbers 

of properties affected; and further increasing the availability of repair teams during 

periods of extreme weather conditions. 

Valve operations 

Only trained, authorised technicians are permitted to operate valves on the distribution 

network. This is to ensure that due consideration is given to the possible risks and 

effects of any proposed valve operation and that all relevant personnel and customers 

are warned in advance whenever practicable. This approach ensures that we safeguard 

the quality and consistency of supply and that we comply with the guaranteed service 

standard requirements as set out in our Customer and Business Customer Charters on 

matters of:

	•	 Warning	for	pre-planned	interruptions	to	supply		

	•	 Dealing	with	cases	where	the	warning	time	is	exceeded		

	•	 	Emergency	interruptions	exceeding	12	hours	or	24	hours	in	the	case	of	a	

strategic main

All planned work which will interrupt the supply to any business customer is preceded 

by contacting each customer individually because we know how important the water 

supply can be to their operations. 
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Network	technicians	are	required	to	complete	a	risk	assessment	and	method	statement	

(RAMS) prior to any planned or reactive valve operation. Areas of consideration include 

number and type of properties affected, duration of interruption, and possible impact 

on water quality from discolouration due to flow reversal or increased velocities. 

Technicians also carefully manage the process of re-commissioning a pipeline, 

taking into consideration the recharging requirements to avoid pressure surges and 

discolouration. All operatives use turbidity meters to ensure post event flushing has 

been effective. 

For any valve operations either planned or unplanned affecting the operation of 

mains 200mm (8-inch) and above in diameter, or where it is likely that more than 

300 properties will or may be affected, an escalated RAMS must be completed by the 

Network	Operations	Field	Manager	or	the	Senior	Duty	Manager	if	out	of	hours.		

Pressure management 

Over a number of years we have steadily increased the number of pressure managed 

areas by the installation of pressure reducing valves (PRVs). These valves are: fixed 

outlet, two-point control, or full flow modulation depending on area specific factors. 

Pressure management has also, to a lesser extent, been achieved through variable 

speed pump control. The objective of pressure management is to remove unwanted 

high pressure from the network over and above that needed to deliver a good water 

service to customers. 

Pressure management has become a widely used tool for the reduction of water loss 

through reduced leakage flows and reduced incidence of burst pipes, with a resultant 

benefit in lower energy use. 

Further to the installation of pressure management, the overall number of repairs 

due to reported and detected leaks can be expected to fall. Repairs of detected leaks 

fall more than those of reported leaks. The long-term reductions would appear to 

be in the order of 50% for repairs due to detected leaks and 20% for repairs due to 

reported leaks. 

Recent studies have demonstrated leakage levels fall following the introduction of 

pressure management. The reduction over the longer term is less than the immediate 

impact but may be typically around 30%. 

There appears to be a tendency for natural rate of rise to fall after the introduction of 

pressure management, in some cases by up to 50%. 
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Evidence suggests that there can be a reduction in customer complaints following 

the introduction of pressure management, typically up to 10%. This is due to the 

introduction of a smoother and more consistent pressure regime leading to a more 

constant water supply. 

We have recently embarked on a project which will result in a further 150 new 

pressure managed areas. The smaller zones will bring the benefits already achieved 

from the existing larger pressure managed areas.  

Pressure reducing valve maintenance 

As with any mechanical device, regular maintenance is required to ensure continued, 

reliable operation and maximum asset life. There are three levels of routine attention 

currently given to PRVs. These are summarised below for the conventional types of 

PRV. In some cases the external examination and minor service are combined into a 

single activity: 

Non-intrusive test and examination 

This entails a general clean up and external inspection of the valve and its components 

for damage, wear and obvious leaks, but without replacing any parts. Up and 

downstream pressures are checked. The chamber is also checked and any structural 

defects or contamination, e.g. from petrol/diesel or sewage reported for rectification. 

Minor service 

A minor service is one that can be carried out by isolating the control loop – effectively 

fixing the position of the main valve element and still allowing flow through the valve 

with no interruption to supply. Bearing this in mind, a minor service is carried out, if 

possible, at periods when demand is expected to be stable. An examination as above is 

carried out, but the control loop and pilot valve are also dismantled, checked, cleaned 

and any worn parts replaced. 

Major service 

In addition to the above, a major service includes isolation and disassembly of the main 

valve. For this, the PRV needs to be by-passed to avoid any interruption to service. 
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Record keeping 

Good maintenance records are kept showing what maintenance has been carried 

out and which parts replaced. Such data can be useful in setting future maintenance 

regimes or checking the sizing of the PRV and diagnosing problems. 

Frequency 

Maintenance is always a mix of preventative, scheduled maintenance and 

reactive maintenance, responding to failures. In terms of scheduled maintenance, 

manufacturers recommend certain schedules appropriate to their individual products. 

Generally, however, the following intervals are used:

	•	 External	examination	–	every	year		

	•	 Minor	service	–	every	1	to	2	years		

	•	 Major	service	–	every	5	years

The future 

Future network operations will centre on our DOMS and the continual improvement 

of customer service delivery. The operation of the network will be performed with a 

mind-set of minimal disruption to supply which will provide our customers with a high 

quality and consistent service. Innovation and improved ways of working will further 

remove the need for planned interruptions to supply and reduce the duration and 

frequency of unplanned events. 

We are trialling a new approach to achieve a higher ‘first visit resolution’ for minor 

maintenance issues and customer-side leaks. This will improve efficiency by reducing 

visits to customers and improve our customers’ experience. The key to this approach 

is the deployment of field technicians, in effect, single-man operating units able to 

deal with customers on the doorstep and deal with repairs while they are there. This 

compares with the conventional approach of an initial visit from a network technician 

and a follow-up visit from a two-man crew to execute the maintenance work. 



The appointed  
business plan  

Section 13C – 
Wholesale: Water 

distribution

page 202 of 355

We have traditionally outsourced our network repair and maintenance (R&M) work 

to experienced contractors. In addition to R&M work, the contract typically includes 

mains renewals, network extensions, new service connections and metering. In 

preparation for the AMP6 period, we are currently tendering a new period works 

contract. This will be a seven year agreement and is designed to improve the alignment 

of the contractor’s objectives with our own. A number of other innovations are 

included such as the wider use of trenchless technology for network replacement and 

a target cost arrangement with pain and gain share. We believe that the innovations 

introduced under this contract will help us drive costs down while at the same time 

driving service levels up. 
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Section 13D – Maintaining the supply    
    demand balance 

We have met our water efficiency target throughout AMP5. 

•	 	97%	of	our	customers	tell	us	that	one	of	our	key	future	priorities	should	be	
encouraging people to use less water.  

•	 	84%	told	us	they	want	more	help	from	us	to	know	how	to	use	and	waste	
less.  

•	 Over	70%	believe	everyone	should	be	metered.		

•	 	We	will	continue	to	proactively	install	meters	through	a	new	policy	of	zonal	
metering and plan to complete all domestic metering within 10 years from its 
current level of just below 65%.  

•	 	Water-saving	devices	are	a	means	to	an	end.	Change	in	behaviour	is	key	to	
sustainable usage reduction.  

•	 	Education	and	communication	is	central	to	our	water	efficiency	strategy	for	
AMP6.  

•	 	We	will	measure	our	success	in	encouraging	efficient	use	by	the	impact	on	
household per-capita consumption.  

•	 	We	will	not	be	significantly	impacted	by	climate	change	in	the	current	planning	
period and have not included any expenditure in this area. 

Metering  

Our domestic metering penetration is nowadays approaching 65% of properties as a 

result of a proactive metering programme in the following areas: 

	•	 Metering	of	all	new	connections		

	•	 	A	meter	options	scheme	offering	free	meters	to	customers	who	apply	–	with	

regular direct marketing programmes to target customers who we feel would 

benefit financially from having a meter  

	•	 	Change	of	hands	metering	where	we	install	a	meter	when	a	property	

changes ownership

The significant expansion of metering has resulted, at least partially, in a declining 

overall demand, both average and peak, and forms the cornerstone of our demand 

management strategy. We plan to continue this strategy and aim to complete all 

domestic metering (excluding impractical or high-cost installations) in the 10-year 

period from 2015. We plan to do this through a policy of zonal metering where the 
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cost of the meter installation will be lower due to improved contractor productivity. 

Customers will not be forced to accept the meter but once again, we will target areas 

where we believe customers will be better off by switching. For those who decide not 

to switch, we will offer dual billing as a way of making the customer more aware of 

their water usage. Customers may or may not decide to switch once they have this 

information. In the cases of those who don’t, we will switch the account when the 

property changes hands. 

Promoting the efficient use of water 

During the AMP 6 period, we expect water efficiency activities will be regulated in line 

with Ofwat’s risk-based approach, with companies taking more ownership of the way 

they manage reducing demand for water. 

Per capita consumption (PCC) makes the bridge between companies’ water-efficiency 

activities and water resources management plans and therefore for us, it will play 

a prominent role in measuring our effectiveness in encouraging demand reduction 

during the period. In recent years we have seen a consistent downward trend in PCC 

which we attribute to our demand management activities including water efficiency 

and metering, and in part to consumer reaction to recent droughts and low rainfall 

periods. This ongoing trend is indicative of the success of our strategy, and of customer 

willingness to reduce usage; which they told us during our research that they would 

like more help with. We have therefore created a measure of success within our 

‘reliable water supply’ outcome to monitor and ensure that the downward trend 

continues.  

The activities we describe below are designed to complement our metering and 

leakage reduction strategies. 
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The way forward 

During research customers told us that they want to know more about water efficiency 

and for us to help them to reduce their use. 

Following the consistent theme that we need to do more to communicate with 

customers, when asked how good we were at encouraging them to reduce the 

amount of water used or wasted only 56% thought we were good at doing so. 

The following slide illustrates customers’ responses when asked how important it is for 

us to encourage people to use less.

Reducing water is important to customers 

Nuance	  Research	  Ltd.	  	  context•	  meaning•	  understanding•	  solu6ons	  	  	  	   23/58	  

How	  important	  over	  the	  next	  few	  years	  is	  
it	  for	  SBW	  to...	  

74%	  

75%	  

24%	  

22%	  

3%	  

2%	  

Non-‐Households	  

Households	  

Very	  important	   Moderately	  	   Not	  important	  

Base:	  All	  

Encourage	  people	  to	  
reduce	  the	  amount	  of	  
water	  they	  use	  
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Encouraging people to use less water is customers’ third priority 

We recognise that it is important for us to implement a water efficiency strategy that 

is suited to what customers want. This is closely linked to our revised communications 

strategy as whilst we will continue to offer water saving devices, feedback from 

customers is that they wish to be informed and guided as to how to use less water. 

During 2015-2020 we will operate a water efficiency strategy that will be more holistic 

than the previous input-based approach which focussed entirely on assumptions 

about the impact of activities such as issuing water saving devices or education. Our 

approach will be less quantifiable in specific details but the component parts are 

designed to contribute to a downward trend in the measurable PCC figure to reach 

the Government’s aspirational 130 litres per head per day by 2030. 

The overriding theme of our strategy will be education and communication. 

We will continue to educate children through our Waterwise programme in schools. 

We will improve our communications strategy to assist adults to appreciate the 

benefits of water efficiency and actively work to reduce their use. These two aspects 

will form the core of our water efficiency strategy. 

Nuance	  Research	  Ltd.	  	  context•	  meaning•	  understanding•	  solu6ons	  	  	  	   25/58	  

Summary	  of	  priori1es	  (with	  average	  
importance	  score	  out	  of	  10)...	  

Households	  
•  1:	  Ensure	  enough	  water	   	  

	   	   	  (9.6)	  
•  2:	  Reduce	  leaks	   	  (9.4)	  
	  
•  =3:	  Encourage	  people	  to	  use	  less,	  

avoid	  interrup1ons	  to	  supply 	  
	  	  (8.4)	  

	  
•  5:	  Water	  meters	  for	  all	  (7.0)	  

Non-‐Households	  
•  1:	  Ensure	  enough	  water	   	  

	   	   	  (9.5)	  
•  2:	  Reduce	  leaks 	  	  (9.2)	  
	  
•  3:	  Encourage	  people	  to	  use	  less 	  

	   	  	  (8.4)	  

•  =4:	  Water	  meters	  for	  all	  (7.7)	  and	  
avoid	  interrup1ons	  to	  supply	  (7.6)	  
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In practice we will not be doing things significantly differently to what we have been 

doing in the latter part of AMP5. We will continue to offer all customers free water 

saving packs. However due to the fact that there is a decreasing consumer appetite 

for these devices these activities will become less important than activities aimed at 

changing behaviours. 

Specific activities 

Education 

Our current Waterwise work with local primary schools continues to achieve its 

principal objective of delivering a message of water efficiency to our future customers 

whilst they are still in their formative years. This is measured by requesting that each 

school receiving the presentation completes a feedback questionnaire. This feedback is 

used to continually improve the programme. 

We will continue with this programme during the AMP6 period, and in monitoring it 

will assess whether it remains effective or requires amendment to ensure it continues 

to deliver its principal objective. 

We have expanded the programme by reaching out to key stage 3 children (aged up 

to 13 years old). We will also monitor our relationships with all schools and work to 

raise the profile of the company within all schools. This form of communication has 

the potential to reach a much wider audience as children act as a conduit of the water 

efficiency message into their families. 

Commercial customers 

As an integrated business our wholesale and retail business units will liaise to work 

to support our commercial customers, and larger users in particular, to become more 

water efficient. 

We are currently working with WRAP, a DEFRA sponsored not for profit organisation, 

to provide non-household customers with a means of quantifying their usage followed 

up by guidance aimed at reducing their water consumption. 

We are targeting customers who use water as a part of their business, with some 

success to date. We are hosting seminars and workshops with business customers 

offering water efficiency advice and other services such as online e-metering which 

enables them to monitor their use. 
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We will also look to work with garden centres to extend water efficiency messages to 

those consumers whose garden water consumption can be reduced by using garden 

water saving devices. 

Publicity 

We have historically used a variety of different advertising approaches to encourage 

consumers to use water more efficiently. However in future water efficiency messaging 

will become an integral part of our revised communication strategy. 

Proactive customer engagement 

We will look to build relationships and partnerships with consumer groups who can 

then cascade water efficiency messages downwards to those they represent. By 

focussing activities on groups we can potentially reach a much larger audience. 

We envisage these as being organisations such as local environmental groups, charities 

such as Age Concern, medical centres, local housing associations and Citizens Advice 

Bureau for household customers. And for non-household customers, Bournemouth 

Accommodation and Hotels Association (BAHA), Federation of Small Businesses (FSB), 

the	Chamber	of	Commerce	and	the	National	Farmers’	Union.	

Water-saving products 

One of the most effective water saving devices we offer is the garden water butt. It is a 

very good means of helping customers to build a link between their activities and how 

they impact water use. 

We will continue to direct customers to our third party supplier to purchase these with 

the offer of free delivery. 

We will also continue to offer all consumers a free pack of household water-saving 

devices which will be distributed via a third party supplier. 

Employee engagement 

The promotion of water efficiency needs to be embedded within our ethos. We will 

engage with all staff and encourage them to promote water efficiency through their 

own department channels.  
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Summary 

We will continue to proactively install meters through a new policy of zonal metering 

and plan to complete all domestic metering within 10 years from its current level 

of just below 65%. We plan to raise the profile of water efficiency in such a way 

that it becomes an integral part of consumers’ daily activities. We intend to do this 

not with hard hitting messages but rather as an integral component of our holistic 

communications strategy. Our communications will extend inside the company so that 

all employees will be mindful of water efficiency at all times, both with regard to our 

own activities as a water supplier and with our communications with customers. 
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Section 13E – Supply resilience 

•	 	We	have	strong	risk	management	processes	in	place	which	we	consider	to	be	

adaptable and effective.  

•	 	We	are	amongst	the	best	in	the	industry	in	protecting	our	IT	systems	against	

the risk of cybercrime.  

•	 	We	have	redundancy	and	reliability	built	into	our	infrastructure	to	maintain	a	

high quality reliable service at all times.  

•	 	Our	water	resources	position	is	strong	and	we	do	not	think	we	will	see	any	

significant impact of climate change on any of our sources for 25 years.   

•	 	We	have	not	identified	any	new	risks	beyond	2015	which	justify	significant	

additional investment and hence cost to customers in the medium term.

Introduction 

We regularly review guidance from many sources so as to be in an informed position in 

respect of planning for and implementing measures for ensuring an appropriate level 

of resilience of the service. 

In this section, we consider this in the form of the four ‘pillars’ of resilience as 

described in the Cabinet Office guidance paper entitled ‘Keeping the Country 

Running’:

 1. Resistance  

 2. Reliability  

 3. Redundancy  

 4. Response and Recovery

We consider resilience with a combination of a ‘standards’ approach and one of 

assessing ‘costs and benefits’. We also take an holistic view of the potential causes of 

failure because there are many possible causes and we consider that it is not necessary 

to focus too much on the likelihood or severity of single causes. We are usually most 

concerned about worst case scenarios. Our approach inevitably involves a degree of 

judgment, for example about what it an acceptable frequency or scale of any failure. 

In addition, it is not always easy to obtain robust information in respect of economic 

benefits of investment to reduce the risk of failure, partly because the likelihood of 
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failure of certain assets or systems is not well understood in an industry where major 

failures are very infrequent. We are comfortable with making these judgements but 

have sought information about customers’ willingness to pay for benefits such as 

reducing the risk from failure of critical trunk mains. 

Taking each of the above pillars in turn, a high level summary of how we have and will 

continue to address these is as follows. 

Resistance

Physical security

We	have	followed	guidance	issued	by	the	Centre	for	Protection	of	National	

Infrastructure	(CPNI)	and	DEFRA	in	respect	of	the	protection	of	water	assets	and	in	

particular	Critical	National	Infrastructure	sites	owned	by	the	company.	We	believe	that	

all of the guidance received has been implemented and that therefore there is little to 

do in the medium term apart from ongoing maintenance of the facilities during the 

AMP6 period. We commission an external audit of our compliance with the guidance 

by	a	consultant	approved	by	CPNI	on	an	annual	basis.	

The industry (Water UK) has prepared a guide to operational security for sites not 

subject	to	specific	guidance	from	CPNI/DEFRA	and	we	believe	we	have	substantially	

implemented the recommendations made in respect of physical security in areas such 

as perimeter fencing, standards of access points and locking etc. 

We formally review requirements of the Security and Emergency Direction (SEMD) at 

least annually to ensure that any necessary actions are taken. We will complete the 

requirements placed on us at PR09 during the AMP5 period. As with other water 

companies, progress has been reported to Defra every 6 months.

Cyber security

There has been concern more recently about the increase in cybercrime across the 

world and specifically in respect of targets in the UK. This concerns the security of 

business systems and operational telemetry/ SCADA systems. For some years we 

have subjected our systems to penetration testing and benefited from guidance form 

experts	in	the	field.	More	recently	we	have	engaged	directly	with	CPNI	to	ensure	that	

we follow best practice in this area. 
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We have included a sum of £200,000 in our business plan to address some system 

protection issues in the future.

Fluvial flooding

For PR09 we undertook a flood risk assessment for our own assets, using 1:1,000 year 

return period events and estimated water levels provided by the EA (we had previously 

used 1:100 year). This led to us identifying two assets at Longham and at Knapp Mill 

which under this scenario would suffer from flooding that might put the asset out 

of service. Our AMP5 plan included two small schemes to construct flood protection 

measures and these will be in place before March 2015. We have not repeated this 

assessment for the plan for PR14.

Insider threat

We	have	adopted	a	policy	of	vetting	personnel,	following	guidance	issued	by	CPNI	on	

good practice in this area.

Reliability

Maintenance 

We ensure that we have a properly considered and planned maintenance system for 

our assets and plant, which is kept under review on the basis of experience. We have 

systems to cover mechanical and electrical (M&E) plant, Electrical, Instrumentation, 

Control and Automation (EICA) equipment, telemetry, critical water mains (e.g. trunk 

mains where we need to ensure key isolation valves are accessible and functional), 

structures, the vehicle fleet, and emergency equipment such as generators.

Key sites 

All key sites have standby power generators, the fuel storage and distribution being 

carefully managed so as to minimise the risk of spillage and theft.

Stocks 

We keep suitable stocks of spares for critical equipment such as pumps, water quality 

monitors, water mains.
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Sources 

We regularly assess the reliability of our sources as part of the periodic programme of 

reviewing and updating the WRMP. We have recently completed performance testing 

as well as condition assessment of our key boreholes.

Planning 

The water resources management planning process itself ensures that we keep supply 

demand balance risk under regular review.

The drought planning process helps to ensure that we consider the reliability of sources 

in periods of extreme dry weather and the potential impact as any drought progresses. 

The water safety planning process, as required by drinking water regulation, ensures 

that the company identifies critical risks to the safety and therefore reliability of 

the water supply and that action is taken in the event of unacceptable risks being 

identified. We intend to make improvements to the usability of our water safety plan 

in order that operational staff may become closer to the risk management processes 

involved.

Maintenance 

Our approach to maintenance planning has evolved. We are working towards 

compliance with ISO 55000, the international standard for asset management. We 

have a plan to achieve this by the first quarter of 2014. We believe that this is entirely 

consistent with Ofwat’s wish to see companies adopting best practice in this respect. 

For our underground network, we developed the PR09 models to predict deterioration 

rates and to identify ‘hotspots’ of failure together with the parts of the network 

where replacement is most beneficial. We have been using this as a ‘business as usual’ 

process since PR09.

Climate change 

We have assessed the potential impacts of climate change on the reliability of our 

physical assets, as well as on raw water quality and likely yields. While we may need 

to take action in the future we did not identify any specific action needed during the 

AMP6 period.
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Pollution threat 

Over the period 1995 – 2010 we constructed bankside raw water storage at Longham 

to reduce the risk from short term gross pollution (e.g. a chemical spillage) of 

either the River Stour or River Avon. We have recently reviewed and improved our 

communication links with key parties in the catchments, including the EA and Wessex 

Water as the local sewerage/sewage treatment operator. 

Resilience 

We have recently completed work to make better physical links with the local network 

of Wessex Water so that both companies can have access to additional treated water 

in the event of emergency or outage in their own system. This does not affect either 

company’s deployable source output, but gives more resilience to the networks. 

Redundancy 

Redundancy applies at various levels. Most of our installations such as pumping 

stations and treatment facilities have a degree of redundancy built into the design. 

For example all but non-critical pumping stations have a duty/standby arrangement 

for mechanical and electrical plant. Similarly, we have engineered almost all of our 

water storage facilities such that individual tanks can be removed from service for 

maintenance without short term impact on the service. 

Over the last 15-20 years we have made progressive and incremental improvements to 

our network of assets so as to become less reliant on single sources, treatment works, 

pumping stations and critical water mains. A degree of judgement is often required as 

to the ultimate level of resilience that best balances the cost against the benefit.

Actions to increase the amount of redundancy built into the overall system have 

included such measures as (not an exhaustive list):

	•	 	Trunk	main	links	to	reduce	reliance	on	single	‘island’	ground	water	

sources. We can now operate for some months without any one of our 

existing borehole groups (i.e. Stanbridge Mill, Woodgreen, Lymington, 

Wimborne)  

	•	 	Trunk	main	links	within	the	distribution	network	to	reduce	the	potential	scale	

of outage in the event of a burst critical water main  
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	•	 	Ensuring	that	we	have	a	backup	operational	control	room	kept	in	a	condition	

whereby it can be used at short notice should our main control room become 

unusable.  

	•	 	At	local	level,	we	have	progressively	engineered	more	operational	flexibility	

into the distribution network so as to reduce, where cost effective, the 

number of customers who will be affected by burst local water mains. 

Our work has enabled us to effectively form a trunk main grid linking all of our main 

sources of treated water. 

Response and recovery 

We have a standing group of senior operational managers within the company that 

keeps under review our ability to respond to failure, as well as ensuring that guidance 

or direction received is duly considered and actioned. 

We report formally every year to Defra with a summary of our emergency planning, 

progress with plans and actions to be taken in the coming year. This report is audited 

by an independent expert. This is part of the demonstration of compliance with 

the requirements of the Security and Emergency Measures (Water and Sewerage 

Undertakers) Direction 1998. 

Plans include preparedness for emergencies, emergency stocks of equipment such as 

tankers, bowsers and bottled water, and plans for logistics and communications. 

We also:

	•	 Conduct	rehearsals	for	a	variety	of	types	of	emergency

	•	 	Take	an	active	role	as	a	Category	2	responder	in	the	Dorset	Local	Resilience	

Forum

	•	 	Take	part	in	both	the	water	industry	mutual	aid	scheme	and	in	regional	

informal arrangement for companies in the South West to cooperate and 

coordinate specific elements of their emergency response plans
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Engagement

We have researched customer views about the reliability of the service, and their 

preferences for the future. This is a difficult area for customers to have an informed 

view on when the service has been very reliable in the past. The key requirement for 

our customers is that the service remains reliable and safe in the future. Customers 

have expressed a willingness to pay a modest additional amount on their bill for us to 

further reduce the risk of interruptions as a result of outage of critical trunk mains. 

We engage with local authorities, and regularly invite them, together with 

representatives from the Category 1 responders and health authorities to briefings. We 

also maintain good working level relationships with our local EA officers.  

Summary 

Overall, we have taken an holistic view of risk. Whilst complying with industry 

standards and following best practice, we have also used judgement to balance the 

costs of further reducing risk against the benefits. In preparing this plan, we have not 

identified further risks beyond 2015 which justify significant additional investment and 

hence cost to customers in the medium term.
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Section 13F – Looking after the environment 

It is important that we minimise the impact of our operations on both the local 

and global environment

•	 We	will	reduce	our	operational	carbon	footprint	by	200	tonnes	CO2 per   

 annum. 

•	 	We	will	reduce	energy	usage	through	the	use	of	a	new	and	novel	data	analytics	

technique which we believe is a ‘first’ in the water industry. Energy usage 

savings of 8% are factored into our operating costs. 

•	 	We	will	continue	to	operate	boreholes	at	Gussage	and	Wyke	Down	in	order	to	

provide stream support to the River Allen, a sensitive local chalk stream. 

•	 	We	will	continue	to	improve	the	biodiversity	rating	of	our	sites	in	compliance	

with	Section	40	of	the	Natural	Environment	and	Rural	Communities	Act	2006.	

•	 	We	will	comply	with	our	water	abstraction	licences,	will	educate	customers,	

promote metering and reduce leakage to minimise the volumes of water we 

take from the natural environment. 

As a water company our day to day operations are intimately linked with the local 

environment in many ways and therefore environmental awareness and sensitivity has 

long been high on the priority list for us. This is exemplified in many of our activities 

such as our success in reducing our carbon footprint, the work we do to encourage 

biodiversity at many of our sites, and recycling of the waste products we generate as a 

business. Our plans in the key areas of environmental activity are given overleaf.  
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Carbon 

We began making detailed assessments of our carbon footprint in 2010 using a 

standard methodology in common use throughout the water industry. Long term 

targets for carbon footprint reduction were set and performance to date has been very 

encouraging with actual performance ahead of target as shown below. Our current 

operational carbon footprint is currently 91% of our 2010 base year:  

The majority of our CO2 emissions (94%) come from the grid electricity we purchase 

to power our pumping and treatment equipment as shown in the graph below.

94% of our CO2 emissions are from electricity for pumping water

We have benchmarked our performance, measured in terms of weight of carbon 

produced per unit volume of water produced. The results suggest that our carbon 

footprint is very good in terms of UK water industry performance.  
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Future performance and targets

Carbon emissions will be driven down further

We have set a 200 tonnes CO2e per annum reduction target. Currently we are ahead 

of schedule. We have two major schemes currently running which will enable us to 

save energy.

Reduction in power usage

We are currently investigating ways to further reduce power usage power using a data 

analytics approach. Data analytics uses sophisticated algorithms to analyse operational 

data and identify opportunities to change the method of operation of plant. This has 

delivered substantial savings in other industries such as manufacturing but we believe 

this is the first time it has been used in the water sector. 

Metering and water efficiency

We plan to continue and accelerate our active water metering programme which leads 

to reductions in water usage by our customers and carbon footprint savings.  

We have recently refurbished one of our two main offices at our main site at Alderney 

and the new heating and ventilation system along with vastly improved external 

building cladding will reduce our heating bills leading to a further carbon saving.  

  
 
 

 
 
We have based our Business Plan on the assumption that the carbon levy will continue to increase, and that we will continue to meet our own carbon reductions.  
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Low-flow rivers – stream support for the River Allen

The River Allen is a tributary of the River Stour, the two rivers joining in Wimborne. 

The Allen is mainly fed from underground chalk aquifers in the upper reaches of 

the catchment and as such, suffers from natural seasonal reductions in flow due to 

changes in groundwater levels. In the past, over-abstraction has been a problem in the 

Allen catchment but this is now well controlled to a sustainable level.  

Under the terms of a licensing agreement with the EA, we have provided ‘stream 

support’ by pumping water from two borehole sites at Wyke Down and Gussage 

directly into the Allen. The start-up and rate of pumping is governed by flow 

measurements taken by the EA within the Allen and its tributaries. This additional 

‘stream support’ flow has been important in maintaining the local biodiversity and 

supporting many natural habitats especially during dry periods.  

The riparian owners convene periodically through the River Allen Association, a 

powerful lobbying group, and we make regular presentations to its meetings. In 

addition we maintain contact with the local Parish Councils. We are fully committed 

to complying with our obligations in respect of stream support work on the Allen and 

engaging with the local community, which will continue during the AMP6 period; 

we will ensure that the boreholes and pumping plant are fully maintained during 

the winter period in readiness for the annual stream support activities. We will also 

monitor carefully the condition of the boreholes in the chalk aquifer In order that they 

can continue to provide this important service.  

Biodiversity 

We own or occupy several important Sites of Special Scientific Interest (SSSIs), key ones 

being at Christchurch Town Common, parts of Christchurch Harbour, and part of the 

Blashford	Lakes	complex	near	Ringwood.	We	work	closely	with	Natural	England	in	

respect of the management of these sites, which are in favourable condition except 

for Christchurch Town Common where a number of improvement actions are being 

taken. The Blashford lakes complex is particularly important for birds. The parts of the 

complex owned by two water companies, Wessex Water and ourselves are managed 

on behalf of the companies by Hampshire & Isle of Wight Wildlife Trust. 



The appointed  
business plan  

Section 13F – 
Wholesale: Looking 

after the environment

page 221 of 355

We	are	conscious	of	our	duties	under	Section	40	of	the	Natural	Environment	and	Rural	

Communities Act 2006, and aim to maximise biodiversity on all of our operational 

sites where practical and safe to do so. We have a management plan in place for each 

of our sites and have ensured that operational staff and contractors are aware of the 

individual site objectives as well as why they are in place. Over the last five years we 

have improved the condition of our SSSIs from 59% in ‘favourable’ or ‘favourable but 

recovering’ status to 99%. 

This has been achieved through practical site management and planning implemented 

by specialised staff working closely with our operations teams. We are meeting the 

current Government targets and have agreed a plan of action to bring the remaining 

1% into target condition in 2014. 

In addition to this work on SSSIs we have implemented careful management plans 

at all of its sites aimed at expanding biodiversity and creating habitats needed to 

encourage indigenous local flora and fauna. This policy has been very successful. At 

Alderney, one of our larger sites, we have identified 16 species of butterfly including 

painted lady, peacock, comma and speckled wood varieties. Part of the site is 

designated	as	a	Site	of	Nature	Conservation	Interest	for	the	large	population	of	green	

winged orchids which grow on a reservoir roof. We have a wildlife pond to support 

many forms of aquatic life including water bugs, newts, grass snakes and dragonflies. 

A wide variety of swifts and swallows appear in March to feed on the abundance of 

insects over the open water. At our Longham Reservoir site, a young and immature 

water body, we are working to develop habitats in and around the water. 

We	operate	assets	across	most	of	the	New	Forest	National	Park	and	for	some	time	

have	had	in	place	a	formal	agreement	with	Natural	England	relating	to	the	methods	

we will use to effect repairs and replacement of the water distribution network. 

This has been very successful and has made the necessary approvals process 

administratively more efficient. We will continue to work on this basis and will 

maintain open and active dialogue with the Forest Verderers9. 

We believe we have taken on board any actions required of us in respect of the Water 

Framework Directive, although the only specific actions arising relate to protection of 

water sources as described above. 

We have not identified any specific actions relating to freshwater fish, or shellfish 

waters, or in respect of priority substances. 

9
  The Verderers of the New Forest protect and administer its agricultural commoning practices and conserve 
its landscape
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In the past we allowed a contractor to commercially harvest eels at sites on both the 

Avon and Stour but discontinued this several years ago. Since then we have been 

working closely with the EA and its partners Southampton University and the Centre 

for Environment, Fisheries and Aquaculture Science (CEFAS) to facilitate investigations 

into the behaviour of eels when arriving at manmade barriers in the river system (in 

this case weirs at Longham). We will continue with this work and although no specific 

requirement for eel passes has been identified where we own weirs or sluices, we will 

assist where possible to construct necessary measures. We believe that all of our river 

abstraction points have screening that meets the current requirement for protection of 

eels as well as other fish. 

Partnership working 

We have worked in partnership with a number of organisations in the past and will 

continue to do so going forward. In particular we are working with:

	•	 	Dorset	Wildlife	Trust	in	respect	of	work	to	improve	habitats	on	the	River	

Allen, a chalk stream where, in the past over abstraction was a problem 

(now resolved). We are funding a three-year programme of work, as well as 

one additional specific project to restore a particular reach of river where an 

earlier improvement project had undesirable effects  

	•	 	Hampshire	Wildlife	Trust	which	manages	on	our	behalf	a	site	of	ours	together	

with one of Wessex Water’s at Blashford, near Ringwood. A large part of the 

site is designated SSSI, Special Protection Areas (SPA) and Special Areas of 

Conservation (SAC)  

	•	 Christchurch	Harbour	Association	in	respect	of	management	of	the		 	

  important SSSI harbour area 

	•	 	The	EA	and	Natural	England	in	respect	of	management	of	the	lower	Avon	at	

Knapp Mill where we own the Royalty Fishery 

	•	 	Dorset	Wildlife	Trust	in	respect	of	its	East	Dorset	Urban	Link	Wildlink	project,	

which we are supporting  

	•	 	River	Allen	Association	in	respect	of	our	stream	support	on	the	River	

Allen  

	•	 	New	Forest	National	Park	Verderers	in	respect	of	our	day	to	day	operations	

within the forest
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Drinking water quality 

As described in Section 13G, we intend to engage with stakeholders in the catchments 

from which we derive drinking water.  

The primary aim is to reduce risk to our operations and to the quality of drinking 

water. However, by doing this we also aim to help provide wider benefits to all users of 

the catchments.  

The two areas of activity proposed are:

	•	 	Investigation	into	the	sources	and	reasons	for	occasional	migration	into	

raw borehole derived water of cryptosporidium oocysts upstream of our 

Woodgreen source  

	•	 	Working	with	stakeholders	to	reduce	the	risk	from	the	pesticide	metaldehyde	

in the lower parts of the catchment of the River Stour – work which will also 

address nutrient and suspended solids loadings

Pollution 

We operate three small packaged sewage treatment plants on sites where we 

do not have access to the public sewer. These consistently meet the terms of the 

discharge consents and we will ensure that they continue to be properly operated and 

maintained. 

We are currently carrying out a review of discharges from water treatment works to 

ensure that they are properly authorised. From our Alderney Treatment Works, we 

discharge waste water into the Bourne Steam in Bournemouth and recently were 

the cause of a category 3 pollution incident. We have included in our business plan 

a scheme to significantly reduce the risk of this type of failure. In addition, we have 

included a project to treat dirty filter backwash water discharged from our filters at our 

Knapp Mill site.
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We are conscious that from time to time the pollution of a local watercourse can result 

from dirty water arising from a burst water main. In some cases this can arise directly 

as a result of the ground being washed away by the force of water leaking from a 

water main. Such cases are fortunately infrequent. The other main cause is where we 

use pumps to remove water from excavations where we are working on our network. 

We periodically raise awareness and train the crews who do this work so as to 

minimise the risk that they will inadvertently cause pollution. We hold purpose made 

tanks for use where the risk is higher and some separation of solids from the water is 

considered to be necessary. 

Sustainable abstraction 

The main focus of our water resources management strategy is to reduce demand for 

water. This serves to reduce our impact on the environment by utilising the resources 

we have in a more efficient manner rather than developing new ones. We consistently 

seek ways to ensure that we operate in a sustainable manner. 

Our abstractions have been assessed as part of the Water Framework Directive and 

the associated programmes aimed at achieving good ecological status. We are not 

currently	subject	to	any	sustainability	reductions	as	part	of	the	National	Environment	

Programme	(NEP).	This	implies	that	at	present	our	abstractions	do	not	place	the	

environment at risk, however this will not prevent us from continuing to find ways to 

further reduce risk. 

Our approach to reducing our impacts on the environment includes: 

	•	 metering	and	water	efficiency	activities	to	reduce	demand	

	•	 ensuring	the	efficient	operation	of	plant		

	•	 effective	network	management		

	•	 	surface	water	abstractions	close	to	the	tidal	limits	of	their	respective	

catchments. This is the preferred position for a surface water abstraction as 

the impacts are limited to only a small section of river.
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Drought 

Under normal conditions our abstractions have a relatively low impact on the 

environment. However, there are occasions, such as drought, where the environment is 

under additional pressure. 

At such times we have the option to switch abstractions between the two catchments 

from which we abstract from depending which is under the most pressure.  We 

would do this in liaison with the Environment Agency (EA) who can advise us when 

the action would be needed and which catchments were under the greatest pressure. 

This measure forms part of our published drought plan and would only occur under 

extreme circumstances, for example as a 1976-type drought.

Abstraction licences 

Our sources are constrained by licence and not by hydrological constraints. We take 

our responsibility to comply with the terms of our licence seriously and have never 

breached any of the terms.

Restoring sustainable abstractions 

River Allen 

In 2003 we completed the scheme to reduce abstraction from the catchment of the 

River Allen, which was one of the country’s top twenty low flow rivers and voluntarily 

reduced our abstraction at our Stanbridge Mill groundwater sources by 12 Ml/d. This 

was achieved by a partial relocation of the abstraction to Longham on the River Stour, 

much further downstream, but only after a detailed study of the likely impact. The 

revised abstraction licence at Longham incorporated, for the first time, a residual flow 

requirement. 

River Avon 

In 2007 we completed an extensive investigation into the impacts of our abstractions 

from the Lower Avon. 

Three of our major sources Knapp Mill, Matchams and Woodgreen, abstract from the 

Avon catchment, and it was felt that they may potentially impact on river flows either 

directly or indirectly. The two largest of these are at the lower end of the catchment, 
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with Knapp Mill being very near the tidal limit at Christchurch. They are therefore 

already in the generally preferred locations with respect to their impact on river flows. 

The investigation demonstrated that a number of key factors influenced the movement 

of salmon in particular. These factors included water temperature both in the river 

and English Channel as well as the numbers of salmon in the sea around the British 

Isles, in addition to abstraction from the river. The science of the factors driving salmon 

behaviour is not well understood at all levels. 

It was finally concluded that there are too many potential influences to be able to 

justify changes to the abstraction regime. However, the EA is currently satisfied that 

our abstractions are not having any unacceptable impact.

Reservoir safety 

We have always had an active reservoir maintenance programme with regular 

inspections, repairs to the structures/pipework and application of waterproofing 

membranes to prevent external water ingress and contamination. We have a total of 

33 tanks and covered service reservoirs with a total capacity of 250 Ml. In addition we 

have the two bankside storage facilities at Longham with a combined capacity of 1000 

Ml. These are former gravel pits which are now used as an emergency source of water 

in the event of river pollution. Our water quality sample results from service reservoirs 

have been consistently amongst the best in the industry which is a clear vindication of 

the active reservoir cleaning and maintenance programme. 

We are aware of the recent changes to reservoir safety with the introduction of the 

Flood and Water Management Act 2010. We understand this legislation is to be 

implemented in two phases with phase 1 operational since 30 July 2013. Phase 1 

applies to reservoirs with capacity of more than 25 Ml which previously fell under the 

requirements of the Reservoirs Act 1975. We have five reservoirs which fall into this 

category, two are circular above ground covered service reservoirs at our Alderney 

treatment plant site (around 30 Ml each), two are bankside storage reservoirs at 

Longham (300 Ml and 700 Ml) and one is a treated water reservoir at our Knapp Mill 

treatment plant site. We are currently awaiting the EA’s assessment as to whether 

these are ‘high risk’ or not. We would consider this unlikely in all cases. The basis of 

the new legislation is to focus regulation on ‘high risk’ reservoirs above 25 Ml capacity 

where ‘high risk’ means that human life could be endangered in the event of a rapid 

release of water. 
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Phase 2 of the Flood and Water Management Act will be included in a consultation 

in 2014 but it seems likely that reservoirs in the 10 – 25 Ml size range will also be 

risk assessed. We have five reservoirs which fall into this category all located at the 

Alderney site. All are water storage tanks within the water treatment plant and 

unlikely to be classified as high risk. We are undertaking our own risk assessment on 

these reservoirs using the framework provided by the EA. 
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Section 13G – Drinking water quality 

•	 	Our	water	quality	performance	has	historically	been	good	and	compliance	
performance this year is currently ahead of 2012.   

•	 	We	are	already	investing,	within	the	AMP5	period,	in	UV	disinfection	
facilities at our two main treatment plants to deal with increased risk of 
cryptosporidium.  

•	 	During	AMP6,	we	will	undertake	catchment	management	studies	in	the	Stour	
and Woodgreen catchments to help understand and manage the sources of 
contaminants in the raw water.  

•	 	There	are	no	major	water-quality-related	investments	planned	for	the	AMP6	
period. 

•	 We	will	continue	our	programme	to	install	flushing	points	within	the	network.	

Our water quality performance has historically been good. 

Mean zonal compliance, a measure used by DWI to measure overall water quality 

performance, is forecast to be 99.94% for the AMP5 period. 80% of our raw water 

comes from the Rivers Stour and Avon with the balance from underground borehole 

sources at Woodgreen, Stanbridge and Ampress. In general our raw water sources are 

of a good quality although can often be subject to rapid change particularly during or 

after periods of heavy rainfall. There are no major water-quality-related investments 

planned for the AMP6 period. UV irradiation facilities at Alderney and Knapp Mill 

to protect water supplies against possible cryptosporidium contamination will be 

completed within the AMP5 period. 

Aside from maintaining the ongoing high quality of our water, most work will focus 

on catchment management studies in the Woodgreen and Stour catchment areas. In 

the case of Woodgreen, our borehole sources are susceptible to high levels of turbidity 

during periods of rainfall. In addition, cryptosporidium oocysts have been detected 

on a regular basis and an UV light irradiation plant was commissioned in 2011. Our 

intention is to carry out an investigation of catchment activity and potential pathways 

of raw water contamination with the intention of adopting intervention as part of 

catchment	management.	This	is	part	of	the	National	Environment	Programme.	The	

River Stour catchment is already designated as a Drinking Water Protected Area as a 

result of contamination from the pesticide metaldehyde. Further field investigation 

work is needed, working in partnership with stakeholders. Although this work will 

focus on the pesticide metaldehyde we will also be able to investigate other areas of 
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concern such as the high levels of phosphates which contribute to algal blooms at our 

Longham reservoirs. This study will be carried out by a consortium of stakeholders and 

is	also	part	of	the	National	Environment	Programme.	

We plan to continue work to install flushing points within the distribution network 

to facilitate effective flushing of the system, thereby reducing the risk of water 

discolouration. This is a continuation of a programme which started within the current 

5 year period. We will also continue our programme of systematic flushing of high risk 

areas of the network, this also reduces the risk of discolouration at customers’ taps. 

Our Water Safety Plan is an important tool in assessing our water quality performance, 

thereby highlighting potential new risks and trends. We carry out a biannual 

assessment of all significant parameters at catchment, water treatment works (WTW) 

and zonal levels. This assessment utilises current and historical data to give a holistic 

appreciation of performance throughout the water supply chain. It not only looks at 

results out of specification over 12 month and 5 year periods, but also applies trending 

to indicate if there could be potential future issues. The review is undertaken by a team 

of experienced managers. During the AMP6 period we plan to evolve our Water Safety 

Plan into more of a day to day operational tool in order to improve our capability in 

identifying and mitigating water quality risks. We will also respond to DWI’s recent 

request to the industry to reconfigure our Water Safety Plan into a prescribed and 

standardised format.  

Raw water performance 

Nitrates 

Data taken over a 12 year period for nitrates does not show any significant consistent 

upward trend and comfortably meets the required standard of 50ug/l. 

Pesticides 

The three main sources for consideration are the two surface sources Rivers Avon and 

Stour and Woodgreen. The two ground water sources Ampress and Stanbridge have 

not been the subject of any pesticide detections in the past 10 years. 

Our water treatment works at Alderney and Knapp Mill treat surface water from the 

Rivers Stour and Avon and incorporate a ‘sandwich’ layer of granular activated carbon 

(GAC) in the slow sand filters which was installed in the mid-1990s and which is 
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effective	in	removing	most	pesticides	with	the	exception	of	metaldehyde.	None	of	our	

other sites has pesticide removal facilities. 

In general terms the loadings on the River Avon have been decreasing over time. 

However there were three recent spikes above the permitted concentration or value 

(PCV), since summer 2012, one for 2,4-D and two for metaldehyde. 

For the Stour the overall intensity and frequency of detections has been decreasing 

over time although the pesticide loading is significantly higher than in the Avon. The 

recent detections for metaldehyde have been of sufficient significance for it to be 

designated a Drinking Water Protected Area. 

At Woodgreen pesticides have been detected four times in the past two years, the 

detections were for atrazine and metaldehyde. There is no pesticide removal at 

Woodgreen. However, we do not consider pesticides a significant issue. In general 

terms the levels are decreasing. 

In common with other companies we have detected levels of Metaldehyde, but at 

this stage this does not appear to be at levels that will lead to any breach of PCV. 

However, some companies have seen unexpected spikes appear where there has been 

no	previous	history.	Therefore	as	part	of	our	NEP	obligations,	further	engagement	with	

the EA and other stakeholders is planned to provide a greater degree of catchment 

awareness and management. 

In the case of the two river sources, for the Alderney plant they are mixed at the 

bankside storage stage, and the ratios of abstraction can varied to ensure levels are 

controlled to a minimum. We have less flexibility for Knapp Mill, which has the Avon 

as its single source – but pesticide levels in the Avon are generally much lower than the 

Stour. 

In the case of Woodgreen, the detected levels remain quite low. As an added benefit 

from the source investigation work in respect of cryptosporidium, an understanding 

of the abstraction influences will also help establish potential control measures for 

metaldehyde.  
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Water Treatment Works (WTW) performance 

Coliform performance 

There have been concerns over coliform performance from Alderney WTW. The 

contact tanks at Alderney in certain cases sit below slow sand filter beds and there has 

been concern, particularly as the concrete structures get older, that partially treated 

water from the filters could seep downwards and mix with chlorinated water in the 

contact tank below. 

Following failures in 2010, work was undertaken to repair a fault in a contact tank 

roof. This has been successful although the plant is still the subject of an Undertaking 

for enhanced monitoring. 

Following concern with regard to cryptosporidium in early 2013, we have pulled 

forward the programme for new disinfection arrangements, and are installing UV and 

new chlorination facilities as an enhanced disinfection process. This work will eliminate 

the use of the existing contact tanks in their present form. 

The UV work is scheduled for completion early in 2014 and the remainder by the end 

of 2014 so will not be part of the PR14 review. 

Turbidity at treatment works 

Although there have been a small number of failures over the years, most were 

explainable through minor deficiencies at the sampling points. There is no concern 

over turbidity compromising disinfection efficacy at any of the WTW. 

We are planning to install individual turbidity meters on all slow sand filters (see later 

in cryptosporidium section) – currently we have continuous turbidity and particle 

monitors on the combined outlets of several slow sand filters. This work will be done 

in the AMP5 period. 

Service reservoir performance 

Over the past 10 years, service reservoir performance has been stable with no 

significant adverse trends. We operate a risk based reservoir inspection programme for 

all reservoirs. Any work needed following inspections is promptly organised particularly 

in relation to potential water ingress leading to deterioration in water quality 

performance. 
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Considerable investment has been made in replacement roof membranes, 

rationalisation of incoming and outgoing pipework to ensure adequate turnover of 

water, and installation of good quality sampling kiosks. There are no concerns over 

service reservoir performance in the medium term which cannot be addressed by our 

ongoing approach to managing risks. 

Zonal/network related performance 

Iron 

There are no zones of concern where a significant adverse trend for iron can be seen. 

However we are aware that certain district meter areas (DMAs) can give rise to 

customer contacts of discolouration especially following burst mains disturbance. 

These have been small in number, and the risks associated with these events are 

factored into our distribution operations management strategy (DOMS). We currently 

have an Undertaking for a flushing programme and installation of OXO flushing 

points. These activities are important mitigations of future problems and will continue 

throughout the PR14 period. 

An example of this is the mitigation of an identified risk from a trunk main in the 

Avon Valley supply from Woodgreen. In 2010, large diameter flushing points were 

installed, along with insertion type turbidity meters to monitor the effects of cleaning 

and ensure control of the process. This operation was considered successful. However 

earlier this year, following a burst water main, we experienced discolouration in the St 

Ives area with a population of around 10,000 affected over a 30-hour period. This was 

unexpected and shows that there are still residual iron deposits in the system. 

We suspect that the origin of this iron is the Woodgreen treatment plant where 

naturally occurring iron is known to be present. We are now investigating whether the 

recent problems were a legacy issue from earlier iron carry over into the network or 

whether the Woodgreen source is still a source of iron deposition. Our studies in this 

area will be complete in 2014. Further remedial work through flushing of the network 

may be needed. 
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We are also aware of a trunk main in Wimborne which contains a large chalk deposit 

arising from an old water treatment works softening process that ceased in 1988. This 

process left a legacy of post precipitated chalk which has largely been cleared from 

the smaller network, but stall remains an issue in a part of the trunk main. We are 

currently examining options to remove the chalk and rehabilitate the main. 

Turbidity at customer taps 

There have been no routine compliance turbidity failures in the past 10 years. There 

are no zones of concern. 

Polycyclic aromatic hydrocarbons (PAHs) 

There have been no PAH failures in the past 10 years. There are no zones of concern. 

As with iron, the maintenance of the flushing programme is important in controlling 

both turbidity and PAH. 

Trihalomethanes (THM) 

There are no zones of concern. 

Additionally, our results demonstrate our performance in meeting Regulation 26, 

minimising disinfection by-products. This is because results in all zones are less than 

50% of the permitted concentration or value (PCV). 

Control is achieved through management of the Ct value (the product of chlorine 

concentration and contact time) during disinfection and maintenance of GAC in the 

slow sand filters which removes the pre-cursors that can lead to THM formation. The 

installation of UV at Alderney and Knapp Mill WTW, the two surface water plants may 

also lead to a further reduction in THM formation. 

Lead 

There has only been one lead failure in the past 10 years. This was the result of a badly 

corroding galvanised iron supply pipe. 

Lead was not commonly used as a plumbing material across our area of supply. Since 

1990, during routine maintenance and replacement of our network, we have found 

a very small number of individual lead service pipes, the majority of which were on 

one housing estate. Our research showed this estate been constructed to unusual 

standards in the 1950s. Over the last 20 years we have carried out maintenance on 
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over half of our service connections so we have a high confidence that the use of lead 

pipes was very isolated. We will replace any lead service we find and liaise with the 

customer to replace the supply pipe if it is also of lead. 

We do not anticipate any significant issues with the new lead standard of 10ug/l. 

Our regular site visits to carry out water fittings inspections also enhances our ability to 

monitor and control lead. 

Cryptosporidium 

Knapp Mill and Adlams Lane 

The scale and frequency of cryptosporidium detections at Adlams Lane and Knapp 

Mill in the past have been considered to represent a low risk to customers. However 

as part of an overall enhancement and security of disinfection improvement plan, 

UV disinfection is planned for both sites as part of capital maintenance in the AMP5 

period. 

There is no specific new water quality driver for this, but a requirement to reduce 

the risk from the limited detections that have already been seen by adopting a ‘zero 

viable oocysts’ policy. We are also reviewing our risks in relation to the Badenoch and 

Bouchier reports which set out expert guidance on the management of these risks. 

Woodgreen 

Woodgreen has suffered detections of a scale and frequency that present a higher 

risk	profile.	As	a	result	UV	disinfection	was	installed	in	2011.	As	part	of	our	National	

Environment	Programme	(NEP)	commitments	further	work	is	planned	to	investigate	the	

catchment and the potential for raw water quality to deteriorate further. This work, 

which will include cryptosporidium typing, will enhance the risk assessment and lead 

to a better understanding of catchment influences not just for cryptosporidium. 

Woodgreen has auto-shutdown triggered by turbidity and failure to achieve the 

minimum required UV dose. 

Alderney 

Alderney WTW receives its raw water supply from either the Stour or the Avon or 

a combination of the two. Early in 2013 concern was raised over a potential link 
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between Alderney WTW and a small cluster of cryptosporidiosis cases in Bournemouth. 

At the time of writing there has been no definitive evidence to prove the link. 

However, the case did coincide with a cluster of low-level cryptosporidium detections 

in the treated water. 

The detected levels of oocysts in the final water were not exceptional compared with 

the levels previously encountered and were well below levels found at other sites. As a 

result of this concern, the programme for disinfection improvements already planned 

for Alderney was brought forward, and to reduce the risk from cryptosporidium 

further UV was selected as a treatment process. UV is now widely recognised as being 

effective in rendering cryptosporidium oocysts unviable. The UV work is scheduled for 

substantial completion in the first quarter of 2014 and work to upgrade the chlorine 

disinfection will be completed by the end of 2014. We are also reviewing our risks in 

relation Bouchier particularly in relation to filter flows and turbidity monitoring. 

As a result of this recent experience, a review of the cryptosporidium risk profile is 

being undertaken. Previously the cryptosporidium risk at Alderney was thought to be 

associated with a strain originating from animals (c.parvum) but recent experience 

has shown that the human strain is more of a concern (c.hominis). Certainly, the risk 

profile is now better understood and further work will be undertaken in order to 

examine the potential impact of upstream sewage discharges. The work we will be 

doing in relation to overall catchment management will also have an impact in this 

area. 
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Other matters 

Water taste and odour are becoming more of a concern for customers

Year 2006 2007 2008 2009 2010 2011 2012

Taste/odour 134 79 66 119 94 150 191

Appearance 473 234 293 425 395 311 323

Zone rate [contacts (col.32) per 
1,000 population] overall

1.71 1.02 1.36 1.95 1.87 2.01 2.33

Zone rate [consumer enquiry 
(col.3)	+	dwq	concern	(col.26)]	
per 1,000 population

0.24 0.24 0.43 0.62 0.68 0.89 1.08

Zone	rate	{apperance	(col.8)	+	
taste/odour	(col.16)	+	illness	
(col 21)] per 1,000 population

1.48 0.78 0.93 1.34 1.18 1.12 1.25

The table above shows data using DWI customer contact definitions. Taste and odour 

shows an increasing trend. Customer concerns about the appearance of the drinking 

water conversely show a decreasing trend in terms of numbers of contacts received. 

We have included notifications to DWI of events as a measure of success with a target 

of no serious events.  
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Water Fittings regulation 

Water Fittings Regulation is a very important area of work where we have a regulatory 

enforcement role. This is becoming ever more important as nationally many incidents 

and water quality issues have arisen from poor plumbing practice. 

We currently support WRAS in a number of important areas with staff representation 

on the technical committees and the product assessment group, as well as 

participating in the development of the national enforcement policy. We are also fully 

committed to supporting and promoting WaterSafe, the recently launched umbrella 

organisation for approved plumber schemes nationally.

There are currently two staff involved in full-time inspection of higher-risk categories 

of sites and premises. There is also another part-time staff member involved in the less 

complex domestic inspections. Around 450 inspections are completed each year. 

We have approximately 4,600 fluid category 4/5 premises (with higher-risk profile), of 

which 70% have been visited to date. 

Our target is to visit all fluid 4/5 premises every 10 years, which equates to three full 

time staff. 

On average, we are finding 2.8 fluid 4/5 infringements for each 4/5 premises. 

There is also an increasing burden in assisting the Local Authorities in fulfilling their 

obligations under the Private Water Regulations. In recent years, this has focussed 

on private water sources but in future, extends to private water networks. We are 

committed to assisting the local authorities in our area in meeting these obligations.  



The appointed  
business plan  

Section 13G – 
Wholesale: Drinking 

water quality

page 238 of 355

Impact of security of supply and resilience measures on 
drinking water quality

Although described in more detail elsewhere, some aspects of work to ensure 

availability of the supply have a direct positive impact on the risks associated with 

providing wholesome supplies of drinking water. A number of improvements have 

been made in these areas as summarised briefly below:

	•	 	Bankside storage reservoirs at Longham became fully operational in 2010 and 

were constructed to provide resilience against gross river pollution and operational 

flexibility. Currently only the Alderney works is supported from Longham although 

it is possible to also deliver a restricted raw water supply to Knapp Mill.  

	•	 	Installations	that	are	vulnerable	to	fluvial	flooding	have	plans	in	place	to	

protect against a 1 in 1,000 year flood event.  

	•	 	Most	key	sites	have	fixed	standby	generation	–	sites	which	depend	on	mobile	

generation have the ability to connect a mobile generator.  

	•	 	Reservoir	security	has	been	enhanced	with	all	access	covers/hatches	fitted	to	

a standard specified by DEFRA. The high risk reservoirs also have CCTV, as 

well as acoustic intruder detection systems.  

	•	 	All	soil	covered	reservoirs	have	been	fitted	with	membranes	and	where	

possible soil has been replaced with granular aggregate so as to minimise 

plant growth.  

	•	 	Reservoirs	have	had	quality-related	design	issues	engineered	out	by	either	

forcing water to circulate better internally, or by removing common inlet/

outlet arrangements in some cases by constructing additional trunk mains to 

ensure reliability.  

	•	 	There	has	also	been	significant	work	in	improving	the	ability	to	move	water	

around the network, particularly to support water treatment works:  

  – Alderney WTW <–>↔Stanbridge WTW  

  – Knapp Mill WTW <–>↔Woodgreen WTW  

	•	 	We	also	have	a	mutual	resilience	arrangement	in	place	with	Wessex	Water	

that provides a strong East/West link across our supply area, as well as 

providing mutual support and resilience between Wessex Water and 

ourselves. At the heart of the scheme is the use of a 700mm trunk main 

belonging to Wessex built originally for its Blashford project but now being 

utilised for mutual support during emergencies and planned outages. The 

agreement was signed in August 2013. 
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Section 13H – Leakage 

We have consistently met our leakage targets and will continue to do so.

	 •	 Leakage	is	currently	14%	of	distribution	input.		

	 •	 Leakage	is	the	most	frequent	‘top	of	mind’	issue	raised	by	customers.		

	 •	 	We	will	therefore	reduce	leakage	by	a	further	5%	during	AMP6,	from	21Ml/

day to 20Ml/day, and pay a penalty if we do not. 

We will also significantly reduce leak repair response times, especially for visible 

leakage, and publish our performance because this is important to customers. 

Introduction 

We have a good track record in managing leakage. The current leakage level is one 

of the best in the industry and already far lower than would be the case if purely 

economic arguments were applied. But the company is not complacent; our recent 

research has again illustrated the level of concern generated by leakage in the minds 

of customers. 

We therefore intend to reduce leakage by a further 5% over the next 5 years, at the 

same time reducing time taken to complete repairs. This will be achieved by continuing 

investment in our leakage management infrastructure, through the use of new 

technology and by investing in training and development of our leakage technicians.  

Background 

Leakage has always been a priority issue for us, not just because of the important 

role it plays in the overall water balance but also because of its prominent position of 

concern in the minds of our customers. 

Historically leakage debates in the water industry have been governed by economic 

considerations but for us our customer’s opinions and concerns have been much more 

central to our strategy. This approach is illustrated by the fact that our current leakage 

level is already well below the long term sustainable economic level of leakage (36 

Ml/d compared with 21 Ml/d). In addition, during the recent business planning process 

75% of customers expressed willingness to pay an additional £1.60 to reduce leakage 

by a further 5% from 21 Ml/d to 20 Ml/d. 
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Customers also tell us they want to see all leaks being repaired quickly and efficiently, 

especially those which are visible. Therefore we plan to improve our performance such 

that 85% of visible leaks are repaired within 7 days. This will include those where there 

are delays due to highway restrictions on working.

We have consistently met our leakage target since mandatory targets were introduced 

in 1997. Our current leakage level equates to 14.5% of total water into supply. This 

compares to the industry average of 23%.

The graph below summarises our leakage performance since 2000. 

We will sustain and build on our current leakage improvements

2000/1 2001/2 2002/3 2003/4 2004/5 2005/6 2006/07 2007/08 2008/09 2009/10 2010/11 2011/12 2012/13
Target 22.2 22.2 22.2 22.2 22.2 22.2 22.2 22.2 22.2 22.2 22 22 22
Performance 22.52 22.38 22.17 22.21 22.19 21.5 21.93 22.15 22.1 21.8 22 21.7 20.9
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Continuous development of systems and processes 

As leakage levels in any network reduce, the difficulty in making further reductions 

increases; and this is not a proportional relationship. A major factor in our historical 

leakage performance is the maturity and technological quality of our leakage 

management systems. These include the following developments:

	•	 	98%	of	properties	are	within	District	Metered	Areas	(DMAs)	which	have	

been established and refined for more than 15 years. District metering is 

the modern foundation of leakage management and enables us to monitor 

water flows and leakage levels district by district across our system. We 

have 190 DMAs today and will continue to improve and optimise the design 

moving forward.

	•	 	We	have	achieved	an	extremely	high	level	of	operability	for	our	DMAs,	one	

of the highest in the industry and this provides us with a very robust data set 

to use in leakage calculations. This high level of operability revolves around 

maintaining the integrity of the DMA infrastructure even during operational 

emergencies. The key to this is training - making sure the network team 

understands the vital importance of the DMA infrastructure in our fight to 

reduce leakage.

	•	 	We	have	a	highly-developed	Geographical	Information	System	(GIS)	that	

was initially established more than 20 years ago (as a replacement for paper 

based mapping systems) and has been continuously developed/updated 

since then. As such, we have a very high confidence level in the accuracy 

of the asset information that we use as a basis for our decision-making on 

issues such as investment in mains replacement or for our knowledge of the 

characteristics of our DMAs.

	•	 	Our	all-mains	hydraulic	models	are	calibrated	on	a	constant	rolling	basis	

and we are able to provide extremely accurate simulations of our network 

performance and operation, sufficient to use modelling as a tool to give 

advice on the likely impact of day to day operational changes.

	•	 	We	have	invested	heavily	in	staff	training	and	provided	our	staff	with	modern	

leak localisation and pinpointing equipment - leak noise correlators, acoustic 

noise loggers and high frequency data loggers. We regularly test and trial 

new equipment and have long standing relationships with the leading 

manufacturers in the sector. 
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Future plans 

We plan to keep our leakage levels low. Our customer research endorses this 

approach. Based on the specific customer guidance we have received we plan to 

reduce leakage by a further 1 Ml/d from 21 Ml/d to 20 Mld over the course of the next 

five- year period. This is against a backdrop of an ever-increasing and ageing network 

of pipes.  

We will do this by:

	•	 	Continual improvements to the management and monitoring of our 

network 

The volume of water lost from a leak is the product of the leak flow rate 

and the time taken from initial occurrence to repair. So anything we can do 

to reduce this timescale is important in reducing overall volumes lost. An 

important measure is to sub-divide DMAs into smaller areas and increasing 

the use of sub-DMA level flow meters. This will enable us to be directed more 

quickly to the specific areas where invisible leaks are occurring, cutting our 

leak awareness, detection and repair times, saving water and improving staff 

efficiency. 

	•	 Using the latest technology 

   We constantly evaluate new products and technologies in network data 

monitoring and leakage detection and will invest in these where appropriate. 

As an example, we are now specifying our flow and pressure data loggers 

with half-hourly data transmission (as opposed to the previous standard of 

once-daily). The benefit of this is that we receive near real-time data from 

our network informing us of how the system is operating and alerting us to 

events such as a burst main. Frequency of data and the ability for us to be 

aware of events in our network at the earliest possible stage are identified as 

key advances going forward.  

	•	 Widening our use of pressure management 

   Pressure management is used to eliminate unnecessarily high pressures from 

the network (especially at night), thereby reducing the risk of burst pipes and 

reducing leak volumes. Currently around 20% of properties are under direct 

pressure management. We want to increase this considerably. The benefits 

of this are lower leakage, reduced numbers of leaks and bursts and lower 

operating pressures which extends the life of the assets. 
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Calm, stable networks considerably benefit our customers by reducing the risk 

of unwanted events such as interruption to supply or discolouration. This can 

also be achieved by pump speed control as well as pressure management - this 

is the preferred option if practical and achievable due to the reductions in power 

usage. 

	•	 Increased use of data analytics 

   This is an example of our innovative approach to leakage and is almost 

certainly a ‘first’ within the industry. We currently benefit from very good 

data capture across all of our systems but use of this data can be improved 

further by advanced analytics that are able to amalgamate and evaluate ‘big 

data’ sets and provide new insights into the way assets are performing. We 

have a project of this type currently ongoing around leakage and will use the 

results from it in the near future to improve processes. 

	•	 Targeting mains renewals on those assets with the highest burst rate 

   In cases where networks have a history of repeated leaks and bursts, we 

include the troublesome pipe lengths in our mains renewal programme. 

Although we do not plan to increase our current mains renewal rate 

significantly during the next five years, we will continue to improve our 

ability to target those mains with the poorest performance so as to achieve 

best value form the renewal programme. These renewals will continue to 

be targeted at existing mains with high burst rates. We use our GIS and 

job management systems to identify mains for renewal together with an 

independent assessment for burst modelling, deterioration and renewals 

undertaken by external consultants on our behalf. We are also able to 

benchmark the performance of our network through our involvement in a 

nationwide project where burst data is shared in a single common database. 
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Section 13I – Capital investment 

•	 	Our	asset	management	planning	review	shows	that	there	are	no	significant	

longer-term changes from our current planning outlook and we therefore do 

not expect step changes in asset serviceability performance in the AMP6 period. 

•	 	However,	our	current	rate	of	network	replacement	is	low	and	our	studies	are	

showing that we will need to increase this at some point in the future. 

•	 The	rate	of	physical	deterioration	is	slow,	and	in	the	medium	term,	at	least		 	

 through AMP6, we can maintain stable serviceability through good targeting of  

 interventions and good operational management. 

•	 In	view	of	the	economic	climate	and	pressure	on	bills,	we	will	keep	capital	in			

 AMP6 at a similar amount as that in the AMP5 period. 

•	 Our	customer	research	where	customers	have	expressed	a	desire	to	see	capital		

 investment stability.

•	 	We	therefore	expect	that	future	investment	will	be	similar	to	recent	historic	

investment, with a net capital programme of £50 million over the AMP6 period. 

Introduction 

In developing our business plan we have engaged with our customers who have told 

us that they expect continued ‘business as usual’ activities with a continuing high level 

of service. 

We have grouped what customers have told us in to themes and developed six 

outcomes and associated ‘measures of success’. The process has brought improved 

focus to our planning activities. 

When developing the capital plan, we challenged ourselves to deliver an affordable 

programme of investments and achieve further efficiencies when working with our 

supply chain. We believe that our Capital Plan will enable us to maintain a stable 

service and achieve our desired outcomes, but with an increased emphasis on our 

operational activities to mitigate risk.

Customers have told us that they expect a safe and reliable water supply that will 

not run out in the future. To achieve this we must continue to maintain our assets 



The appointed  
business plan  

Section 13I – 
Wholesale: Capital 

investment 

page 245 of 355

effectively, achieving the optimal balance between asset serviceability and investment. 

We will continue to monitor the condition and performance of our assets and operate 

the system efficiently and effectively. 

For AMP6, the scale of our capital investment programme will be broadly the same as 

AMP5 with an overall spend of £5 million. Over this period we will deliver improved 

efficiency from our investment programme, ensuring that solutions are identified 

which are cost effective and represent the lowest overall total cost. 

Changes to our approach to asset maintenance

We have a relatively small asset base and extensive operational experience of the 

assets. We have therefore developed a detailed knowledge of our assets, their 

operational impact and appropriate risk and failure mitigation measures. 

Our day-to-day approach to asset management is to use this detailed knowledge 

of our asset base; along with an over-arching company risk assessment and a series 

of key performance data which is monitored on a monthly basis to ensure that our 

investment programme is targeted so that we deliver maximum value for money whilst 

maintaining our service with the appropriate level of risk. 

Historically, our close understanding of our assets has meant that we have we have 

been able to make careful investments in our assets to manage risk and service. 

However during AMP5 we have improved our ability to forecast future risk and this has 

given us increased confidence in our internal capital planning process. 



page 246 of 355

The appointed  
business plan 

Section 13I – 
Wholesale: Capital 

investment 

 – The business 
planning process

Capital investment – the business planning 
process 

•	 	Our	asset	management	procedures	are	based	on	in-depth	knowledge	of	our	

assets and on best practice using robust analytical techniques. 

•	 	They	are	designed	to	ensure	that	investment	proposals	are	optimised	to	

maintain stable serviceability and have included a full assessment of risk. 

•	 	We	have	also	considered	timing,	the	impact	on	bills,	and	affordability	when	

arriving at the capital maintenance plan.

Cost-effective investment planning

We use a planning objective based on delivery of a ‘cost-effective level of service’ 

for our maintenance planning. A project is deemed to be cost-effective if it results in 

benefits equal to (or better than) those of alternative solutions and also has a lower 

whole life cost.

Where there is a step change in service, we use a Cost Benefit Analysis (CBA) tool to 

support the identification of options and quantification of scheme specific net present 

values	(NPVs)	of	costs	and	future	benefits.	Having	trialled	the	approach	in	PR09	we	

have adopted it more broadly to assess the cost and benefits of several of elements 

of our plans which include customer metering, critical mains enhancement, the 

environment and leakage improvements. 

We have continued to develop our investment planning risk models and further 

improved our ability to forecast the costs and benefits associated with different 

levels of investment in our infrastructure and non-infrastructure assets. These 

improved models, which we describe later in this section, have brought us a greater 

understanding of the trade-offs between the costs and benefits of the investments 

we make, but we continue to work to implement further improvements and greater 

integration into our operational systems. 
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The cost benefit of AMP proposals

Where possible we have quantified the preferences of our customers in our planning 

forecasts. The results of this modelling are purely economic and therefore we have also 

considered the impact on bills, on affordability, and financeability of the investment 

profile. Our view is that we do not need to make step changes to the service provided 

by our assets. We have used a cost effective objective for the capital maintenance 

elements of our proposals, because the benefits cannot be easily quantified via CBA or 

the investments make sound engineering sense over the whole life of the asset. The 

outcome of our planning process for maintenance investments is therefore considered 

to be, on the whole, consistent with a cost-effective planning objective. By ‘cost-

effective objective’ we mean that we work to find the least cost solution to managing 

asset failure or underperformance risk.

Stakeholder engagement

We have developed an outcomes framework for the business and defined the 

‘measures of success’ and key performance indicators that we will use to monitor the 

achievement of our outcomes. All of the significant investments in our capital plan 

have been mapped to our outcomes framework and our Risk to Service models have 

been improved to reflect measures relating to reliability of service to customers. 

Over the last two years we have engaged with over 1,500 customers to inform our 

business planning activities. Through this we have been able to assign monetary values 

for the acceptability of options for our PR14 investment plans. The key findings for this 

business case were that our customers support a ‘business as usual’ approach and an 

approximately inflationary increase in bills. They are also prepared to pay for a modest 

package of service improvements to reduce the risk of large-scale supply interruption, 

reduce leakage and continue metering. 

In summary, customers’ preferences form the basis of the cost-effective objective 

applied to the capital maintenance proposals. These proposals have been developed 

from appraisal of both historic and projected performance and serviceability and 

from an intimate engineering knowledge of the assets. The key message from our 

customer engagement activities was that there was broad support for a continuation 

of ‘business as usual’ activities and support for modest service improvements. 
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Our proposals are consistent with our long-term strategy with its focus on investing to 

maintain the delivery of a stable service from our non-infrastructure and infrastructure 

assets whilst delivering an affordable service.

Leadership policy and strategy

Our strategic planning covers the following key themes:

•	 Reliability	of	the	water	supply

•	 Drinking	water	quality

•	 Managing	the	demand	for	water

•	 Asset	robustness	and	resilience

•	 Sustainability

•	 Cost	reduction

•	 Corporate	governance

•	 Price	stability

•	 Consistency	and	continuity

Risk management is a key tool in managing the above activities.

Board involvement 

There is Board level commitment for the asset management planning policies and 

strategies developed to deliver on these key principles. 

Our procedures have evolved, and continue to evolve, into current best practice with 

a comprehensive quality assurance system and controls in place. These procedures 

require ownership from appropriate personnel. They are fully integrated into our 

overall company policies and are part of our day-to-day business process, being 

considered and discussed at our regular technical and business meetings. 

Future improvement

We will continue to improve our processes through the development of formal 

documentation and undertaking continuous review and feedback. 

Since PR09 we have assessed ourselves against the PAS55 Asset Management 

Standard and we will review our policies and procedures against the forthcoming 

ISO 55000 Standard for Asset Management when it is available in 2014. ISO 55000 

supercedes PAS55 and in 2014 we will decide whether it is an appropriate standard  

for us. 
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Approach to asset management planning

Risk management 

We have a corporate approach to risk identification and monitoring and review. Key 

asset risks are recorded in the corporate register. 

Our Water Safety Plan records asset risks down to a finer level of detail than the 

corporate register. We describe it further in this section under ‘water quality’.

We believe our strengths lie in our in-depth knowledge of our assets and the 

integration of company functions. These have been achieved through the involvement 

of all the technical, management and operational sectors of the company which have 

been fully involved in the development of our business plan proposals.

Risk models

Throughout AMP5 we have continued to develop our asset management risk models 

to support ‘business as usual’ activities.  

For infrastructure assets we use Geographical Information System (GIS) stored data to 

produce ‘all mains’ hydraulic models along with mains performance cohort and cluster 

models. Together with serviceability information, this provides a risk performance 

model of these assets.

For non-Infrastructure assets we have developed two models to improve our 

understanding of risk to service.

•	 	The	first	is	a	development	of	our	FMEA	(Failure	Modes	and	Effects	Analysis)	

studies from PR09 and is focused on understanding the principal failures 

modes and risks to service of assets at our most critical sites. The model uses 

data from our corporate systems and we have cross referenced the risks 

identified at these sites with the risks identified through our needs driven 

Capital Plan.

•	 	To	complement	the	Capital	Plan	and	FMEA	model	developments,	we	have	

also developed a Risk to Service Forecasting Model (RSFM). This model is used 

to forecast the service risk associated with advancing or deferring capital 

maintenance expenditure and provides an independent method of assessing 

the materiality of the investments we are proposing. 
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The model uses Weibull10 curves calibrated against expected asset lives to estimate the 

probability of service outages to assess the risk associated with the asset base. This 

forecasting model therefore reflects the deterioration of the assets and enables us to 

understand the trade-off between expenditure and service risk. 

The RSFM takes a broad, but shallow view of service risk in terms of the extent 

of assets considered and the failure modes. By comparison, the capital planning 

process also takes a broad view, but is deeper in terms of the consideration of asset 

performance and service delivery. The FMEA studies provide a narrow but deep view 

of the failure modes of some of our most critical assets. We utilise these three key 

components to develop and challenge our capital expenditure plans as illustrated 

below. 

Methods used to develop our capital plan

We use these new risk models to support our business planning process and act as 

valuable checks and balances to validate our plans. 

 

Risk Service 
Forecasting 
model assessing 
total risk and 
envelope of 
expenditure 

Capital Plan 
mapped to 
Outcomes 

Detailed 
assessment of 
service risk at 
key assets using 
FMEA risk to 
service model 

10
 This is a standard statistical probability distribution curve.
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Management structure 

The Water Services section has responsibility for abstractions, treatment, distribution 

and supply (i.e. source to tap) with key personnel roles of Operations Director, Asset 

Manager, Water Quality Manager, Production Manager, Electrical, Instrumentation, 

Control	and	Automation	(EICA)	Manager,	Network	Operations	Manager,	Network	

Technical	Manager	and	Network	Maintenance	Manager.	Wholesale	and	retail	business	

accountability functions have been established since the last price review.

The Water Services Management team comprises the individuals in the roles above, 

who meet regularly to discuss strategic asset management issues including the Water 

Safety Plan, distribution operation, maintenance strategy (DOMS) and the capital 

maintenance programme. The Team meets monthly for a strategic review and weekly 

for operational issues. 

The asset management process 

Our asset management process is led by the Asset Manager and includes quarterly 

Engineering/Operations meetings which highlight and discuss operational problems 

considered to require capital investment. Overall direction is given by the Managing 

Director. In turn the Managing Director reports performance (including non-

trivial failures), outputs, programming and strategy to the Board which has overall 

responsibility. 

Stage 1

A list of improvement and capital maintenance investment schemes are collated from 

risk-informed proposals obtained from Technical and Operational Management which 

are based upon knowledge of specific asset performance and failure consequences. 

This involves the Water Services Team as well as the EICA Manager, IT Manager, 

Corporate	Services	Manager,	Operations	and	Network	Managers	and	supervisors.	

The first iteration of the capital programme is a broadly defined list of schemes 

based on risk judgment. This is then developed into a robust programme through 

further expert review by the management group, site operators and technical groups, 

including review by the Managing Director. Each major item in our capital plan is risk 

assessed and costed from engineering estimates.
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Stage 2

We undertake feasibility assessments on all schemes by reviewing the schemes for 

costs and benefits. The information capture and proposal development includes all 

the technical, management and operational sectors of the company, which ensures 

that integration of company functions is achieved. This stage of the process includes 

optioneering to ensure the best solutions are developed on the basis of whole-life cost 

estimates.

Each scheme or work package will be subject to approval at the appropriate level 

within the business. Our corporate procedures set out requirements for feasibility 

assessment, selection of options, scoping, competitive tendering and delegated 

authority levels, together with a requirement to carry out post-investment reviews.

The business-as-usual processes include rigorous review of the inputs and outputs 

at a number of stages using the expertise of technical, managerial and operational 

staff who are familiar with the performance and serviceability of our assets, thereby 

ensuring reliable outputs. 

Stage 3

Where required to complement our internal processes, we have adopted externally 

facilitated procedures based upon risk assessment and predictive models. These 

methods include levels of challenge for data quality and confidence limits consistent 

with sound asset management principles.

In general, our internal information management processes support our asset planning 

and identify the maintenance needs for the business. It is however, accepted that this 

business-as-usual approach may miss some unusual risks associated with our assets.

•	 Infrastructure assets 

   Using our all mains network modelling package we have carried out a 

review of mains failure of all of our mains on an individual basis. The impact 

on serviceability was assessed and the mitigation activities identified. This 

has highlighted potential critical mains that have a significant serviceability 

impact if they fail.

•	 Non-infrastructure assets 

   We have undertaken detailed ‘risk to service’ studies for our critical sites. The 

studies are a more sophisticated development of the FMEA that supported 
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the PR09 investment and are focused on identifying the principal failure 

modes and failure probabilities. 

   The analysis uses fault trees to estimate customer service risks associated 

with inadequate water quality to customers and insufficient flow leading 

to loss of supply to customers with the probability of failure estimated from 

data drawn from our own mechanical & electrical (M&E) job management 

data. The work has a strong focus on operational mitigation activities and 

has enabled us to identify the key risks associated with the principal failure 

modes at our most critical sites. The outputs from the model have correlated 

well with items from the Capital Plan and have provided fresh insights into 

the risk at critical production assets.

The new RSFM for non-infrastructure assets has been developed for two purposes:

	•	 	To	understand	the	service	changes	associated	with	different	levels	of	

maintenance expenditure

	•	 	To	create	a	benchmark	for	testing	the	materiality	of	our	‘needs’	driven	

‘business as usual’ Capital Plan

The RSFM has been developed from our updated PR09 fixed asset register and the 

outputs from the model are intended to be used to estimate the total envelope of 

capital investment over the next 5 to 10 years. The model is in the first stages of 

development, but will become part of the wider planning process we undertake. In 

this context the model is intended to provide evidence to assess the materiality of the 

maintenance requirements and the size and shape of the investments that may be 

needed to provide the required levels of service. 

The processes used to support the development of the Capital Plan use techniques 

consistent with the Capital Maintenance Planning Common Framework, with 

assessment made of historical expenditure and serviceability and predictions for future 

asset deterioration and performance. These include analysis using cohort, FMEA, 

Weibull curves and risk-based tools. 

Our asset management planning processes are part of our business-as-usual 

operations. Since key staff from all technical, management and operational sectors 

of the company are involved throughout the process, the plans developed are fully 

integrated and holistic. 

The RSFM model provides us with an independent method of estimating the total 
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outline of maintenance budget and the service risk profiles associated with advancing 

and deferring maintenance activities. 

Stage 4

Each year, a budget and programme is developed for the following financial year and 

finalised	through	Board	approval	procedures	each	November.	The	capital	programme	

agreed for a specific AMP period is designed to be dynamic with schemes being added 

to the list or exchanged for others which are cancelled or deferred. All schemes with 

are defined outputs will be constructed unless a review of need determines they are no 

longer necessary. For this price review, all significant capital schemes where there is a 

change in service performance are subjected to a cost benefit analysis.

Asset management process – summary

The key to successful development and delivery of our Capital Plan is the close 

understanding of the performance of our assets and how they contribute to the 

service we deliver. The proposed investments for the five and ten year windows are, on 

the whole, developed from the ‘bottom up’ and mapped to Outcomes. Additionally 

we have taken a closer look at the risks to service associated with our most critical 

assets and this has provided us with confidence that our internal processes are 

identifying high risk assets that require investment. 

Systems

Infrastructure assets

We have systems in place that are applicable to infrastructure assets. These enable us 

to monitor and report on the risks to service in our day-to-day operations.

We have a GIS that holds a spatial record of all of our infrastructure assets and a Job 

Management System (JMS) which records maintenance activities on infrastructure 

assets. Our GIS stores below-ground asset data, such as pipe size, age, material, 

location, bursts, etc. The system links directly with network modelling and with the 

company billing system. The GIS and JMS are linked, thus allowing bursts and other 

events to be linked to specific assets.

Infrastructure investment requirements are exported into an Excel spreadsheet. 

Identified schemes are matched with information relating to the number of failures 
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and the number of customers (including critical customers) at risk, with risk and 

consequence being appraised. Other issues are factored in such as leakage, complaints 

and water quality data. 

This enables us to prioritise investment interventions providing the least cost for 

maximum benefit.

Non-infrastructure assets

Details of our non-infrastructure assets are held on a database package. This system 

holds asset data relating to such issues as test results, operational set points, technical 

drawings, licence information, plant design and performance and maintenance 

information. We have a M&E maintenance system which records maintenance activity 

on the non-infrastructure assets. These are mainly small reactive jobs under operating 

cost budgets.

For non-infrastructure assets, water quality and monitoring and control 

instrumentation provides comprehensive data for monitoring and controlling 

serviceability. Additionally, water sampling protocols monitor key indicator parameters 

which are recorded in the Water Quality Database.

Costs

Our financial system is principally an accounting system and has not been designed to 

facilitate asset management. The costs of interventions have therefore been developed 

in the following ways. 

Infrastructure costs are built up from first principles using rates from the current 

contracted repair and maintenance framework contractor. The intervention costs for 

our distribution mains are based on unit cost data for mains replacement activities. 

Non	infrastructure	costs	are	developed	in	two	ways:

•	 Needs-based investments 

   The intervention costs are based on a detailed appraisal of the specific 

activities proposed. The cost data are engineering estimates of what costs are 

likely to be incurred from these interventions. These comprise historic costs 

for similar work and quotes from contractors for various works. The resulting 

costs are engineers’ estimates. 
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•	 Non-infrastructure RSFM 

    Intervention costs have been based on the MEAV of the asset updated to 

the present value or historical spend if appropriate. The MEAV is considered 

to be the best available source of information where it is necessary to make 

estimates across the whole non-infrastructure asset base. This is because we 

do not generally undertake the volume of investment work. 
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Capital investment – historical performance 

Introduction 

•	 	Our	historic	performance	has	resulted	in	high	levels	of	service	with	relatively	

stable asset performance.

•	 	The	historic	non-infrastructure	asset	investment	has	been	stable	over	the	

preceding AMP periods.

•	 	The	historic	infrastructure	investment	has	been	increased	slowly	over	time	from	

a very low base 20 years ago. There is however, no urgent need to increase it 

significantly in the medium term.

Our capital investment levels have been relatively stable over time although there have 

been significant variations in the make-up of the expenditure. This is explained by:

•	 The	cyclical	nature	of	investment	in	a	relatively	small	asset	base

•	 That	there	was	historically	a	need	for	a	catch	up	of	past	underinvestment

•	 Improvement	was	needed	in	the	service	provided	(see	bullet	points	below)

•	 	In	recent	years	investment	in	metering	to	assist	in	managing	the	water	

demand.

Significant enhancement investments have been to: 

•	 Remove	all	properties	at	risk	of	low	pressure

•	 	Improve	treatment	processes	to	remove	unwanted	pesticides	and	herbicides	

from the water

•	 	Reduce	the	risk	of	loss	of	resource	impacting	service	with	the	construction	of	

a raw storage reservoir at Longham

•	 Improve	resilience	with	enhanced	connectivity	between	sources

•	 Reduce	the	risk	of	cryptosporidium	with	the	installation	of	UV	treatment

There has been a reduced requirement for investment in service enhancement within 

the AMP5 period compared with previous asset management planning periods.

At the same time spending on non-infrastructure capital maintenance has remained 

fairly level, with slowly increasing infrastructure capital expenditure.

The serviceability of our assets has been stable throughout AMP5.
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Our historic spend is shown below.

Historic spend has been falling

Infrastructure assets 

Our distribution network has grown from late Victorian times, with an average age of 

58 years. 

Performance has been good in terms of bursts, leakage, and drinking water quality. 

Investment in maintenance over recent years has been low in terms of percentages 

of the system replaced but serviceability has been maintained. Our modelling has 

indicated for some time that at current rates of renewal the overall serviceability of the 

network will slowly deteriorate in the longer term. 

AMP5 investments to reduce the impact of network failures include:

•	 	Replacement	of	poorly	performing	mains	and	communication	pipes	based	on	

the burst history and the consequences of failure

•	 	Network	changes	to	improve	the	ability	to	isolate	failures	thereby	reducing	

the impact on the customer

•	 Monitoring	and	control	of	pumps	to	reduce	surge	impacts

•	 	Increasing	pressure	reduction	coverage	and	control	to	reduce	pressure	
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•	 Ongoing	operator	training	to	improve	network	intervention	control

•	 	Identification	of	high	risk	networks	requiring	additional	sensitive	

management (eg due to increased risk of discolouration)

•	 	Continued	investment	in	additional	flushing	points	to	reduce	particulate	build	

up in mains.

Serviceability of assets

The performance of our mains network has remained relatively stable since the start 

of AMP2, with the number of bursts per annum having typically ranged between 300 

and 400 bursts per annum. The fluctuation in the number of bursts in each financial 

year is mainly due to natural variation in the performance of the network and this can 

be exacerbated due to stress caused by high and low temperatures, with the frequency 

of these having increased in recent years more extreme weather patterns. 

The graph below illustrates the number of infrastructure failures since 1991.

Number of infrastructure failures per year is stable

The numbers of failures have correlated well with low temperatures in the winter 

season, with this trend having been significant in December and January in the last 

few years. The chart below demonstrates the seasonal impact on network failure.
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Cold weather significantly impacts network failure

Analysis has indicated that our worst performing mains over the winter months are 

small diameter (3 to 5 inch) ferrous mains, typically older cast iron mains.

Length of supply interruption

As well as the total number of failures, network performance also depends upon the 

length of supply interruption and the number of customers impacted by the failure. 

We place a high priority on minimising the disruption for customers by burst mains 

and resultant interruptions to the service and to minimise interruptions to them we 

have invested in our operational response capability, the operational flexibility of the 

network and the risk management of its assets. 

Figure 3 below illustrates the number of interruptions exceeding 12 hours since 1993. 

The spike in 2011 was due to a single main that burst three times in a single year, 

which has now been replaced.
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The graph below shows interruptions failures greater than 12 hours.

Our response to interruptions is excellent

Our infrastructure assets have been, and continue to be assessed as having a stable 

performance. 

BWH-Serviceability-WI.xls

DG3 interruptions>12hr Page 1

Defaults:-
Base Year = 2007 2007 1993
Start Year= 1993 1993
Final Year= 2013 2013

Number of years in series= 21

FD Reference Mean [1]= 6 FBP 3.00 Final Determination rang
FD Reference STDEV [1]= 3 -3.00 15.00 [1]

odelling Reference Mean [2]= 7 12.00 2.00 PLOT(X) PLOT(Y) PLOT(LL) PLOT(UL)
delling Reference STDEV [2]= 5 Data No. Year Interruptions>12hr Year Interruptions>12hr Lower-Limit Upper-Limit

1 ### 14 1993 14 -3.00 15.00
n-Sigma: 3.00 3.00 2 ### 0 1994 0 -3.00 15.00

3 ### 32 1995 32 -3.00 15.00
CUSUM [H]: 4.00 4.00 4 ### 136 1996 136 -3.00 15.00
CUSUM [K]: 0.5 0.50 5 ### 0 1997 0 -3.00 15.00

6 ### 2 1998 2 -3.00 15.00
5-years Regression (Data No.) 10 7 ### 2 1999 2 -3.00 15.00

n 8 8 ### 0 2000 0 -3.00 15.00
X 16044 9 ### 0 2001 0 -3.00 15.00

XX 32176284 10 ### 12 2002 12 -3.00 15.00
Y 35 11 ### 0 2003 0 -3.00 15.00

YY 373 12 ### 0 2004 0 -3.00 15.00
XY 70205 13 ### 0 2005 0 -3.00 15.00

S(XX) 42 14 ### 0 2006 0 -3.00 15.00
S(YY) 219.875 15 ### 12 2007 12 -3.00 15.00
S(XY) 12.5 16 ### 2 2008 2 -3.00 15.00

Gradient (a) = 0.29761905 17 ### 9 2009 9 -3.00 15.00
18 23 ### 23.00 -3.00 15.00 110.00 110.00
19 51 ### 51.00 -3.00 15.00 153.50 153.50
20 3 ### 3.00 -3.00 15.00 149.00 149.00
21 0.00 ### 0.00 -3.00 15.00 141.50 141.50
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Expenditure on infrastructure assets

Our investment in base infrastructure maintenance (in 2012/13 prices) for the previous 

three AMP periods (2000-2015) is shown below. 

Infrastructure renewals expenditure has been rising

Annual investment has ranged from as low as £1.28 million in 2000/01 to as high as 

£3.17m in 2011/12. This is due to the relatively small number of major maintenance 

activities that have been undertaken resulting in fairly variable capital expenditure. Our 

overlying historical trend is that of increasing infrastructure maintenance expenditure 

allowing our serviceability performance to remain relatively stable. 

Summary – infrastructure assets historic analysis 

Our analysis of historical performance has shown that we have maintained our 

levels of performance and service in recent AMP periods based on the following key 

indicators:

•	 We	have	decreased	leakage	by	1Ml/d	over	the	last	three	years	of	reporting.

•	 	Network	failure	performance	has	remained	reasonably	stable,	with	bursts	

having fluctuated slightly above and below a reference level of 350 bursts per 

annum. 
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•	 	The	number	of	customers	affected	by	interruptions	to	supply	lasting	more	

than 12 hours has generally been low. However, in 2010/11, 51 customers 

were affected by such interruptions. This was due to a single main that burst 

three times in one year, which has since been replaced.

•	 	We	have	ensured	that	no	properties	have	been	at	risk	of	low	pressure	for	the	

last eight years. 

•	 	The	number	of	discolouration	customer	contacts	that	we	have	received	has	

decreased since the end of AMP4.

•	 	We	have	been	fully	compliant	for	mean	zonal	iron	compliance	in	five	out	of	

the last seven years.

Increased levels of expenditure over the last three AMP periods have enabled us to 

ensure that our levels of performance and service have not deteriorated. 

The forward-looking analysis section of this business case describes the levels of 

performance and service that we think we can achieve based on selection of an 

optimal intervention strategy. 

Non-infrastructure assets 

We undertake condition grading exercise as part of the planning process that builds 

the capital plan. This is a standardised survey approach that informs us about the 

condition of our non-infrastructure assets. 

Condition grades can be subjective and trends in the condition grade of an asset over 

a period of time may not always fully reveal the maintenance history. The graded 

condition is not necessarily an indicator of the need for maintenance activity or of risk 

to customer service; however, the condition grade data provide an additional source of 

information that can be used to assess the asset base. 

The surveys are referenced against the asset management period in which they are 

conducted and include all assets in the asset base. Surveys referenced as AMP6 were 

undertaken in 2013 to support AMP6 planning. 

Assets are rated as Condition 1-5; Condition 1 being excellent and Condition 5 being 

very poor. The surveys reveal:

•	 	A	general	trend	to	have	a	greater	proportion	of	gross	modern	equivalent	

asset value (GMEAV) in the grades 2 and 3 over the recent AMP periods
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•	 A	slight	increase	in	the	GMEAV	of	assets	in	grade	5	in	AMP5	and	6	surveys

The proportion of GMEAV by condition grade is shown in the following graph.

The condition of non-infrastructure assets is stable
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Serviceability of assets 

The annual trends in sub service indicators for Water Treatment Works and service 

reservoirs has been assessed and the performance of our non-infrastructure assets is 

stable.

Water quality

We have six water treatment works. The above ground assets are dominated by two 

large surface water treatment works of over 100Ml/d treatment capacity (Knapp Mill 

WTW and Alderney WTW). 

The table below shows our water quality performance in relation to the serviceability 

of our assets since 2000.

Historic water quality serviceability values

Asset Type / 
Serviceability 
Measure

WTW 
Coliforms

WTW Turbidity Service 
reservoir 
Coliforms

DWI 
Enforcement 
activities

AMP Year Percentage 
of samples 
failing

% of 
WTW 
where 
turbidity 
95%ile 
is greater 
than or 
equal to 
0.5NTU

Number	
of WTWs 
where 
turbidity 
95%ile 
is greater 
than or 
equal to 
0.5	NTU

% of service 
reservoirs 
having more 
than 5% 
of coliform 
samples 
failing

Number

3 2000 0.00% 0.00% 0 0.00% 0

2001 0.04% 0.00% 0 0.00% 0

2002 0.09% 42.86% 3 0.00% 0

2003 0.16% 33.33% 2 0.00% 0

2004 0.07% 0.00% 0 0.00% 0

4 2005 0.07% 20.00% 1 0.00% 0

2006 0.00% 16.67% 1 0.00% 0

2007 0.07% 16.67% 1 0.00% 0

2008 0.14% 16.67% 1 0.00% 0

2009 0.14% 0.00% 0 0.00% 0
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Asset Type / 
Serviceability 
Measure

WTW 
Coliforms

WTW Turbidity Service 
reservoir 
Coliforms

DWI 
Enforcement 
activities

5 2010 0.32% 0.00% 0 0.00% 0

2011 0.11% 0.00% 0 0.00% 1

2012 0.17% 0.00% 0 0.00% 0

Coliforms

With significant investment in the assets in the 1990’s there was a marked 

improvement in coliform performance of these systems of large assets. However 

over recent years there has been an increased number of coliform detections which 

suggests that there could be a potential increase in risk of failure. We believe this has 

mainly been due to an increasing risk associated with the disinfection process of our 

assets at our Alderney WTW although the turbidity performance of our treatment 

works has been very good in recent years. 

Coliforms detections at all of our water treatments works over time is illustrated below. 

Coliform failures at water treatment works have been increasing
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Cryptosporidium

Alderney WTW receives its raw water supply from either the Stour or the Avon or 

a combination of the two. Early in 2013 concern was raised over a potential link 

between Alderney WTW and a small cluster of cryptosporidiosis cases in Bournemouth. 

At the time of writing there has been no definitive evidence to prove the link, however, 

the case did coincide with a cluster of cryptosporidium detections in the final water. 

The detected levels of oocysts in the final water were not exceptional compared with 

the levels previously encountered and were well below levels found at other sites. 

As a result of this concern, the programme for disinfection improvements already 

planned for Alderney was brought forward, and to reduce the risk from crypto further. 

The additional treatment process of UV disinfection was selected. UV is now widely 

recognised as being effective in rendering cryptosporidium oocysts unviable. The UV 

work is scheduled for substantial completion in the early part of 2014 and work to 

upgrade the chlorine disinfection will be completed in 2014. We are also reviewing our 

risks in relation to filter flows and turbidity monitoring.

The scale and frequency of cryptosporidium detections at Adlams Lane and Knapp 

Mill in the past have been considered to represent a low risk to customers. However 

as part of an overall enhancement and security of disinfection improvement plan, UV 

disinfection is planned for both sites as part of capital maintenance in the PR14 period. 

There is no specific new water quality driver for this, but a requirement to reduce 

the risk from the limited detections that have already been seen by adopting a ‘zero 

viable oocysts’ policy. We are also reviewing our risks in relation to the Badenoch and 

Bouchier reports which set out expert guidance on the management of these risks.

Reservoirs

We carry out regular inspections of all of our potable water storage reservoirs to 

ensure that they are fit for purpose. These tend to be long life concrete structures that 

slowly deteriorate over time. As part of any inspection we assess any potential defects 

and their associated risk to the performance of the asset. We generally carry out 

reactive maintenance in response to the associated risk assessment.

With the proactive risk based maintenance inspection programme along with a 

reactive maintenance we have seen the number of failures from our service reservoirs 

reduce from a few failures in the early 1990s to no failures since 1997. We believe 
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that this is an appropriate and timely method of maintaining our assets to ensure our 

customers receive a safe and reliable water supply that they have told us that they 

expect.

Other assets

Our pumping station plant and equipment is continuously monitored to ensure that 

the pumps and equipment are working efficiently; and where appropriate; due to 

the impact of failure on serviceability have built in standby. Refurbishment of the 

equipment is associated with plant failure and reliability, plant inefficiency or increasing 

risk due to equipment obsolescence. Most capital maintenance expenditure is on a 

reactive basis due to failure of equipment. We review the performance of the plant 

with operational staff to assess where performance has been deteriorating in relation 

to maintenance activity and efficiency. 

We have a number of non-water based assets such as IT systems, vehicle and plant 

fleet, mobile plant and equipment that enable us to work efficiently and effectively 

and that are business critical. 

Technology is increasingly important to ensure we provide an efficient, appropriate and 

prompt service to our customers especially when we have failures. 

Technology has had a significant impact on our efficiency and understanding of our 

operations. These assets are replaced and upgraded when required on a like for like 

basis and assessed on business need and business criticality.  
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Historical expenditure

Our historic expenditure on non-infrastructure maintenance is shown below for the 

last four AMP periods. There is a variable nature of the expenditure on a year by year 

basis although the maintenance expenditure over the AMP period has been relatively 

stable in the last three periods although our asset stock has increased. Our annual 

trends in expenditure are variable because of the relatively small number of major 

maintenance activities we undertake. 

Non-infrastructure maintenance expenditure has been stable
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Other assets

Our pumping station plant and equipment is continuously monitored to ensure that 

the pumps and equipment are working efficiently; and where appropriate; due to 

the impact of failure on serviceability have built in standby. Refurbishment of the 

equipment is associated with plant failure and reliability, plant inefficiency or increasing 

risk due to equipment obsolescence. Most capital maintenance expenditure is on a 

reactive basis due to failure of equipment. We review the performance of the plant 

with operational staff to assess where performance has been deteriorating in relation 

to maintenance activity and efficiency. 

We have a number of non-water based assets such as IT systems, vehicle and plant 

fleet, mobile plant and equipment that enable us to work efficiently and effectively 

and that are business critical. 

Technology is increasingly important to ensure we provide an efficient, appropriate and 

prompt service to our customers especially when we have failures. 

Technology has had a significant impact on our efficiency and understanding of our 

operations. These assets are replaced and upgraded when required on a like for like 

basis and assessed on business need and business criticality.
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Capital investment – Future maintenance 

Introduction

Our asset management planning has revealed that there are no significant changes 

from our current long term planning outlook and that there are no significant expected 

step changes in serviceability performance. 

In the current economic climate customers do not expect prices to rise any more 

than inflation. Customers’ expectation is that service performance is maintained and 

enhanced without significant cost impact.

We therefore expect that future investment will be similar to recent historic 

investment. We have applied cost-effective analysis principles when establishing the 

significant investments in the maintenance capital plan. In doing so, our objective is 

to provide steady or improving service to customers and the environment at minimum 

cost.

We have looked at future capital maintenance investment needs from a ‘business as 

usual’, bottom-up approach and an overall risk assessment undertaken from a ‘top 

down’ approach.  

The capital investment requirement has then been assessed against the requirement 

to ensure that we maintain our current level of serviceability and risk profile and at 

the same time ensure that the investment is best value minimising any impact on 

customers’ bills. 

Infrastructure assets future maintenance expenditure 

The methodology we have used to assess the infrastructure renewal requirement is 

a refinement of the technique used for the PR09 business plan review. Our approach 

to planning the replacement and maintenance of infrastructure assets follows 

the Common Framework, with respect that the approach is forward-looking and 

statistically based. 

We have developed a probability model to establish trends in our asset performance, 

understand the deterioration of our asset base and investigate intervention strategies 

to mitigate the risk of future asset failure. The approach used can be split into two 

distinct parts, these being:

•	 	Data	analysis	to	determine	current	levels	and	historical	trends	in	the	

performance of our network.
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•	 	Development	of	a	forecasting	tool	to	investigate	intervention	strategies	to	

mitigate the risk of future asset failure 

To establish trends in our mains asset performance we have used a cohort 

methodology. This uses material deterioration mechanisms and internal / external 

influences on pipe performance to develop cohorts of pipes that exhibit similar 

performance and follows the stages below.

Stage 1

The Geographical Information System (GIS) mains data base is used to develop cohorts 

of similar pipes comprising the following factors:

•	 Pipe	function

•	 Pipe	material

•	 Pipe	diameter

•	 Pipe	age

•	 Soil	aggressivity

Stage 2

Burst data is used to assess the probability of failure. 

Stage 3

Cluster identification techniques are used to refine the analysis and identify ‘hot spots’ 

where the network is forecast to perform poorly and pipes most likely to burst. This 

cluster-based methodology uses a bespoke tool to analyse our corporate GIS (asset 

base and failure history) in order to identify areas of high asset failure, thus indicating 

the worst performing assets in our system. One hundred and fifty five clusters have 

been identified throughout our distribution system based on the latest five years of 

failure history.

Stage 4

To understand the deterioration of our system, modelling is undertaken to quantify 

the change in performance of our network with time due to deterioration processes 

of materials. This modelling has used multi-variable linear regression to consider the 

association of variables (external weather factors such as temperature and rainfall) with 

burst rate. This modelling has been based on the latest 11 years of failure history. 
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Calibrated deterioration models for asbestos and cast iron pipe have been developed 

from burst data to provide a likely level of impact if no investment was undertaken and 

what level is required to maintain the same level of burst performance. The rates of 

asset deterioration are broadly in line with our submission for PR09.

The performance of our system has been characterised using both the cohort and 

cluster methodologies to establish the worst performing assets in our system.

Stage 5

The pipes are also assessed in terms of their impact on service in terms of numbers 

and types of customers affected by failure, drinking water quality and pressure, to give 

a ranking for investment purposes. This is then cross referenced using local network 

knowledge to help validate the calibration.

Stage 6

A forecasting tool is used to predict the service and cost implications of intervention 

strategies for mains (see here for more information). The tool operates at a pipe 

level and uses established trends in the performance of our system (burst rate) and 

deterioration of our system (deterioration rate) to forecast operational maintenance. 

. In addition, the tool uses unit costs of replacement to forecast capital maintenance 

requirements and consequence data to forecast the impact of interventions on 

outcome measures over a defined planning horizon. The tool enables the optimisation 

of strategies by applying the following limits:

•	 	Threshold	burst	rate	(number/km/year)	–	the	level	of	pipe	performance	

(burst rate) that triggers pipe replacement in any given year of the planning 

horizon.

•	 	Maximum	annual	pipe	replacement	rate	(metres	per	year)	–	the	maximum	

total length of pipe replaced in any one year of the planning horizon.

•	 	Maximum	annual	replacement	cost	(£	per	year)	–	the	maximum	total	cost	of	

pipe replaced in any one year of the planning horizon.

Infrastructure assets – is the future different from the past?

We have been increasing our infrastructure investment in real terms over time albeit 

from a very low base and at PR09 we anticipated an increase in capital expenditure 

during the 2015-2020 period compared with 2010-2015. 
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Our infrastructure intervention option is based upon a requirement to counteract 

increasing failure rates because of deteriorating mains condition. Mains renewal will be 

targeted on hot spots of asset failure by targeting the worst performing pipes in our 

system.

Mains replacement

Using the forecasting tool to predict the service and cost implications of intervention 

strategies for mains we analysed a number of different replacement strategies as 

shown in the table below. 

Replacement strategies analysed

Strategy 
Number

Limit: 
Threshold 
Burst Rate

Limit: 
Maximum 
Replacement 
Length (km)

Limit: 
Maximum 
Replacement 
Cost (£m)

Comments

1 0.2 - 0 No	replacement	to	forecast	
the unmitigated risk of 
pipe deterioration

2 0.2 - 150 Unrestrained replacement 
to allow all pipes with 
an inadequate level 
of performance to be 
replaced

3 - Various Various Replacement to maintain a 
stable level of performance

4 0.2 12 - Replacement to represent 
an annual mains renewal 
rate similar to that 
presented in the FBP for 
PR09

5 0.2 13 - Replacement to represent 
an increased annual 
mains renewal rate of 
approximately 0.43%

6 0.2 14 - Replacement to represent 
an increased annual 
mains renewal rate of 
approximately 0.51%

Potential investment options:

•	 Zero replacement 

  This option would result in a rising failure rate with a doubling of the failure rate 

over a 25 year period.
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Mains failure rate increases with no mains renewal investment

Customer contacts will be significant with 0km per year mains replacement

•	 Maintaining replacement at current levels (12km per year) 

  Analysis indicates that failure rates will slowly rise over time and the investment 

is insufficient over the longer term to maintain the current network performance. 

This scenario, as illustrated in Figure 6, shows that the current replacement level of 

approximately 0.43% of the network annually would be insufficient to prevent the 

burst rate from increasing. Over the 25 year period, the burst rate could 

  Likewise, we predict increases in both contacts about the service and numbers of 

properties affected by interruptions of nearly 50% . This is illustrated in Figure 7.

  In terms of managing the service, the risk of service failure is increasing over time 

and therefore the future is likely to be different from the past with increasing 

investment required.
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Current investment rates will not prevent failure rates increasing

Summary Data

Replacement Cost £37,384,971
Total Predicted No. Bursts 11,275
Total Predicted Cost from Bursts £13,008,884
Total Length replaced (m) 300,000
Overall Average Burst Rate 0.158
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Customer contacts will increase if we continue with 12km per year mains 

replacement

Summary Data

Predicted No. Contacts (Total) 16,180
Predicted No. Contacts (Per Annum) 647
Predicted No. Properties Affected (Total) 281,883
Predicted No. Properties Affected (Per Annum) 11,275
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•	 Replacing	between	24-28km	per	year 

 Over a 25 year period the failure rate would stabilise

Increased investment rates will reduce failure rates

Summary Data

Replacement Cost £73,506,644
Total Predicted No. Bursts 10,150
Total Predicted Cost from Bursts £11,710,599
Total Length replaced (m) 600,000
Overall Average Burst Rate 0.143
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Customer contacts will stabilise if we continue with 24km per year mains 

replacement

Summary Data

Predicted No. Contacts (Total) 14,698
Predicted No. Contacts (Per Annum) 588
Predicted No. Properties Affected (Total) 253,751
Predicted No. Properties Affected (Per Annum) 10,150
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Preferred replacement option

In view of the slow rate of deterioration and the effect of the current economic 

climate on affordability, we do not believe it is necessary to significantly increase 

the investment at the present time. It is more appropriate to slowly increase the 

replacement rate over time with a targeted focus on the poorest performing parts 

of the network while continuing to improve both our understanding of trends in 

performance and our ability to manage them through better targeting of investment.

We propose a small increase in activity during the AMP6 period (from replacing  

12km of mains a year to replacing 13km per year), followed by a further increase in 

the AMP7 period.

Full details of the analysis are provided via this link

Flushing points

We are currently installing flushing points at ends of mains and adjacent to closed 

valves to allow for flushing of the network and preventing build-up of particulate 

matter, therefore reducing the risk of discolouration which is inline with our DOMS 

strategy. 

This was allowed for in PR09 and at the time the programme assumed the works 

would be carried out over a 10 year period. We have therefore assumed that the 

remainder of the installations will be installed in the AMP6 period. 
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Minor network improvements

We put in place many years ago a small ongoing programme of improving the 

operational flexibility of our distribution network. This has included progressively 

removing dead-legs, and additional isolation valves to reduce the number of customers 

affected by events such as burst water mains.

Communication pipes

Galvanised iron communication pipes are replaced on failure, or when associated 

mains are replaced, or where there are issues of water quality arising from 

communication pipe breakdown. 

Overall replacement levels are at a level that meets the current deterioration rate so 

that failures are not increasing therefore no investment above current levels is required.

Summary – infrastructure assets

We propose a marginally increased mains renewal rate of 13km per annum (compared 

to 12km per annum in AMP5). This expenditure will contribute towards our outcome 

of a safe and reliable supply of water. 

We consider that our proposals represent a reasonable and realistic scenario. 

Historically, we have had the lowest renewal rates of all companies in the industry, 

which has been clearly well short of the levels of activity needed to achieve asset 

sustainability for the industry as a whole. Our own studies are telling us that we need 

to increase investment in infrastructure over the longer term if we are to maintain a 

stable network performance. This step up in activity has been deferred beyond the 

AMP6 period in order to minimise upward pressure on prices.

In our previous PR09 business plan, we increased this renewal rate to 0.43% per 

annum and the proposals in this business case represent a further increase of 0.05% 

per annum, to a renewal rate of 0.48% per annum from AMP6 onwards. 

While estimates of future performance and levels of service suggest that this level 

of renewal may not be enough to maintain stable infrastructure performance and 

serviceability in the longer term, it is considered that by effective targeting of mains 

renewal (further refining a cluster-based approach) and through efficient operational 

activities we will be able to mitigate risks and ensure stable infrastructure serviceability. 

The result lends support to our conclusion that the analytical and predictive methods 

used have provided a realistic forward-looking proposal.
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Capital investment – non-infrastructure assets future 
maintenance expenditure 

We have applied cost-effective analysis principles when establishing the significant 

investments in the non-infrastructure maintenance capital plan. In doing so, our 

objective is to provide steady or improving service to customers and the environment 

at minimum cost. 

The development of the investment plan used both a bottom up and top down 

approach to assess the appropriateness of our current expenditure and scale of the 

future investment needs. 

To help us forecast future service levels associated with different levels of expenditure 

we have developed a model that uses quantitative risk-based techniques to help 

us understand the service risks associated with advancing or deferring investments. 

We believe that it has provided useful information to confirm the materiality of our 

planned investments and the total risk associated with different maintenance regimes. 

We plan to continue to develop and improve our ability to forecast risk and service 

associated with investments. 

Current non-infrastructure asset risk performance

We have carried out an assessment of selected critical assets using fault and event 

tree analysis to define the principle modes of failure. Fault and event tree analysis is a 

structured method of assessing the probability and consequence of failure of an asset 

and therefore the impact on service to a customer. 

The diagram below illustrates a fault tree for a loss of supply due to an intake pump 

failure. 
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We use fault trees to assess the probability of failure

Filtration
Inadequate WQ No.

No.

No.

No.

No.

No.

No.

No.

No.
No.

No. No.

No.

No.

No.

No.

CG

CG

CG

CG

CG

CG

CG

CG

CG

CG

CG

CG

CG

CG

CG

CG

FIWQ 02 
Microbiological failure 

OR 

FIWQ03 
Chemical contamination 

FIWQ01 
Appearance of animacules in slow 

sand filtered water 

Chironomid larvae present 

SSF overskimming leading to 
insufficient bed depth 

Crypto oocysts occurring in raw water 
source 

AND 

Insufficient bed depth in SSF 

Deliberate 

Accidental 

OR 

FIWQ04 
Overloading of SSF giving high 

turbidity (>1NTU) 

AND 

Excessive raw water turbidity 
overloading RGF 

Inadequate WQ in slow sand filtered 
water 

FIWQ05 
Water quality control  system failure 

Colour monitor 

Turbidimeter 

OR 

FIWQ06 
Depleted bed 

The contingent actions were reviewed followed by consequence modelling to give 

consequential cost of a failure. Contingent actions are operational interactions to 

prevent an asset failure leading to one or more customers experiencing service failures. 

Principal failure modes were defined from the fault trees and combined with a 

consequence model to complete a risk of service failure calculation. 
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Risk values

Using the steps above the annual risk value of the impact of a service failure for each 

site was calculated. This value provides a snap shot of the value of failure risk at the 

current time frame and was used to compare the risk value assessment of our critical 

assets in 2007/08. 

The graph below shows the cost of risks identified at each of our key treatment works 

and identifies that there has been a small risk reduction at our critical water treatment 

works from 2007/08 to 2012/13. This shows that over the AMP5 period we have 

maintained our risk profile at our critical sites.

Risk of failure mode occurrence has fallen slightly

The next graph illustrates the same risks but by process rather than by site, and shows 

with the exception of disinfection, a slight overall risk reduction in our critical asset 

types from 2007/08 to 2012/13. As with the above graph this again shows that over 

the AMP5 period we have broadly maintained our risk profile at our critical sites. To 

mitigate the increasing risk of disinfection failure we are currently investing in UV 

technology at our Alderney water treatment works, and intend to install the same 

technology at our Knapp Mill works before March 2015.
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Risk of failure has remained stable across the asset types 

 

When combined with the serviceability data this would suggest that the current asset 

investment and management is appropriate to ensure serviceability is maintained and 

risk level is appropriate.

The residual risk to service for sites was examined and contrasted to the ‘needs’ based 

interventions we have developed and we found there was good correlation between 

most significant residual risks and line items in our capital plan. The analysis has 

provided a useful cross check on elements of our capital plan giving us confidence that 

we are capturing and targeting maintenance at our most critical and riskiest assets. 
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Non-infrastructure assets – is the future different from the 
past?

We are a small water only company that has a relatively small number of large assets.  

When these assets fail they have a significant impact on the performance provided to 

the customer such that we cannot allow serious failure to occur. 

For these assets we must take a risk-averse approach alongside a proactive investment 

policy. The small number of assets also results in a cyclical nature of investment with 

significant peaks and troughs over the five-year cycle and between AMP periods. 

Therefore the future capital maintenance needs may be significantly different than the 

past due to the cyclic nature of our investment profile.

We have analysed our capital maintenance expenditure requirement in two ways as 

detailed below.

Risk to service forecasting (RSFM) approach

Our forecasts of future service are based on the total risk of a customer experiencing a 

supply interruption as a result of non-infrastructure asset failure. 

Our RSFM model has been calibrated to take into account the maintenance activities 

that we have undertaken over the last AMP periods. The model forecasts total risk 

to service, which is the risk associated with our assets excluding any risk mitigation 

that may be possible through reactive operational activities. It builds on our previous 

approach. 

The forecast excludes our ability to operationally mitigate risk with contingent actions 

and thus describes our total system risk from the assets included in the model. The 

asset base modelled includes short, medium and long life assets for which we have 

used Weibull curves to estimate the probability of failure with an associated set of 

asset maintenance intervention options.
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Example of typical Weibull probability failure curve for asset with 10-year 

asset life

Potential investment options

If we took no proactive maintenance intervention during AMP6 the risk profile of non-

infrastructure assets would significantly increase, as shown in the graph below. This 

shows how the risk of outage increases over time.

Risk of outage increases if no proactive investment
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It is important to consider that not undertaking any proactive expenditure is unrealistic, 

because the service delivery would be unlikely to meet our statutory obligations. 

We therefore modelled a scenario which estimated the expenditure required to 

maintain our total risk at current levels. The results are shown below. 

Risk of outage is stable with non-infrastrucutre investment at £7.8m a year

The forecast of service risk is slightly uneven where more significant maintenance 

activities are forecast. Increases in risk are the result of the probability of asset failure 

increasing as assets are forecast to deteriorate. Decreases in risk are the result of 

maintenance expenditure on assets that is triggered by the asset failure probability 

forecast reaching a maintenance threshold. 

The forecast expenditure associated with the profile is estimated below and is based 

on broad assumptions associated with the MEAV of the assets. As discussed above, 

the expenditure profiles are uneven because they are driven by the probability of 

asset failure exceeding a threshold in a particular year. In practice, we can even out 

the investment because these are based on probabilities and individual assets can be 

monitored for trends and actual performance. 

We need to spend £7.8m a year to maintain stable risk
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The annual average maintenance associated with maintaining the current total risk 

position is £7.827 million which is a total of £39.135 million over a five-year AMP 

cycle. 

Option analysis 

We used our RSFM to investigate the relationship between total risk and proactive 

maintenance. We have run the model to simulate a number of maintenance thresholds 

to represent different proactive maintenance policies. The results of the analysis are 

plotted below.

The graph below show the modelled relationship between planned maintenance  

non-infrastructure expenditure and customer service risk.

We need to spend between £7.5-£8m a year to maintain stable service

The	‘X’	axis	shows	the	average	annual	MNI	expenditure	over	a	ten	year	forecast	from	

2015 to 2025. The forecast of the average total service for the period is plotted on the 

‘Y’ axis with the region of approximately stable service expenditure illustrated by the 

blue shaded area.

The total service risk is forecast in terms of the annual average outage hours risk per 

customer served and describes the total service risk. It excludes any risk mitigation 

activities that may be delivered by reactive operational activities. 
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A sensitivity analysis was also used to investigate the uncertainties in the RSFM. 

The key parameters in this model that affect the cost and probability forecasts were 

modelled using the replacement thresholds that model stable service. The ranges of 

the key ‘characteristic life’ and ‘cost’ functions were set at plus and minus 10% of our 

best estimated values. 

Sensitivity parameters used for the various scenarios are shown in the table below.

Sensitivity parameters

Sensitivity parameters Years 2015 to 2025

Characteristic 
Life

Expenditure Estimated 
5 year 

expenditure 
(1,000s)

Average 
outage 

hours per 
population 

per year

Average 
outage 
hours 

per 1,000 
population 

per year

Best  
Estimate

0% 0% £39,135 0.0083 8.324

Scenario 1 10% 10% £40,075 0.0085 8.539

Scenario 2 -10% -10% £35,528 0.0092 9.204

Scenario 3 -10% 10% £43,335 0.0092 9.204

Scenario 4 10% -10% £32,855 0.0085 8.539

Scenario 5 10% 0% £36,465 0.0085 8.539

Scenario 6 0% 10% £43,009 0.0083 8.324

Scenario 7 -10% 0% £39,432 0.0092 9.204

Scenario 8 0% -10% £35,261 0.0083 8.324
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Our best modelled estimate is within the bounds of uncertainty

Bottom up investment approach

The bottom up approach is an extension of our current yearly budgeting and 

investment planning process which reviews the current level of asset service and 

performance and develops a scheme by scheme investment model to review the 

investment needs, taking into account feedback from maintenance records and 

performance data as well as expert judgement. 

The bottom up approach was calibrated against the top down approach. The total 

investment was assessed against the overall requirement to minimise bill impacts but 

maintain our asset performance risk profile. 

Due to some changes in our AMP5 expenditure (following an assessment of 

cryptosporidium risk resulting in higher maintenance expenditure than originally 

anticipated) the bottom up ‘business as usual’ assessment suggests that the non- 

infrastructure capital investment in AMP6 will be similar to that invested in the AMP5 

period although the mix of investment will be different.

The following sections describe areas where expenditure is expected to increase 

compared with the AMP5 period.
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Mechanical and electrical (M&E) plant

We made significant M&E investment in new plant and equipment during the period 

1990 – 2000 some of which is coming to the end of its life and is no longer supported 

by suppliers. This has increased both the risk of failure and replacement cost. Much of 

this plant will need to be replaced before 2020.

Meter replacement

An economic assessment of household meters replacement frequency was made for 

PR09 which concluded that the optimum replacement time is after 16 years of service 

This analysis is based on a balance of the cost of replacement against lost revenue 

from ageing meters which under record. 

We implemented a household meter replacement policy during the AMP5 period 

based upon this business case. The stock of meters has been increasing steadily since 

the late 1990s and the number of meters to be replaced at the end of their useful 

life is also therefore increasing. We plan to continue to replace them after 16 years of 

service on average. 

Sludge disposal

Our current sludge disposal at both our Knapp Mill WTW and Alderney WTW 

represents a pollution risk and is not sustainable in the long run. Additional investment 

will need to be made in this area.

Water quality

We have recognised a significant change in risk associated with cryptosporidium in 

the raw water and the effectiveness of the treatment process at our two main surface 

water treatment sites at Knapp Mill and Alderney. The result is that we are investing 

significantly in UV treatment that was not anticipated at PR09. This will result in a 

larger investment in AMP5 than assumed at the FD and a reprioritisation of investment 

needs. Some investment originally to be undertaken in AMP5 will be deferred until the 

AMP6 period although all work on the UV projects will be completed in AMP5. 

Reservoir safety

In recent years the approach to reservoir safety has been that those structures storing 

more than 25,000 m3 above the natural ground level should be subject to special 
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surveillance. We own and operate assets which are managed in this way as well 

as a number of smaller reservoirs which have a similar assessment regime. We are 

aware of recent changes in approach from Defra whereby a more risk based analysis 

has been determined to be more appropriate. We believe that we fully comply with 

the requirements of the legislation, and will continue to do so. Apart from routine 

maintenance, we have not found it necessary to allocate any significant funds to 

reservoir improvement works during the AMP 6 period.

Our large raised reservoirs are subject to surveillance by an authorised Panel Engineer 

and are inspected at the appropriate frequencies by an authorised Inspecting Engineer.

Non-infrastructure capital spend uncertainty

We have used Monte Carlo11 simulation methods to assess and quantify the 

uncertainties in the capital plan. 

Timing of planned investments or discount rates were not considered. 

Cost estimates were used as the inputs and a distribution was defined for each value. 

This distribution is a truncated version of the normal distribution and had the following 

inputs set:

•	 The	best	estimate:	our	best	estimate

•	 Minimum:	50%	of	the	best	estimate

•	 Maximum:	150%	of	the	best	estimate

The results from the simulation for the AMP6 programme are shown below. 

11
  A Monte Carlo simulation is a computational method that relies on repeated random sampling to obtain 
numerical results
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Non-infrastructure maintenance from a BAU approach needs to be £28.5m 

over five years

Using a bottom up approach our current best estimate for the non-infrastructure 

maintenance expenditure is around £28.5 million over the five-year period with a 

lower and upper range of £26.0 million – £30.0 million.
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Summary – future maintenance non-infrastructure assets

Our RSFM forward looking analysis identifies a higher average level of proactive 

maintenance than we have identified in our bottom up investment approach. 

However there are differences between the two methods we have used.

Our risk service failure modelling is not currently able to fully quantify and take into 

account our ability to operationally mitigate the total risk position or the complex 

trade-offs between capital and operational components of total expenditure. The 

analysis of reactive jobs suggests that our operational staff can mitigate the supply 

interruption risks of about 20% to 30% of the total reactive maintenance activities we 

experience on mechanical and electrical assets. 

The bottom-up approach reflects our knowledge of maintaining and operating our 

assets and consequently the budget informally reflects our ability to maintain service 

with good operational responses. 

On this basis, we expect our RSFM modelling to create higher estimates of proactive 

investments than we derive through our bottom up approach. However, the modelling 

provides us with useful information to challenge the bottom up capital plan. 

The interventions we develop through our capital planning process enable us to be 

reactive to the needs of individual assets and the associated performance and service 

risks in a way that cannot be modelled. The capital planning process allows us to 

budget and deliver integrated and bespoke risk management solutions which cannot 

be replicated in service risk modelling tools.

Taking into account the risk service failure modelling, the detailed fault and event tree 

risk profiling at our most critical sites, and the needs driven investments in the capital 

plan, we believe that a proposed proactive maintenance budget of approximately 

£28,500k over AMP6 will enable us to continue to deliver good levels of service and 

meet the outcomes we have promised. 

However, forecasts from our RSFM suggest that a slightly higher level of proactive 

maintenance expenditure may be required to maintain the total service risk associated 

with our assets at a constant level. These findings suggest that although we are 

confident we can maintain serviceability over AMP6 with the interventions described 

in our bottom up capital plan, we are likely to become more reliant on the operational 

knowledge of our assets and ability to reactively mitigate risks with operational 

activities. 
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Capital investment – enhancement, quality, 
growth and metering 

Historic expenditure 

•	 	We	have	seen	a	significant	reduction	in	enhancement	expenditure	in	the	AMP5	

period.

•	 	We	will	continue	to	invest	in	metering	households	to	ensure	a	continuing	

downward trend in water demand. We are targeting to have over 90% of our 

households metered by the end of 2025.

•	 	We	plan	minor	enhancements	to	our	distribution	network	where	there	

are benefits to customers, such as through pressure management or local 

configuration improvements. 

•	 	We	plan	only	one	significant	risk	reduction	project	–	to	reduce	the	risk	of	

outage for 12,000 customers that would be caused by trunk main failure – 

and customers support it. It will always be possible to further reduce risk by 

investing but the overall risk profile is considered acceptable for at least the 

AMP6 period, especially when taking into account affordability.

The following graph illustrates expenditure on non-maintenance activities since 1995. 

In the AMP5 period there has been a significant reduction expenditure than in previous 

AMP periods although the amount spent on new development has remained fairly 

constant.
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Existing enhancements expenditure has fallen significantly

Demand growth and metering

In the late 1990s we commenced a programme of installing household meters on 

change of ownership and encouraging customers to choose to install a free meter 

(‘meter option’) This was to manage the unsustainable water demand growth 

particularly during the summer peak. 

As illustrated below this metering strategy has significantly reduced the peak demand 

and the overall demand even though the number of customers has increased over 

the same period. This has improved the reliability of the overall supply position and 

reduced the environmental stress on our sources at periods of low flow. 

We expect to have a total meter penetration of around 66% of our household 

customers at the end of AMP5 period.

3.1 

7.4 

4.0 5.0 
6.6 

5.5 

1.4 

1.7 0.2 

5.1 1.6 1.0 

0.9 1.2 

6.6 
7.1 7.5 

4.339 4.915 

4.7 6.8 

3.7 

0.2 

0.7 

10.8 

5.0 

0 

5 

10 

15 

20 

25 

30 

35 

40 

AMP2 AMP3 AMP4 AMP5 AMP6 

Ex
pe

nd
itu

re
 £

M
 

AMP Period 

Expenditure by AMP Period in 12/13 Prices 

Security of Supply 

Growth 

New Development 

Enhanced Levels of  Service 

Quality Enhancement  

Free Meter "selective and optants" 



page 295 of 355

The appointed  
business plan 

Section 13I – 
Wholesale: Capital 

investment 

– Enhancement, 
quality, growth  
and metering

Metering strategy has reduced peak and overall demand

Resilience

We have improved the resilience, security and service performance of our treatment 

system and network over the years through putting in place various schemes. The 

completion of the Longham Raw Water Reservoirs scheme is one of the many projects 

we have undertaken to achieve these objectives. 

This scheme was developed over a number of AMP periods with the majority of the 

expenditure in the AMP3 and AMP4 periods. Its completion is a significant factor in 

the reducing expenditure from AMP5 onward.

Historic analysis has shown that the network includes a number of single feed supply 

areas which could significantly impact relatively large number of properties if they fail – 

this is because there is no alternative supply available.

Using our ‘all mains network modelling’, we therefore assessed the impact of the loss 

of all critical trunk mains and in doing so identified the groups of customers most at 

risk of a service failure. Following this assessment we constructed a new trunk main 

supply to Verwood, a rapidly growing town with only one original supply feed.
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In the PR09 business plan we proposed a link between our two main surface water 

treatment works in order to improve operational flexibility and resilience.  This project 

was not funded at the PR09 price review, however we continued to recognise that 

increased operational flexibility and network resilience is required to maintain a secure 

and continuous water supply to customers. Wessex Water has an existing 700mm 

diameter main that runs across our area of supply. Originally laid as part of Wessex’s 

Blashford source development, the pipeline has recently been under-utilised because 

Wessex Water has made much less use of its Blashford source. We and Wessex Water 

are working together to develop a scheme to allow the main to be used for the benefit 

of both parties, providing enhanced emergency resilience for both companies. The 

addition of inter-connections, control and monitoring will enable both parties to supply 

each other, thereby providing significant outage risk reduction and bringing benefit 

to both companies’ customers at relatively low cost by utilising an existing asset.  The 

final agreement relating to this project was signed in July 2013 and construction of the 

required assets is now being undertaken as a collaborative effort. The scheme should 

be complete in 2014 thereby providing an increase in service and reduction in risk. 

The 700mm pipeline also provides a strong link between our Knapp Mill and Alderney 

WTWs. This allows the transfer of up to 15Ml/d between our two main sources. 
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Quality, environment and security

We have never needed to undertake a large quality or environmental improvement 

programme due to there being no assessed need. 

There have been no significant quality investment drivers in our mains network. 

Between AMP2 and AMP5, the main drivers for investment were related to: 

•	 Removal	of	pesticides	in	the	water	treatment	process

•	 	Investment	associated	with	reduction	in	abstraction	at	a	borehole	works	to	

reduce the environmental impact on a local river 

•	 	Improvements	to	security	of	our	assets	to	be	in	compliance	with	the	Security	

Emergency Measures Directive

•	 	Risk	reduction	of	cryptosporidium	at	the	Woodgreen	WTW	with	the	

installation of a UV treatment process 

Customer service

We have improved our customer service such that we are a leading company across 

the SIM service measures. We have done this as part of our ‘business as usual’ 

operation and there was no specific additional capital investment in the AMP5 period 

associated with improving the service to customers. 

Climate change

We currently have not needed to make any significant investment to mitigate climate 

change risks, but are constantly reviewing and considering the longer-term needs in 

our ‘business as usual’ planning activities.

New development

New	development	is	outside	our	control	and	is	driven	primarily	by	the	economic	

climate with investment in new housing. Due to the financial down turn in 2008 the 

number of new properties in the AMP5 period has been lower than predicted in the 

PR09 business plan. There are some signs currently that the housing market is starting 

to improve. 
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Enhancement, Quality, Growth and Metering – is the 
future different?

The current forward review of risks suggest that there is no new significant risks or 

obligations requiring significant capital investment 

Metering

We have been installing optional meters since 1997 and installing meters on change of 

occupier since 2000. This has formed the key component of our longer-term strategy 

to manage demand. 

Customers have told us that we should meter all our customers because it is the fairest 

way of charging, and that water scarcity and supply management are a concern. 

We have carried out a cost-benefit appraisal using the methodology developed by 

UKWIR as part of the ‘smart metering – making a case’ project (see here for more 

information). The following options were considered:

•	 Continue	meter	options	only	(base	case)

•	 	Continue	present	policy	of	meter	options	and	installing	a	meter	on	change	of	

property ownership (option 1)

•	 Compulsory	meter	all	remaining	properties	(option	2)

•	 Install	meters	on	all	properties	giving	customers	choice	of	use	(option	4)

•	 Use	an	automatic	meter	reading	(AMR)	technology	(option	3)

The	NPV	of	the	above	metering	options	can	be	positive	or	negative.	If	the	NPV	is	

positive, this means that the chosen metering option brings about a net benefit 

over	forty	years	when	compared	to	the	alternative	(base-line).	However,	if	the	NPV	is	

negative, this indicates that the incremental costs of the metering option outweigh the 

incremental benefits and that the alternative would be preferable.
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The	figure	below	shows	the	NPV	of	each	option	considered	in	the	model.

Metering is cost beneficial

 
Positive	NPV	is	obtained	for	Options	1,	2	and	4	indicating	that	they	are	all	cost	

beneficial over the 40 year time horizon. 

The most cost-beneficial metering policy would be a systematic, compulsory metering 

programme. However, we do not currently fall within a water scarce area that would 

enable us to seek the necessary power to compulsorily meter customers, therefore this 

option is not feasible. 

The other policies all have similar cost-benefit ratios except for AMR which was shown 

to be significantly less beneficial and therefore was discounted.

To ensure the optimal solution, the most appropriate policy is considered to be to 

install meters in all remaining unmetered households where cost efficient, over a 

10-year period. The assumption made in the cost-benefit analysis is that 70% of the 

remaining properties would be billed on an installed meter. 

We will read all meters and provide usage information to all customers where a meter 

is fitted, even if the customer chooses to continue with unmetered charges. 
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Leakage

Although customers suggested they were concerned that the overall level of leakage 

seemed high; to significantly reduce leakage by investing in new or refurbished 

infrastructure would require us to increase investment in mains renewals significantly 

above the historic expenditure and that currently proposed in the short term future 

expenditure. 

No	appetite	was	expressed	by	customers	to	increase	the	investment	to	the	level	

required to achieve a major change in leakage performance by investing in in more 

mains renewals. However, customers did express a willingness to pay a modest amount 

on their bill for reducing leakage, and as a result we propose to reduce leakage by 5% 

from our 2014/15 target of 21 Ml/d to 20 Ml/d by March 2020.

There is no proposed additional capital expenditure to reduce leakage. The reduction 

will be achieved through increased operating costs.

Network resilience

Our customers value continuity of supply and feedback suggested that this was a 

significant concern in terms of resource scarcity and asset performance. 

As part of our asset risk assessment, we carried out a critical mains failure assessment 

using our network modelling package. The impact and mitigation of single feed mains 

failures was assessed. 

This highlighted a number of areas where there is only a single feed and the loss of 

the main cannot be mitigated. A cost benefit analysis was undertaken to assess the 

benefits of additional network investment which has led to the proposal for one 

significant mains reinforcement which is currently fed by a single 27-inch trunk mains. 

There were other candidate projects but based on feedback from customers, we could 

not justify further investment at this time.

The cost benefit analysis uses customer willingness to pay which has been determined 

from the price elasticity model. Below we show the price elasticity curves showing 

customer willingness to pay for reducing supply interruptions. 

The price elasticity curves were modelled to determine the customer willingness to 

pay for various options. At each price point along the x axis there is a corresponding 

percentage of customers (on the y axis) that find that price for the option acceptable. 
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For the purpose of analysing WTP we define an option as acceptable if 75% of 

customers are willing to pay for the option at the expected price point for delivering 

the option.

Price elasticity for reduction in supply interruptions to 12,000 properties 

The graph shows that 75% of customers will pay £1.80 for a reduction in supply 

interruptions

Price point % of customers Comment

£0 100 The option is acceptable to all customers

£1.20 80 80% of customers would pay £1.20

£1.80 75 75% of customers would pay £1.80

The cost-benefit analysis has been carried out by calculating the annualised whole life 

costs and benefits and comparing these to determine the benefit cost ratio. Costs and 

benefits are discounted to Present Values (PV’s) using the company Weighted Average 

Cost of Capital (WACC) of 4.5% for capital expenditure and HM Treasury’s Green 

Book value of 3.5% for all other costs and benefits. 

The cost-benefit-ratio is 1.97. 

Security and emergency planning

Expenditure on maintaining and enhancing the security of assets and ensuring 

adequate emergency preparedness is likely to be about maintaining and providing 

minor improvements on our existing assets. The one area of potential increased 

expenditure is on improving our vulnerability to cyber-attack. There is significant 
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uncertainty in this area in both timing and cost but relative to the overall capital plan 

any funding risk is considered to be small.

New Development

New	development	is	outside	our	control	and	is	driven	primarily	by	the	economic	

climate with investment in new housing. We expect that the economic climate will 

improve in the AMP6 period compared with the AMP5 period so that the number 

of new properties will be higher and consequently associated investment in new 

infrastructure will also be higher.

Summary

Overall we expect the total non-maintenance expenditure to be £11.5 million in the 

AMP6 period, which is similar to that for the AMP5. 

The increase in spending on metering is offset by a reduction in investment in quality 

and SEMD. 

The figure below shows the overall enhancement spending by AMP period.

Enhancement spending in AMP6 similar to AMP5
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Capital investment – conclusion 

Taking all of the above in to consideration our overall package of net investment in the 

AMP6 period is £50 million which is similar to the current forecast AMP5 expenditure. 

However, infrastructure renewals expenditure is likely to increase in real terms over 

time.

Total capital expenditure in AMP6 will be similar to AMP5

10.6 
7.6 

11.3 13.1 15.0 16.1 

36.1 

28.5 

31.5 28.5 
28.1 27.6 

24.0 

32.1 18.9 

7.4 6.4 7.1 

3.1 

7.4 

4.1 5.0 4.5 

0 

10 

20 

30 

40 

50 

60 

70 

80 

AMP2 AMP3 AMP4 AMP5 AMP6 AMP7 

Ex
pe

nd
itu

re
 £

M
 

AMP Period 

Metering 

Enhancement  (Gross) 

Maintenance Non 
Infrastructure  

Infrastructure renewals 
expenditure 



The appointed  
business plan  

Section 14 – Retail

page 304 of 355

Section 14 – Retail 

Top industry performer – 95% of our customers are satisfied with our service. We 

will continue to invest in our people and our service excellence. 

Household

•	 	Top	in	the	Service	Incentive	Mechanism	(SIM)	–	targeting	a	sustainable	score	of	

≥ 90

•	 	Average	bill	is	17%	below	industry	average	–	to	fall	in	real	terms	by	nearly	10%	

by 2020

•	 	Un-metered	average	cost	to	serve	–	£16.74	in	2012/13,	remaining	well	below	

the industry average 

•	 	Innovative,	industry-leading	debt	collection	performance	with	one	of	the	lowest	

cross subsidies at an average of £4.52 per annum over the last three years – 

this position is to be maintained in real terms

•	 	Upward	cost	pressures	to	be	controlled	and	to	fall	in	real	terms

Non-household

•	 Exceptionally	strong	revenue	collection	performance

•	 Low	retail	margin	of	2.5%

•	 Cost	to	serve	to	be	maintained	at	efficient	low	levels

•	 Implementation	of	customer	satisfaction	measure	based	on	SIM

Long-term partnering agreements with our customers with the aim of enhancing 

their performance

We are a local company staffed by local people and we care about our customers. 

Looking after our customers is the cornerstone of our retail activity. Therefore, 

fundamental to both household and non-household retail activity is providing an 

excellent customer experience.
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Our household retail service

Our overall household retail strategy is to deliver an excellent customer experience 

based on efficient service, while maintaining effective collection.

Key features of our plan:

	•	 SIM	score	to	increase	targeting	a	sustainable	score	of	90	or	more

	•	 Bad	debt	cost	to	customers	will	not	increase	in	real	terms

	•	 Bills	to	fall	in	real	terms

	•	 No	retail	margin	claimed	

	•	 Cost	to	serve	to	be	kept	low

	•	 Upward	cost	pressures	to	be	controlled

	•	 	Investors	in	People	and	Customer	Service	Excellence	accreditation	to	be	

maintained to ensure continued staff alignment to the business strategy

We are proud of our retail service performance, having maintained a top SIM score 

while delivering strong turnover collection performance. This has been achieved with 

a low cost to serve and an average water supply bill that is 17% below the industry 

average. 

During AMP6, we will continue to improve our service based on our customers’ views, 

through a process of incremental improvement, at no extra cost to them. We will 

deliver this through the quality of the people we employ, the training we give them 

and a continued focus on process improvement and innovation.

To ensure we continue to maintain and improve our service we will:

	•	 	Work	closely	as	a	vertically	integrated	company	so	our	customer	views	and	

needs influence our investment

	•	 	Regularly	research	our	customer	needs,	measure	and	respond	to	our	overall	

performance by analysing customer feedback, including feedback received 

from independent customer surveys

	•	 	Maintain	our	cost	to	serve	at	an	efficient	level	and	lower	than	the	industry	

average 

	•	 	Keep	our	bad	debt	costs	to	a	minimum	with	no	increase	in	real	terms

	•	 	Continue	to	meet	the	local	needs	of	our	customers	ensuring	we	interact	

with them proactively using their preferred methods of communication and 

introducing new channels such as web services and mobile banking
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Efficiency, effectiveness and costs

For the financial year 2012/13, the company’s average cost to serve of £16.74, 

excluding metering, was well below the industry average as shown in the following 

table.

We have the 2nd lowest cost to serve

The table shows the cost to serve of all companies for 2012/13. Source: Moody’s

Culturally, we have always looked to continually improve and to seek out efficiencies 

and effective processes. 

In delivering a top customer service performance we have also focused on delivering 

a strong debt collection performance. Key to this success is good customer data; 

using it effectively to meet the customer’s and our needs; and being responsive to the 

customer’s demands. Therefore, our business processes are efficient and the resourcing 

around each one can be mapped to a customer need. This makes us confident that 

our current resourcing level is at an optimum with the systems we have in place. 

Over the five-year period, our cost to serve will not increase beyond what is necessary 

to cover the increased number of measured households, uncontrollable pension costs, 

increases to print and post costs, and some salary inflation (see Appendices 3 and 4).

We forecast that through effective cost management, the input cost pressures and 

metering cost increases will be kept to a minimum and our plan is to present our 

customers with falling bills in real terms which we believe will be affordable to them 

over the coming period. 
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Margin

We have not added a margin to the cost to provide the retail service in our business 

plan. 

Outcomes and measures of success 

As our customers do not differentiate the service they receive as being from the 

retail or wholesale part of the business, the outputs and outcomes delivered by the 

wholesale business are very relevant to the retail business. We will work closely with 

the wholesale business to achieve the best result for shared success and ensure we 

understand and positively contribute to the success of the wholesale business.

The company has prioritised the following outcomes for its customers:

	 •	 A	safe	and	wholesome	supply	of	water

	 •	 A	reliable	supply	that	will	not	run	out	in	the	future

	 •	 An	excellent	customer	experience

	 •	 Environmentally	sustainable	operations

	 •	 A	financially	sustainable	business

	 •	 Engage	well	with	our	community	and	customers

The first two of the above are mainly wholesale related. However, it is important for 

the retail part of the business to understand these because we help to manage the 

customer contact and experience.

While the third outcome is the focus for the retail business, it is influenced by all the 

other outcomes, hence the importance of an integrated approach to delivering our 

service and good knowledge of our customers. 

The last three outcomes are shared between retail and wholesale with the efficient 

billing and collection operations significantly contributing to our financial stability; 

and our activities contributing in a small way to the environmental sustainability of 

the appointed business and to a greater extent, to our aim of engaging well with our 

community and customers.

Our performance against these outcomes will be measured by a combination of 

outputs detailed in the household retail plan.

Significant improvements in the industry’s customer service performance have been 

driven by the SIM, and our objective is to remain the best performer through a process 
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of continual improvement and evolution of our service, targeting a sustainable SIM 

score of at least 90, based on current methodology, by the end of the AMP6 period. 

We will also design a tracking survey to monitor customers’ perceptions of how well 

we communicate and whether they believe we are achieving our customer service and 

appointed business targets. 

Key to a successful retail operation is engaged and motivated staff and so as part of 

our HR strategy we will invest in the up-skilling of our staff to encourage ownership of 

their roles and processes and engagement in the success of the business ensuring they 

understand the effect of their input. 

We believe in innovation in thinking and processes, as well as technology, and 

actively engage and reward staff to review the processes they own to come up with 

operational improvements. We will continue to use our staff consultation group, our 

appraisal system, staff briefings, notices, newsletters, our reward-based suggestion 

scheme and individual monthly meetings to maintain a high level of engagement and 

encourage innovation from the floor.

Effective business activities 

Vulnerable customers and social tariffs

We strongly support the WaterSure tariff and promote its use to eligible customers. 

Our collection teams are trained in identifying customers who may be vulnerable and 

we have methods to refer them to organisations that can assist them such as charities 

like StepChange and local money advice bureaus.

We will maintain this effective approach and we will research the need for a social 

tariff. If one is needed, we will design it to be specific to our customers’ needs. This 

will involve detailed research as to potential recipients and how it will be implemented. 

We will need to understand the preparedness of the paying customer to cross subsidise 

this activity and ensure the burden is appropriate and acceptable to them.

Debt management 

We will maintain our debt collection performance while delivering an excellent 

customer experience. We will achieve this by interacting with customers at the earliest 

possible opportunity to help with potential debt and tailoring our approach to their 

needs and their attitude to the debt. That is, we will continue to distinguish between 
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those who can’t and those who won’t pay. Our assessment is that 2.5% of our 

customer base can be classed as ‘won’t’ payers, based on claims and direct deductions, 

and 1.5% are ‘can’t’ payers, based on direct payments.

We intend to continue this excellent debt performance, maintaining our provision as a 

small fraction of our turnover as indicated in the 2012/13 results in the table below.

Our overall focus will be on vigorously pursuing the customer who will not pay in order 

to keep the cross subsidy by the paying customer to the non-paying customer as low 

as possible.

We use a number of research reports and indicators to measure our likely socio and 

economic challenges and we review these every quarter. We have used these to 

predict our future debt challenges for the AMP6 period which will increase due to a 

continued hard economic climate presenting a long-term challenge for our customers 

(see Appendix 5). 

It is our intention to absorb this pressure and we have not included any increase in our 

bad debt provision in real terms.

The table below shows debt written off as a percentage of turnover across the industry 

in 2012/13.

We have the 2nd lowest bad debt write-off
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Non-household retail activity

Our overall non-household retail strategy is to deliver an excellent customer experience 

which results in customer retention and acquisition. We will be long-term partners 

who enhance our business customers’ own performance.

We will continue to improve our service based on our customers’ and future 

customers’ views, the quality of the people we employ, and the training we give them.

To ensure we continue to maintain and improve our customer service we will:

	•	 	Continue	to	deliver	excellent	customer	service	to	retain	and	acquire	

customers through a partnership approach

	•	 Continually	improve	to	reduce	errors	and	target	a	right-first-time	approach

	•	 	Provide	a	one-stop-shop	for	our	customers,	with	strong	KPIs	within	retail	and	

between retail and wholesale

	•	 Keep	our	resourcing	levels	as	efficient	as	possible	and	invest	in	our	people

	•	 	Review	the	effectiveness	of	our	customer	relationship	management	(CRM)	

system in the lead up to a more competitive market

	•	 	Actively	promote	water	conservation,	education	and	saving	activities	to	help	

customers to understand the potential scarcity of water and its true value

	•	 Operate	at	a	lean	margin	comparable	across	other	retail	industries

Our customer focus

Every non-household customer will receive an excellent level of service beyond the 

proposed Guaranteed Standards Scheme (GSS) measure and based on the SIM, using 

similar surveys to measure our performance. We believe the low usage customer (up 

to 750 cubic metres a year) has a similar profile and outlook to water as the household 

customer, thus we will guarantee to provide no less a service than for household 

customers. In addition, we will adopt a tailored approach to managing our non-

household customers, offering a service based on their particular needs and demands.

To achieve this, our focus will be on providing a one-stop shop for our customers with 

the aim of:

	•	 Consulting	directly	with	our	customers	on	key	topics

	•	 	Proactively	offering	customers	the	detail	of	savings	they	could	make	if	they	

took up some of our value-added services

	•	 	Identifying	customers’	preferred	method	of	communicating	with	us	and	

introducing online customer service management
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	•	 	80%	first	contact	resolution	for	general	contacts;	target	of	95%	for	written	

complaints

	•	 Holding	up-to-date	customer	data	to	ensure	we	know	our	customers’	needs

	•	 	Ensuring	visible	leaks	have	a	substantial	response	(resolution	or	stated	

completed work date) within seven working days

	•	 	Offering	enhanced	services	such	as	online	metering	and	billing,	water	audits	

and water conservation reviews

Value for money

For the financial year 2012/13, the non-household average cost to serve was well 

below the industry average as shown in the table below. We have therefore proposed 

a net margin of 2.5% on total turnover for our retail operations. 

Well below cost to serve

Average net margins earned in the competitive energy retail sector have been between 

1% and 4%, while Tesco plc has operating margins of 3.4% across its entire business 

and 5.2% in its UK business. (See Oxera report and Tesco 2012/13 accounts extract).

Consequently, our default tariffs reflect an efficient operation based on volume with a 

suitable margin to research and deliver to customers’ needs. Tariffs agreed with specific 

customers will reflect their needs and efficiencies we can achieve through partnering 

with them in the long term and focusing on managing their water consumption and 

adding value to their business. 

Further detail of our non-household retail activity is provided within the corresponding 

business plan.
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Appendix 1 – Compliance with UK Corporate  
    Governance Code

Supporting information to business plan for PR14. Annex to 

Assurance statement. How the company meets the governance 

requirements set out by Ofwat in its “Principles of Board leadership, 

transparency and governance” document published in October 2013.

The Board is aware of the conditions in the company’s licence which require the 

company to conduct and report on its Appointed Business affairs as if its sole business 

is a water undertaker having its equity share capital listed on the London Stock 

Exchange and have particular regard for the following:

•	 That	the	board	is	composed	in	such	a	way	that	it	is	fully	capable	of	acting		

  independently of its parent company

•	 where	potential	conflicts	exist	between	the	interests	of	the	regulated		 	

  company as a water undertaker and those of other group companies   

  (including holding companies), the regulated company and its directors   

  must ensure that, in acting as directors of the regulated company, they   

  should have regard exclusively to the interests of the regulated company as a  

  water undertaker

•	 the	UK	Corporate	Governance	Code

•	 the	requirement	to	transact	only	with	associated	businesses	in	an	arm’s		 	

  length manner

Condition K of the licence requires the company to ensure, so far as is reasonably 

practical, that if a special administration order were made, the company would have 

available to it sufficient rights and assets (other than financial resources) to enable the 

special administrator to manage the affairs, business and property of the company.

Condition P of the licence requires the company to obtain legally enforceable 

undertakings from their ultimate controller(s) that they will:

•	 	provide	the	regulated	company	with	all	the	information	it	needs	to	comply	

with its obligations under the Water Industry Act 1991 or its licence;

•	 	refrain	from	any	action	which	would	or	may	cause	the	regulated	company	to	

breach any obligations under the Water Industry Act 1991 or its licence; and

•	 	ensure	that	there	are	no	less	than	three	independent	non-executive	directors	

on the regulated company’s Board. 
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The Board is satisfied that the above conditions are met.

The ultimate controller of the regulated business is Sembcorp Industries Ltd., 

incorporated	in	the	Republic	of	Singapore	(Regn.	No.	1998024180)	and	listed	on	the	

Singapore Stock Exchange. Sembcorp Industries Ltd has given a legally enforceable 

undertaking as required by the company’s licence.

Independent non-executive directors form the largest single group on the Board, 

compared with executive directors and non-executives who are not independent. The 

makeup of the company’s Board is as follows:

Independent	chairman	–	Jim	McGown,	also	chair	of	the	Nomination	Committee

Independent non-executive and chair of the Audit Committee – Peter Millward

Independent non-executive and chair of the Remuneration Committee – Angela Lane

Non-executive	director	and	representative	of	the	shareholder	–	Tan	Cheng	Guan

Non-executive	director	–	Dr	Paul	Gavens

Managing director – Roger Harrington

Finance Director – Peter Bridgewater

In conducting and reporting on its Appointed Business as if listed on the London Stock 

Exchange, the Board aims to follow the guidance in the UK Corporate Governance 

Code in so far as it is applicable.  Below is a brief summary of the key requirements, 

extracted from the Code in order to compare the actions taken by the company with 

those recommended. Everything described below takes place at regulated business 

level. There are a small number of areas where actions recommended by the Code 

could be more explicit and these will be encompassed before or at the March 2014 

year end.
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The UK Corporate Governance Code – September 2012

Key points

Definition of context:

Corporate governance is the system by which companies are directed and controlled. 

Boards of directors are responsible for the governance of their companies. The 

shareholders’ role in governance is to appoint the directors and the auditors and 

to satisfy themselves that an appropriate governance structure is in place. The 

responsibilities of the board include setting the company’s strategic aims, providing the 

leadership to put them into effect, supervising the management of the business and 

reporting to shareholders on their stewardship. The board’s actions are subject to laws,

regulations and the shareholders in general meeting.

Corporate governance is therefore about what the board of a company does and 

how it sets the values of the company, and is to be distinguished from the day to day 

operational management of the company by full-time executives. 

To follow the spirit of the Code to good effect, boards must think deeply, thoroughly 

and on a continuing basis about their overall tasks and the implications of these 

for the roles of their individual members. Absolutely key in this endeavour are the 

leadership of the chairman of a board, the support given to and by the CEO, and the 

frankness and openness of mind with which issues are discussed and tackled by all 

directors.

The “comply or explain” approach is the trademark of corporate governance in the 

UK. It has been in operation since the Code’s beginnings and is the foundation of the 

Code’s flexibility. It is strongly supported by both companies and shareholders and has 

been widely admired and imitated internationally.

The Code is not a rigid set of rules. It consists of principles (main and supporting) and 

provisions. The Listing Rules require companies to apply the Main Principles and report 

to shareholders on how they have done so. The principles are the core of the Code 

and the way in which they are applied should be the central question for a board as it 

determines how it is to operate according to the Code.

Smaller listed companies, in particular those new to listing, may judge that some of the 

provisions are disproportionate or less relevant in their case. Some of the provisions do 

not apply to companies below the FTSE 350.
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The Code covers five main principles. Each is supported by a number of requirements, 

which are summarised below:

The main principles of the Code

Key principles Compliant? 
and any 
comments

Section A – 
Leadership

Every company 
should be headed 
by an effective 
board which 
is collectively 
responsible for 
the long-term 
success of the 
company.

•		Board	to	provide		 	
entrepreneurial leadership  
within a framework of 
controls

•	Yes

•	Board	to	set	strategic	aims •	Yes

•		Directors	to	act	in	best	
interests of company, 
subject to legal obligations

•		Meet	sufficiently	regularly	
to discharge duties

•		Annual	report	to	identify	
Chairman, CEO, and 
members of committees, 
no. of meetings etc.

•		Yes.		Meet	
at least six 
times	a	year	+	
Committees 
+	at	least	two	
special strategy 
days

•		Have	insurance	in	place	to	
cover  directors

•	Yes

There should be 
a clear division 
of responsibilities 
at the head of 
the company 
between the 
running of 
the board and 
the executive 
responsibility for 
the running of 
the company’s 
business.	No	one	
individual should 
have unfettered 
powers of 
decision.

•		CEO	and	Chairman	should	
not be same person

•	Not	the	same	
person
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Key principles Compliant? 
and any 
comments

The chairman 
is responsible 
for leadership 
of the board 
and ensuring its 
effectiveness on 
all aspects of its 
role.

•	Chairman	to	set	agendas		
 allowing time for all items

•	Yes

•		Chairman	to	ensure	all	
directors receive accurate 
and timely info.

•	Yes

•		Chairman	to	ensure		 	
effective communications 
with shareholders

•	Yes

•		Chairman	should	meet		
independence criteria on  
appointment

•	Yes
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Key principles Compliant? 
and any 
comments

As part of 
their role as 
members of a 
unitary board, 
non-executive 
directors should 
constructively 
challenge and 
help develop 
proposals on 
strategy.

•	NEDs	should	scrutinise		
 management info

•		Yes,	at	least	
monthly	+	ad-
hoc

•		NEDs	should	be	satisfied	
with the integrity of 
financial info.

•	Yes

•		NEDs	should	be	satisfied	
that systems of financial 
and risk control are robust

•	Yes

•		NEDs	should	be	responsible	
for determining exec 
directors remuneration, 
and have a primary role 
in appointments and 
dismissal, and in succession  
planning

•		Determined	by	
Remuneration  
Committee

•		Chairman	should	hold	
meetings	with	NEDs	
without execs present

•	Yes

•		NEDs	should	meet	without	
the Chairman to appraise 
his or her performance

•	Yes

•		NEDs	should	ensure	any		
concerns about the running  
of the company are 
recorded in minutes

•	Yes
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Key principles Compliant? 
and any 
comments

Section B: 
Effectiveness

The board and 
its committees 
should have 
the appropriate 
balance of skills, 
experience, 
independence 
and knowledge 
of the company 
to enable them 
to discharge 
their respective 
duties and 
responsibilities 
effectively.

•		Board	should	be	of	
sufficient size to meet 
requirements of business

•	Considered	
appropriate

•	Appropriate	combination	of		
	 exec	and	NEDs

•		Currently	3	
independent 
NEDs,		 	
2	other	NEDs	
and 2 exec

•		Should	not	have	undue	
reliance on one person for 
committees etc.

•		Yes,	but	need	
to keep under  
review

•		Identify	in	annual	report	the	
independent directors (see 
rules for independence)

•	Yes

•		Except	for	smaller	
companies, at least ½ 
board exc. chairman,   
should	be	NEDs

•	Yes

There should be 
a formal, rigorous 
and transparent 
procedure for the 
appointment of 
new directors to 
the board.

•		Objective	criteria	for	
selection of new directors

•	Yes

•	Should	be	a	nominations		
 committee, chaired by an  
	 independent	NED

•		Yes,	chaired	by	
Co. chairman

•	Plans	in	place	for	succession •		Kept	under	
review

•		Work	of	nominations			
committee to be described 
in annual report

•	Yes
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Key principles Compliant? 
and any 
comments

All directors 
should be able 
to allocate 
sufficient time to 
the company to 
discharge their 
responsibilities 
effectively.

•		T&Cs	of	appointment	of	
NEDs		should	be	available	
for inspection

•	Yes

•		Changes	in	other	significant	
commitment to be 
disclosed to the board

•	Yes

All directors 
should receive 
induction on 
joining the board 
and should 
regularly update 
and refresh 
their skills and 
knowledge.

•		Inductions	to	be	given	to	
new	NEDs

•	Yes

•		Knowledge	should	be	
regularly refreshed

•	Yes

•	Chairman	should	review		
	 training	needs	for	NEDs

•	Yes

The board should 
be supplied in a 
timely manner 
with information 
in a form and 
of a quality 
appropriate 
to enable it to 
discharge its 
duties.

•		Chairman	to	ensure	that		
directors receive accurate 
and timely info.

•	Yes

•		Co.	Sec	to	ensure	good	
flow of info.

•	Yes

•		Co.	Sec	to	advise	all	
directors on governance 
matters

•		Yes	+	any	
director may 
take    
independent 
professional   
advice

•		All	directors	to	have	access	
to advice from Co. Sec

•	Yes
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Key principles Compliant? 
and any 
comments

The board should 
undertake a 
formal and 
rigorous annual 
evaluation of its 
own performance 
and that of its 
committees 
and individual 
directors.

•		Consider	the	balance	
of skills experience and 
independence

•		Yes,	at	least	
every 2 years  

•	How	board	works	as	a	unit •		Yes,	at	least	
every 2 years

•		Disclose	in	annual	report	
how review has been 
conducted

•	N/A

•	For	FTSE	350	companies,		
 external facilitation at least  
 every  3 years

•	Yes

•		NEDs	to	evaluate	
performance of chairman

•		Chairman	
evaluates   
performance 
of the 
executive  
directors at 
least annually

All directors 
should be 
submitted for re-
election at regular 
intervals, subject 
to continued 
satisfactory 
performance.

•		For	non-FTSE	350	
companies, re-election 
every 3 years

•		All	directors	
are submitted 
for re-election 
every 3 years, 
with one 
third being 
submitted 
each year

•		Annual	re-election	for	
INEDs	serving	>	9	years

•	Yes
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Key principles Compliant? 
and any 
comments

Section C: 
Accountability

The board should 
present a fair, 
balanced and 
understandable 
assessment of 
the company’s 
position and 
prospects.

•		Explain	in	annual	report	
board’s responsibility for 
accounting and presenting 
a balanced and fair view

•	Yes

•		Explain	in	annual	report	
the basis upon which 
the company generates 
or preserves value over 
the longer term and the 
strategy

•		The	focus	of	
the annual 
report is on 
meeting 
statutory 
and service 
obligations and 
objectives in a 
cost effective   
manner.

•	Going	concern	assertion •		Yes,	Licence	
Condition F6A  
certificate 
issued each 
year

The board is 
responsible for 
determining the 
nature and extent 
of the significant 
risks it is willing to 
take in achieving 
its strategic 
objectives. The 
board should 
maintain sound 
risk management 
and internal 
control systems.

•		At	least	annual	review	of	
the effectiveness of risk  
management and internal  
controls – report to   
shareholder that have done 
so.

•	Yes



The appointed  
business plan  

Appendix 1

Compliance with  
UK Corporate 

Governance Code

page 322 of 355

Key principles Compliant? 
and any 
comments

The board should 
establish formal 
and transparent 
arrangements for 
considering how 
they should apply 
the corporate 
reporting, risk 
management and 
internal control 
principles and 
for maintaining 
an appropriate 
relationship with 
the company’s 
auditors.

•	Have	an	audit	committee •	Yes

•		For	smaller	companies,	at	
least	2	independent	NEDs.

•		Two	
independent 
directors

•		Co.	chairman	may	be	a	
member of, but not chair 
of, the AC

•		Chairman	is	
not a member 
of the AC

•	One	member	of	AC	to	have		
 recent and relevant   
 financial experience

•	Yes

•		Written	ToR	for	audit	
committee (code lists what 
these should include)

•	Yes

•		Where	requested,	AC	to	
advise board on whether 
accounts represent a fair 
and balanced  view etc.

•	Yes

•		AC	should	review	
arrangements for 
confidential reporting of  
possible improprieties.

•		Yes.	
Arrangements 
in place for 
whistleblowing 
+	direct	access	
by managers 
in compliance 
monitoring 
roles

•		AC	to	monitor	effectiveness	
of internal audit

•		AC	to	have	primary	
responsibility for 
appointment (or removal) 
of Auditors

•		Re-
appointment 
of Auditors 
confirmed at 
AGM

•	Section	of	annual	repost	to		
 describe work of AC

•	Yes
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Key principles Compliant? 
and any 
comments

Section D: 
Remuneration

Levels of 
remuneration 
should be 
sufficient to 
attract, retain and 
motivate directors 
of the quality 
required to run 
the company 
successfully, 
but a company 
should avoid 
paying more than 
is necessary for 
this purpose. 
A significant 
proportion 
of executive 
directors’ 
remuneration 
should be 
structured so as 
to link rewards 
to corporate 
and individual 
performance.

•		Exec	remuneration	should	
be stretching

•		RC	and	Board	
set stretching   
objectives

•	Code	includes	a	detailed		
 Schedule of advice to RCs

•		Taken	into	
account by RC
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Key principles Compliant? 
and any 
comments

There should 
be a formal 
and transparent 
procedure for 
developing policy 
on executive 
remuneration 
and for fixing the 
remuneration 
packages of 
individual 
directors.	No	
director should 
be involved in 
deciding his 
or her own 
remuneration.

•		RC	should,	for	smaller		
companies, comprise at 
least	2	independent	NEDs

•		Comprises	3	
independent   
directors

•		Co.	Chairman	may	be	a		
member but not chair RC

•		Co.	Chairman	
is a member 
but not Chair

•		ToR	for	RC	should	be	
available

•	Yes

•		RC	should	have	delegated		
authority for setting  
remuneration of all exec  
directors and the Co. 
chairman

•	Yes

•		RC	should	recommend		
and monitor the structure 
of remuneration for senior 
mgmt.

•		Yes,	for	senior	
management   
team

•		Board	itself	(where	
permitted by the Articles) 
should determine 
remuneration	of	NEDs-	may	
delegate to a  committee

•		Recommended	
by RC

•		Shareholder	should	be	
invited to approve all long 
term incentive schemes.

•		Yes.	Exec	
directors 
take part in 
shareholder’s 
own long term  
scheme
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Key principles Compliant? 
and any 
comments

Section E: 
Relations with 
Shareholders

There should be 
a dialogue with 
shareholders 
based on 
the mutual 
understanding of 
objectives. The 
board as a whole 
has responsibility 
for ensuring that 
a satisfactory 
dialogue with 
shareholders 
takes place.

•		Recognised	that	much	
contact is via CEO or FD

•		Yes	on	routine	
basis

•		Chairman	to	ensure	that	
views of shareholders is  
communicated to board as 
a whole.

•	Yes

•		Chairman	to	discuss	
governance issues with 
major shareholders

•	Yes

•		Annual	report	should	cover		
the steps taken to ensure  
members of the board 
develop an understanding 
of shareholder views

•		Co.	has	
a single 
shareholder, 
who is 
represented on 
the board by 
one person

The board should 
use the AGM to 
communicate 
with investors 
and to encourage 
their participation

•		At	any	general	meeting,	the	
company should propose  
a separate resolution on 
each substantially separate 
issue.

•		Yes.	Note:	Co.	
has one   
shareholder

•		Ensure	that		all	valid	proxy		
appointments are properly 
recorded

•	Yes

•		Properly	record	results	of	
any voting

•	Yes

•		Chairs	of	board	committees	
to be available

•	Yes

 



The appointed  
business plan  

Section 1 – Our current 
performance

page 326 of 355

There follows, a structure chart showing how Sembcorp Bournemouth Water Ltd. sits 

within the group under its shareholder, Sembcorp industries Ltd.

Sembcorp  
Holdings Ltd  

No: 06707340 (UK)  
   
 

Sembcorp   
Investments 

Ltd  
No: 02215221 (UK)  
   

Sembcorp  
Investments 
(China)  Ltd  

No: 06894845 (UK)  
 

Sembcorp  
Utilities        

Services  Ltd  
No: 03757398 (UK)  
   

Sembcorp Utilities Pte Ltd  
 

   

Sembcorp Industries Ltd  
   
 

PT Adhya Tirta 
Batam  

 

 
 

Subic Water &  
Sewerage Co Inc  

 

 
 

PT Adhya Tirta             
Sriwijaya  

 

   
 

Sembcorp Utilities 
(Netherlands) NV  

Reg: Netherlands  

Agua Mexicana y 
Operaciones S A 

de C V Mexico  
TO BE DISSOLVED  

Biwater         
Ingeniera y   

Projects S A de 
C V Mexico  

TO BE DISSOLVED  

Sembcorp     
Utilities (Chile)   

S A  
Chile  

 

 Aguas De  
Panama S A  

Panama  

Sembcorp Aguas 
Del Norte S A  

Chile  

Cascal Water 
(Caribbean) Ltd  

Reg: Anguilla  
 

Sembcorp  St 
Maarten Water 

NV  
Reg: Netherlands, 

Antilles  
TO BE  

DISSOLVED  

Sembcorp  
(Antigua) Water 

Ltd  
Reg: Antigua  

   

Sembcorp  
Utilities        

(Bournemouth) 
Ltd  

No: 06532827 (UK)  
TO BE  

DISSOLVED  

 The China 
Water Co Ltd  
Cayman Islands  

 Sembcorp  
Investments (UK) 

Ltd No: 07283293  
TO BE  

DISSOLVED  
 

Mill Stream  
Insurance Ltd  

Guernsey  
ARM —Guernsey  

BWH           
Enterprises Ltd  
No: 03764413 (UK)  

Sembcorp           
Bournemouth 

Water             
Investments Ltd  

No: 05321147 (UK)  

Pre -Heat Ltd  
No: 003266027 

(UK) TO BE 
DISOLVED BY    

END OF 2013   

AquaCare 
(BWH) Ltd  

No: 06523232 (UK)  
   
 

Sembcorp  
Bournemouth 

Water Ltd  
No: 02924312 (UK)  
   

West Hants 
Water  Ltd  

No: 05598453 (UK)  
   

DORMANT  

Avon Valley 
Water Ltd  

No: 06691170 (UK)  
   
 

Bournemouth 
Water Ltd  

No: 05598451 (UK)  
   

DORMANT  

Sembcorp Siza 
Water  (PTY) 

Ltd  
South Africa  

Sembcorp   
Utilities (South 

Africa) Pty  
South Africa  

  

 Sembcorp 
Silulumanzi 

(PTY) Ltd  
South Africa  

   

Sembcorp 
Aguas Santiago 

S A  
Chile  

REGULATED  

Sembcorp  
Sercon S A  

Chile  
 

 

Sembcorp 
Aguas Lampa  

S A  
Chile  

REGULATED  

Sembcorp  
Libardon S A  

Chile  
 

 

Sembcorp 
Aguas         

Chacabuco S A  
Chile  

REGULATED  

China Water  
Companies —Various  

   

COUNTRY OF REGISTRATION   

Singapore   

Singapore Operation   

United Kingdom   

The Netherlands   

Chile   

South Africa   

South Africa —Siza   

Guernsey   

Panama   

Anguilla   

St Maarten   

Antigua  

Mexico   

 TO BE DISSOLVED BY END OF YEAR  

52%  

48%  

100%  100%  100%  100%  100%  

100%  

100%  

100%  

100%  

100%  

100%  

100%  

100%  

100%  

100%  
100%  

100%  

100%  

100%  

100%  100%  

100%  

100%  73.52%  

96.34%  

 

3.55%  

61.09%  

38.91%  

99%   
1%  

99.91%  

99%  

99.99%  

 

1%  

 

20 

21 

25 

13 

26 24 

14 

16 

11 8 6 

5 

10 12 

19 18 

17 

15 

23 22 

27 

4 

28 29 

30 

31 32 

33 

35 

36 

34 
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 China Water 
Company 

(Fuzhou) Ltd  
(Hong Kong)  

 China Water 
Company 

(Yanjiao) Ltd  
(Hong Kong)  

China Water 
Company 

(Zhumadian) 
Ltd (Hong Kong)  

 China Water 
Company 

(Yangcheng) 
Ltd (Hong Kong)  

China Water 
Company 

(Qitaihe) Ltd  
(B V I)  

Sanhe Yanjiao 
CWC Ltd  

(China)  

 Fuzhou Sem-
bcorp  Water 

Co Ltd  
(China)  

 Qitaihe CWC 
Ltd  

(China)  

 Zhumadian 
CWC Ltd  

(China)  

Shanghai China 
Water           

Solutions Ltd  
(China)  

 Yancheng 
CWC Ltd  

(China)  

100%  100%  100%  100%  100%  100%  

87%  

94.34%  51%  49%  90.91%  72%  

Sembcorp   St. 
Lucia Ltd  

Reg: St Lucia  
STRUCTURE 

MAY CHANGE  

100%  

Sembcorp Bournemouth Water Ltd  
 

Structure of Group  

Annex to corporate governance  

99.99%
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Appendix 2 – Pension Deficit Recovery   
    Contributions in the SBW PR14  
    Price Control Revenue Proposal

Background

How the pension deficit has arisen

The Sembcorp Bournemouth Water Defined Benefit pension scheme was similar to 

most pension schemes that were prevalent in the 1980s on the privatisation of the 

utilities industries and had been in place well before then. The liabilities of the scheme 

(pensions due to be paid) currently exceeds the investment value of the scheme (the 

creating a scheme deficit) as a result of:

•	 Pensions	in	payment	to	past	employees	costing	more	than	had	been	funded

•	 New	accruals	of	entitlement	to	DB	pension	benefits	by	staff	currently		 	

  employed

•	 Forecasts	of	DB	funding	costs	being	lower	than	was	actual	required	as	a		 	

  result of

  - people living longer than previously anticipated,

  - Investment returns being lower than anticipated (impacting both the 

The DB scheme assets and liabilities are managed and controlled by the pension fund 

trustees not by the company. However, the company has a legal obligation to fund the 

scheme and make up any deficit in funding. The DB pension deficit is a legitimate and 

bonding debt on the regulated company.

Impact on Customers

A debt which has been legitimately, properly and efficiently incurred should in some 

way or other be funded by customers in order to allow the company to fund its 

operations. In practice, being a debt for the cost of the past service of employees’ 

work (none is for future work), it would be logical that the debt is recovered from 

current customers and is not left for future generations of customers.

Management’s Responsibility

In managing a regulated monopoly business the company’s Board has the responsibility 
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to seek to reduce risk and cost to customers wherever it can and this includes pension 

costs. SBW’s Board has done this as set out below.

Actions Taken and Reasons

•	 In	2003	Sembcorp	Bournemouth	Water	closed	its	Defined	Benefit	pension		

  scheme to new joiners. At that time no UK utility company had closed its   

  legacy DB pension scheme to new accrual and the scheme was not in deficit.  

  The Board therefore did not propose to close the scheme completely to new  

  accrual at that time as the costs of doing so were considered ot outweigh the  

  customer benefit. 

•	 In	2009,	as	part	of	the	triennial	funding	valuation,	SBW	agreed	to	fund		 	

  the Trustees’ £7.1m pension deficit at an agreed rate of £0.8m pa which was  

  expected to repay the entire deficit over the following 10 years.

•	 At	September	2011	the	triennial	DB	pension	fund	valuation	showed	a	deficit		

  of £11.3m.

•	 In	2013	the	Board	proposed	to	close	the	scheme	entirely	to	all	new	accrual		

  of benefits. After detailed negotiations and consultations with pension   

  trustees, staff and unions the scheme was closed completely in June 2013.  

  As part of the negotiations, the company agreed to     

  fund the £12m deficit over 7 years (£1.2m pa) and paid Trustees an   

  additional deficit contribution of £3.8m, to facilitate de risking the scheme.  

  The company is funding the pension deficit beyond the funding assumed in  

  the PR09 Final Determination (see below).

The Board has therefore taken the initiative and carried out all the steps in its power 

to minimise and manage the exposure of the regulated appointee business to the risks 

and costs of the DB scheme.

Benefits to Customers of the Board’s Actions

The reasons that the Board took these actions for the benefit of customers as set out 

below:

•	 To	reduce	cost	for	current	and	future	customers.	The	cost	of	providing	the		

  DB pension to staff had risen to 33.3% of the salary cost by 2011 and this  

  was considered too high a cost to ask current and future customers to pay  

  for. 
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•	 To	reduce	risk	on	current	customers.	While	the	DB	pension	scheme	was	open		

  there was an increased risk that the funding deficit would grow if investment  

  performance was worse or if pensioners live longer than anticipated by   

  the trustees’ professional actuaries. Whilst this risk is not fully    

  eliminated, complete closure of the scheme has reduced as far as is legally  

  possible, the increase in pensions due to existing employees. The fund’s   

  liability to pay pensions to current and future pensioners will now fall over  

  time.

•	 To	improve	the	legitimacy	of	the	company’s	remaining	pension	costs	in	the		

  eyes of its customers. Most of SBW’s customers do not enjoy the level of   

  pension benefits that were being enjoyed by some SBW staff and it would  

  not therefore be reasonable to expect customers to continue to pay for such  

  benefits where it was in the Board’s ability to reduce such costs.

Customers have, however, benefitted from SBW’s employees past service and it is 

therefore appropriate for current customers to pay for that past service in full, now 

that the Board has done all it can to minimise the on-going cost and risk.

Treatment of Pension Deficit Costs in PR09

In 2009 as part of the last (PR09) price control Ofwat agreed to fund 50% SBW’s 

pension deficit over a 10 year period. The calculation of the deficit included previously 

unfunded and special contributions.

Pension Deficit Payments and Unrecovered Amounts

The values of pension scheme deficit contributions included the PR09 price control and 

the amounts paid by the company to the pension trustees are shown below:
Pension	  Deficit	  Payments	  and	  Unrecovered	  Amounts	  

The	  values	  of	  pension	  scheme	  deficit	  contributions	  included	  the	  PR09	  price	  control	  and	  the	  amounts	  
paid	  by	  the	  company	  to	  the	  pension	  trustees	  are	  shown	  below:	  

	  

At	  June	  2013	  the	  Trustees	  latest	  DB	  fund	  valuation	  showed	  a	  deficit	  of	  £3.3m	  still	  outstanding	  after	  
all	  the	  payments	  made	  to	  that	  date.	  This	  is	  being	  funded	  by	  the	  company’s	  contractual	  payments	  
from	  2013	  to	  2016	  

	  

Initial	  Business	  Plan	  Proposals	  for	  20015-‐20	  and	  Impacts	  on	  Customers	  

Ofwat	  has	  indicated	  that	  the	  PR14	  allowances	  for	  pension	  deficit	  recovery	  will	  probably	  follow	  the	  
PR09	  approach	  unless	  a	  company	  provides	  a	  convincing	  case	  for	  a	  different	  approach	  being	  more	  
appropriate.	  

SBW	  proposes	  to	  recover	  the	  value	  of	  pension	  deficit	  payments	  not	  recovered	  by	  March	  2015	  over	  
the	  following	  ten	  years	  at	  £1.375m	  pa	  from	  April	  2015.	  

If	  markets	  improve	  or	  any	  other	  factor	  creates	  the	  situation	  where	  the	  company	  is	  able	  to	  pay	  less	  
into	  the	  scheme	  than	  outlined	  here	  in	  order	  to	  lock	  in	  a	  fully	  funded	  scheme,	  then	  company	  will	  
return	  to	  customers	  any	  surplus	  produced.	  To	  ensure	  that	  there	  is	  no	  downside	  to	  customer,	  should	  
markets	  improve	  significantly	  to	  require	  reduced	  future	  payments	  by	  the	  company,	  	  

This	  will:	  

• Ensure	  that	  there	  is	  no	  risk	  of	  customers	  over	  paying	  for	  the	  deficit	  recovery.	  
• Reduce	  the	  cross	  generational	  subsidy	  of	  future	  customer	  paying	  for	  past	  costs	  by	  paying	  off	  

the	  deficit	  reasonably	  promptly.	  
• Compensate	  SBW	  for	  “doing	  the	  right	  thing”	  in	  closing	  the	  DB	  fund	  as	  quickly	  as	  reasonably	  

practicable	  thereby	  reducing	  the	  risk	  and	  cost	  to	  customers.	  
• Compensate	  SBW	  for	  funding	  the	  deficit	  well	  ahead	  of	  regulatory	  allowances	  in	  order	  to	  

minimise	  overall	  costs	  and	  risks	  to	  customers.	  
• Meet	  the	  Pension	  Regulator’s	  benchmark	  of	  deficit	  recovery	  periods	  (10	  years)	  while	  also	  

spreading	  the	  reclaim	  from	  customers	  (of	  efficiently	  incurred	  cost)	  over	  a	  15	  year	  	  period	  
(2010	  to	  2025)	  that	  the	  company	  will	  have	  front-‐end	  funded	  over	  10	  years	  (2005-‐2016).	  

PR14	  Pension	  Deficit	  Recovery 2005-06 2006-07 2007-08 2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15 2015-16 2016-172017-18 2018-19 2019-20

2012/13	  Prices	  £000

Actual	  payments 1,201 2,644 507 536 855 1014 1014 4,904 1229 1268 1110

Amounts	  Recovered	  in	  2009	  Price	  Review -‐759 -‐786 -‐801 -‐814 -‐824

1,201 2,644 507 536 855 255 228 4,103 415 444 1,110 0 0 0

Cumulative	  Value	  Still	  to	  Recover 1,201 3,844 4,351 4,888 5,742 5,997 6,225 10,328 10,743 11,187 12,297 12,297 12,297 12,297

WACC	  of	  Unrecovered	  Payments	  to	  2012 378 714 114 96 115 23 10 1,451
Using	  PR14	  WACC	  of: 4.5%

Total	  Value	  of	  Deficit	  Contributions	  Paid	  or	  Contractually	  Agreed	  to	  be	  Paid	  But	  Not	  Recovered	  Through	  Price	  Controls	  to	  31	  March	  2014 13,749

Recovery	  of	  Outstanding	  Deficit	  over	  10	  Years 1,375 1,375 1,375 1,375 1,375
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At June 2013 the Trustees latest DB fund valuation showed a deficit of £3.3m still 

outstanding after all the payments made to that date. This is being funded by the 

company’s contractual payments from 2013 to 2016

Initial Business Plan Proposals for 20015-20 and Impacts on Customers

Ofwat has indicated that the PR14 allowances for pension deficit recovery will probably 

follow the PR09 approach unless a company provides a convincing case for a different 

approach being more appropriate.

SBW proposes to recover the value of pension deficit payments not recovered by 

March 2015 over the following ten years at £1.375m pa from April 2015.

If markets improve or any other factor creates the situation where the company is 

able to pay less into the scheme than outlined here in order to lock in a fully funded 

scheme, then company will return to customers any surplus produced. To ensure that 

there is no downside to customer, should markets improve significantly to require 

reduced future payments by the company, 

This will:

•	 Ensure	that	there	is	no	risk	of	customers	over	paying	for	the	deficit	recovery.

•	 Reduce	the	cross	generational	subsidy	of	future	customer	paying	for	past			

  costs by paying off the deficit reasonably promptly.

•	 Compensate	SBW	for	“doing	the	right	thing”	in	closing	the	DB	fund		 	

  as quickly as reasonably practicable thereby reducing the risk and cost to   

  customers.

•	 Compensate	SBW	for	funding	the	deficit	well	ahead	of	regulatory	allowances		

  in order to minimise overall costs and risks to customers.

•	 Meet	the	Pension	Regulator’s	benchmark	of	deficit	recovery	periods	(10		 	

  years) while also spreading the reclaim from customers (of efficiently incurred  

  cost) over a 15 year  period (2010 to 2025) that the company will have front- 

  end funded over 10 years (2005-2016).

•	 Follow	the	Competition	Commission’s	treatment	of	Bristol	Water’s	pension		

  deficit in its August 2010 ruling (100% over 10 years, although with a 10%  

  deduction for management not having carried out all mitigation actions   

  which they could have done).

Revised Approach to Deficit Recover Following Ofwat’s Information Note of 31 
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October 2013

Ofwat published its decision on allowance for defined benefit pension deficit costs 

on 31 October. This reiterated its decision at the PR09 price control and allowed SBW 

£829k pa (in 2012/13 prices) until March 2018. Despite the belief that the rationale 

and logic of the arguments for full recovery (as outlined above) are appropriate, the 

Board and the shareholder have decided to include only the £829k pa to 2018 in the 

2015-2020 PR14 revenue proposals. 
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Appendix 3 – Postage, print and paper   
 inflation

Introduction

The purpose of this paper is to examine the retail business’ historic use of external 

print and fulfilment suppliers and previous movements in volume and pricing, and to 

draw conclusions in respect of future pricing. It also examines the likely changes in 

future postal costs for the business, focused on the period between 2015 and 2020, 

and taking into consideration historic trends and forthcoming changes in the UK postal 

system. It identifies the reasoning for the inflationary price pressures input into table 

R3.

Current usage

We have commitments to issue a range of periodic mailings to our household and 

non-household customers. These include bills at monthly, quarterly, half-yearly and 

annual frequencies. We also use external suppliers to issue customer communications, 

such as information about their water and charges, magazines and water efficiency 

inserts/leaflets.

Main bills are sent to unmetered customers in February each year, producing a peak 

in volume while metered bills are phased and sent monthly when the meter has been 

read.

With regard to direct postage, following an incident with a reputable third party 

provider in which post could not be easily traced at a sorting office, our risk 

management policy is to use only Royal Mail to ensure we can access our customers’ 

post should we need to identify specific batches. Using a third party means we are not 

the customer of Royal Mail and cannot directly influence the service being provided to us.

Current print supplier

We currently use Opus to issue mailings and have done so since April 2013. Previous 

suppliers included Orchestra (from April 2010 to March 2011) and Communisis (April 

2011 to March 2013). We have an established policy of ensuring that we use the most 

cost-efficient supplier via regular contract tendering. We have recently recruited a 

dedicated procurement manager to ensure that this policy is pursued. 
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Historic print and post usage

In October 2010, Ofcom, published a consultation (“the October consultation”). The 

October consultation proposed a major change in the regulation of the sector. In broad 

terms, it proposed granting Royal Mail pricing freedom coupled with key safeguards 

to ensure that it would have strong incentives to improve efficiency and to protect 

vulnerable consumers.13  

Accordingly, Royal Mail has been able to set its own prices for postage since 2012, 

with Ofcom ensuring that the cost of postage is ‘affordable’.

The chart below shows the monthly volumes of items sent via our suppliers since April 

2010, together with the monthly cost, the cost per item, average number of items per 

customer per month and customer volumes (annualised):

Average annual increases in print and post

Items 
sent

% 
Inc’

£/ Month % 
Inc’

£/ 
Item

% 
Inc’

Customers % 
Inc’

Items/
customer

% 
Inc’

2010/11 
Avge

56291 £20,264.20 £0.36 201273 0.28

2011/12 
Avge

57447 2.05 £21,255.24 4.89 £0.37 2.78 202162 0.44 0.29 2.40

2012/13 
Avge

59899 4.27 £24,558.42 15.54 £0.41 10.81 202870 0.35 0.30 3.80

2013/14 
Avge

52772 4.94 £24,592.45 19.27 £0.47 14.02 203743 0.40 0.26 4.00

Avge 
increase

3.75 13.23 9.20 0.40 3.40

Above data taken from company statistics used to compile Ofwat Table 6A

The chart below illustrates the changes in postal rates for first and second class stamps 

since 2000. 

Royal Mail postage costs – trend since 2000

Date 1st Class 
(pence)

% increase 2nd Class| 
(pence)

% increase

27/04/2000 27 19

17/04/2003 28 3.70 20 5.26

07/04/2005 30 7.14 21 5.00

21/08/2006 32 6.67 23 9.52

02/04/2007 34 6.25 24 4.35
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Date 1st Class 
(pence)

% increase 2nd Class 
(pence)

% increase

07/04/2008 36 5.88 27 12.50

06/04/2009 39 8.33 30 11.11

06/04/2010 41 5.13 32 6.67

01/04/2011 46 12.20 36 12.50

30/04/2012 60 30.43 50 38.89

Increases in print and post

This historic data shows that, since April 2010, we have seen the following:

	 •	 Customer	numbers	have	increased	by	an	average	of	0.40%	per	year

	 •	 The	print	cost	per	item	has	increased	by	an	average	of	9.20%	per	year

	 •	 Average	items	per	customer	have	increased	by	an	average	of	3.40%	per	year

Prior to the October 2011 consultation changes, prices for 1st and 2nd class stamps 

had increased by an average of 6.91% and 8.36% respectively over the period 2000 

to 2011.

2012 saw increases of 30.43% and 38.89% respectively. Over the next seven years, 

the price of 2nd class stamps will be capped at 55p but this limit could rise with 

inflation each year.

Historic pricing evidence shows increases consistently above mainstream inflation 

indices.

Following the much-publicised part-privatisation of Royal Mail in October 2013, it 

is difficult to gauge the effect that this will have on pricing. The prospectus made a 

number of statements:
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A segmented approach to pricing: Royal Mail will continue to look for opportunities 

to segment and differentiate its product offering for different types of business 

customers. The Group recognises that customers in different market sectors and 

industries have different requirements and priorities for the letters and other mail items 

that they send. The Group has a strategy in place for each letter segment in which 

it operates to ensure that its product offering is appropriately focused. In particular, 

Royal Mail will explore further opportunities to introduce pricing strategies tailored to 

particular market sectors and geographical regions within the UK. Activities in this area 

will aim to balance expansion of the Group’s revenue and margins while retaining and 

protecting the Group’s letter volumes.

Differentiating between business segments and geographical regions could have an 

impact on our business, although a lack of detail does not indicate whether this would 

be adverse or favourable.

The overall expectation (rather than a commitment) in respect of future pricing is 

described as:

Despite the significant increases in prices that were implemented in April 2012, the UK 

letter market remains competitively priced when compared with European countries. 

Following such significant increases (including above RPI price increases in FYE 2012), 

the Directors expect any price increases to be broadly in line with RPI over the 

three financial years ending in FYE 2016.

Overseas postal experience

With only an ‘expectation’ from Royal Mail as to post-privatisation pricing, we looked 

to the experience of other European countries that have privatised their postal services. 

However, with differing privatisation models across Europe and varying standards of 

delivery, it is difficult to draw any conclusions beyond a view that privatisation has 

generally led to higher prices.

Projection

Postage forecast

The average annual increase of 1st class postage since 2000 has been 9.53%. At this 

rate, a 1st class stamp would cost £1.24 by 2020. 

The average annual increase of 2nd class postage since 2000 has been 11.76%. At
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this rate, the 55p cap will be reached in 2014, with subsequent inflationary increases 

based on PwC inflation forecasts as outlined in the Economic Assumptions Paper (July 

2013), a 2nd class stamp would cost 66p by 2020.

Date 1st Class 
(pence)

2nd Class 
(pence)

1st Class  
% Change

2nd Class 
% Change

30/04/2012 60 50 30.43 38.89

01/04/2013 66 50 9.53 0.00

01/04/2014 72 55 9.53 11.76

01/04/2015 79 56 9.53 3.20

01/04/2016 86 58 9.53 3.40

01/04/2017 95 60 9.53 3.40

01/04/2018 104 62 9.53 3.50

01/04/2019 113 64 9.53 3.30

01/04/2020 124 66 9.53 3.10

Average annual increase 2012 to 2020 9.53 11.76

Modified postage forecast 

Excluding the exceptional increase of 30.43% in 2012, the average increase in 1st 

class postage since 2000 has been 6.91%. Applying this rate to 2013 prices, a 1st class 

stamp would cost £1.02 by 2020. 

2nd class postage has increased by 8.36% over the same period. At this rate, the 55p 
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The average annual increase of 2nd class postage since 2000 has been 11.76%. At this rate, 
the 55p cap will be reached in 2014, with subsequent inflationary increases based on PWC 
inflation forecasts as outlined in the Economic Assumptions Paper (July 2013), a 2nd class 
stamp would cost 66p by 2020. 

   

1st 
class 

2nd 
class 

Date 
1st 
Class 2nd Class 

% 
change 

% 
change 

30/04/2012 60 50 30.43 38.89 
01/04/2013 66 50 9.53 0.00 
01/04/2014 72 55 9.53 11.76 
01/04/2015 79 56 9.53 3.20 
01/04/2016 86 58 9.53 3.40 
01/04/2017 95 60 9.53 3.40 
01/04/2018 104 62 9.53 3.50 
01/04/2019 113 64 9.53 3.30 
01/04/2020 124 66 9.53 3.10 
Average annual increase 9.53 11.76 
2000 to 2012 

   
 

 

Modified postage forecast 

Excluding the exceptional increase of 30.43% in 2012, the average increase in 1st class 
postage since 2000 has been 6.91%. Applying this rate to 2013 prices, a 1st class stamp 
would cost £1.02 by 2020.  

2nd class postage has increased by 8.36% over the same period. At this rate, the 55p cap 
will be reached in 2015. With subsequent inflationary increases based on PWC inflation 
forecasts as outlined in the Economic Assumptions Paper (July 2013), a 2nd class stamp 
would cost 65p by 2020. 
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cap will be reached in 2015. With subsequent inflationary increases based on PwC 

inflation forecasts as outlined in the Economic Assumptions Paper (July 2013), a 2nd 

class stamp would cost 65p by 2020.

Date 1st Class 
(pence)

2nd Class 
(pence)

1st Class  
% Change

2nd Class 
% Change

30/04/2012 60 50

01/04/2013 64 50 6.91 0.00

01/04/2014 69 54 6.91 8.36

01/04/2015 73 55 6.91 8.36

01/04/2016 78 57 6.91 3.40

01/04/2017 84 59 6.91 3.40

01/04/2018 90 61 6.91 3.50

01/04/2019 96 63 6.91 3.30

01/04/2020 102 65 6.91 3.10

Average annual increase 2012 to 2020 6.91 8.36

The impact of PwC’s inflation forecast

Alternatively, applying an increase based on PwC’s predictions for RPI in the Economic 

Assumptions Paper (July 2013), a 1st class stamp would cost 77p by 2020.

The ‘capping’ at 55p for 2nd class postage would occur during 2016, giving a 2nd 

class postage cost of 62p by 2020. 
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Date 1st Class 
(pence)

2nd Class 
(pence)

1st Class  
% Change

2nd Class 
% Change

30/04/2012 60 50

01/04/2013 62 50 2.50 0.00

01/04/2014 63 52 3.10 3.10

01/04/2015 65 53 3.20 3.20

01/04/2016 67 55 3.40 3.40

01/04/2017 69 56 3.40 3.40

01/04/2018 72 58 3.50 3.50

01/04/2019 74 60 3.30 3.30

01/04/2020 77 62 3.10 3.10

Fulfilment increases

Projecting the pattern of historic fulfilment increases forward results in an annual 

average increase in items sent of 3.81% per annum, increasing overall fulfilment costs 

by 13.36% per annum.

Our supplier has not been able to provide any specific data in respect of trends in 

their historic base costs or opinion as to future movement of the same. Therefore, we 

assume that, with our continued focus on obtaining best value, we shall continue to 

contain costs, increasing customer numbers notwithstanding.
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Date 
1st 
Class 

2nd 
Class 

% 
change 

% 
change 

30/04/2012 60 50     
01/04/2013 62 50 2.50 0.00 
01/04/2014 63 52 3.10 3.10 
01/04/2015 65 53 3.20 3.20 
01/04/2016 67 55 3.40 3.40 
01/04/2017 69 56 3.40 3.40 
01/04/2018 72 58 3.50 3.50 
01/04/2019 74 60 3.30 3.30 
01/04/2020 77 62 3.10 3.10 

 

 

Projecting the pattern of historic fulfilment increases forwards results in an annual average 
increase in items sent of 3.81% per annum, increasing overall fulfilment costs by 13.36% per 
annum. 

Our supplier has not been able to provide any specific data in respect of trends in their 
historic base costs or opinion as to future movement of the same. Therefore, we assume 
that, with our continued focus on obtaining best value, we shall continue to contain costs, 
increasing customer numbers notwithstanding. 

Accordingly, this would give future projected costs as:  
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Accordingly, this would give future projected costs as: 

Projected future print/post volumes and costs

Month Items 
sent

% 
Inc’

£/ Month % 
Inc’

£/ 
Item

% 
Inc’

Customers % 
Inc’

Items/
customer

% 
Inc’

Apr-14 61215 £26,934.60 £0.44 204050 0.30

Apr-15 63549 3.81 £30,534.26 13.36 £0.48 9.20 204866 0.40 0.31 3.40

Apr-16 65973 3.81 £34,615.00 13.36 £0.52 9.20 205686 0.40 0.32 3.40

Apr-17 68489 3.81 £39,241.10 13.36 £0.57 9.20 206508 0.40 0.33 3.40

Apr-18 71101 3.81 £44,485.46 13.36 £0.63 9.20 207,334 0.40 0.34 3.40

Apr-19 73812 3.81 £50,430.70 13.36 £0.68 9.20 208164 0.40 0.35 3.40

Apr-20 76627 3.81 £57,170.48 13.36 £0.75 9.20 208996 0.40 0.37 3.40

Average 3.81 13.36 9.20 0.40 3.40

Mitigation of post and fulfilment increases

We believe that the projected 13.36% increase in postage and fulfilment costs is 

avoidable by sensitively applying a number of mitigating processes and actions:

New billing system

We are in the process of acceptance testing a new, bespoke billing system which is 

being provided by Gentrack. One of the key areas of specification of the system is an 

intelligent and seamless billing process which will have greater integration with our 

new website. This increased functionality will drive greater efficiency and accuracy in 

our billing process through increased paperless e-billing and reduced re-work.

2nd class postage

Previously, all unbundled post has been sent 1st class as a default position. This 

has been due to a focus on over-delivering on timeliness in order to drive customer 

satisfaction, together with a perception that this benefits us in respect of cash flow 

and debt. We will ensure that non-critical post is fulfilled using 2nd class post in order 

to reduce costs whilst still maintaining the delivery schedules for critical items.

Online traffic

Our website received a substantial re-design in the first quarter of 2013. This has 

created more opportunity for customers to interact with us digitally, rather than by 

post. The site will integrate with our new billing system, enabling a higher degree 
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of paperless interaction with our customers. We will continue to develop this aspect 

of our customer communications, adding further functionality and generating the 

associated benefits in respect of reduced postal traffic.

Intelligent procurement

Our recently-recruited dedicated procurement manager will help us to continue to 

drive best value from our supplier relationships and ensure that we are minimising 

costs whilst still providing an industry-leading level of customer service. 

Overall conclusion

Assuming growth in customer numbers and increase in per item costs experienced 

previously, we would conclude that our average costs in respect of print and fulfilment 

of mailings would increase by the equivalent of 13.36% per annum. However, we 

intend to absorb this and apply th PwC inflators. 

There are a number of factors that make it difficult to confidently predict future trends 

in UK postage rates:

	 •	 Deregulation	of	pricing	control	since	2012

	 •	 Current	privatisation	of	Royal	Mail

	 •	 The	lack	of	a	comparable	model

	 •	 No	commitment	beyond	an	‘expectation’	of	RPI	increases

The commitment by Ofcom to ensure that the universal postal service remains 

‘affordable’ is nebulous and did not prevent a substantial increase in 2012. Currently, 

the best indicator of future pricing is the ‘expectation’ by the directors of Royal Mail 

that future increases will be in line with RPI.

The impact of pure postage increases on our business is difficult to quantify, as our 

spend with postage suppliers includes ‘non-postage’ elements such as billing services 

and pre-paid envelope printing. However, there are likely to be continuing significant 

inflationary pressures which would take the price of a first class stamp to either 77p or 

as much as £1.24. However, we intend to absorb this and apply the PwC inflators.
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Appendix 4 – Salary input pressures

Why the Retail business salaries should be increased in-line with or 

above inflation in January 2014.

Introduction

This paper is to be read in conjunction with the First Economics 

Water Industry Input Price Inflation and Frontier Productivity Growth 

(August 2013)

The Retail Services Department of Sembcorp Bournemouth Water Plc (SBW) was 

formed in 2012 to help the company accommodate the requirement to introduce 

competition in the Water Industry. The company’s activities have been split into two 

categories: retail and wholesale. The retail business includes all customer-facing 

activities: billing, meter reading, account management, debt management and all 

customer queries. 

Currently in England, only business customers using five million litres a year or more 

can choose their retail service provider. However in 2017, the Government intends 

to remove this usage threshold and as a result liberalise the water retail market to 

all business customers in England and Wales, as is already the case in Scotland. To 

prepare for this nationwide competitive market, the retail business’ activities are being 

structured to treat all business customers as though they can already choose their retail 

provider. 

In addition to serving these business customers, the retail business continues to serve 

the needs of the domestic customer within the company’s area of supply. Findings 

from the July 2012 UK Customer Satisfaction Survey carried out by the Institute 

of Customer Service show that a gap is emerging when customers compare their 

experience with water companies against leading customer management companies 

which operate in the retail and financial services industries.  

These factors have led to a huge change in the roles of customer-facing staff within 

the water industry as a whole. It is essential for the company to ensure that staff are 

rewarded in line with the changes to their roles and experience, and with comparable 

roles in other industries in order to retain current staff and to recruit skilled staff in the 

future. 



The appointed  
business plan  

Appendix 4

Salary input pressures

page 342 of 355

In addition to these pressures which face the Water Industry, the economic outlook 

also needs to be considered when deciding upon a salary review structure for the retail 

business at the next salary review in January 2014 and further years. There is ongoing 

evidence that the current rate of inflation has outstripped pay increases in both the 

private and public sector since the recession began in 2008. This is having the effect of 

reducing salaries in real terms. This may have an effect on the retention of skilled staff, 

together with the changing nature of the work carried out by the retail business.

Background to retail business staff by section

Customer service centre staff

The Customer Service Centre (CSC) staff consist of a team of approximately 20 staff 

who have varying levels of experience and with service ranging from a few months to 

over 20 years at the company. It takes us at least eight weeks to train a person to start 

to taking customer calls competently.

The FTE salary for a Customer Service Adviser after the completion of a probationary 

period is currently £14,718 with a starting salary of £14,000. The HR Department 

report that it is difficult to find individuals with the required skills for the role at a 

starting salary of £14,000, particularly as a number of large call centres within the area 

have higher starting salaries. Many recruitment agencies are simply unable to attract 

candidates to apply for positions with such a low starting salary. This is despite the fact 

that the working hours are generally more attractive than those of a large call centre, 

with limited weekend working and the latest shift ending at 6pm. 

Evidence from salary surveys carried out in the area (Office Angels Quarterly Salary 

Update – Q1 2013) show that while the higher paid members of the CSC staff may be 

paid close to industry averages, the starting salary and the salary after the probationary 

period are significantly lower than the average for the area. A comparison of locally 

advertised call centre jobs shows that the average starting salary for comparable jobs 

in the area is approximately £16,500. 

A recently advertised role at Wessex Water was advertised with a starting salary of 

£16,993 rising to £17,257 after a successful probationary period, with the potential to 

earn £20,089 per annum. This is a useful benchmark with the most local comparable 

company and shows that the starting salary within the company’s CSC team is low. 
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A further comparison with a partner company, Homeserve, while not a directly 

comparable role, also shows that the annual wage we pay after completion of a 

probationary period is low in comparison to other companies and the living wage (see 

table below).

Name Hourly wage Yearly wage

Sembcorp Bournemouth Water £7.35 £14,718

Bristol Wessex Billing Services £8.97 £17,257

Homeserve £8.24 £16,500

Local call centres £8.24 £16,500

Minimum wage £6.31 £12,633

Living wage £7.45 £14,915

Account Management/Billing staff:

The Account Management/Billing Department is responsible for ensuring that all 

customers are billed correctly. Although it has always been important to ensure that 

customers receive accurate and easily understood billing information, this has become 

increasingly important from a company perspective with the implementation of 

business customer choice. In addition, we have new credit control processes in this 

department to meet the household debt challenge.

Salaries within this department are varied and there is work needed to ensure that 

the level of skill of a team member accurately reflects the skills required within the 

team. For those staff dealing with more complex business account queries and credit 

management activities, a review of salary will be required. Historically within the 

department the team has dealt with account management on a reactive basis.  The 

competitive market and hardening debt environment will require the team to be more 

proactive and will potentially involve a different set of skills within the team. 

Meter Reading/Field Revenue staff 

The importance of accurate, timely meter reads is likely to increase once the 

competitive market opens. Customers will become more knowledgeable about 

consumption and costs, and financial settlement between wholesalers and retailers 

will depend upon it. Similarly, when customers are under financial pressure they 

will question all information and so accurate data is essential. It will therefore be 

increasingly important to ensure that the correct staff are employed in the roles and 

that they are incentivised appropriately. 
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All company meters are read by an internal team of meter readers. It is hard to directly 

compare salaries for these roles as the majority of companies outsource roles to 

external providers. The team are salaried and are given company vehicles. The role is 

quite physical with exposure to weather conditions all year round which is demanding 

and can demotivate if other aspects of their work package are below average.

Debt Management staff

The Credit and Debt Management Department is a highly successful team, managing 

all aspects of Debt Management internally, up to an including litigation, and achieving 

top performance levels in comparison to other water companies. 

The team comprises staff with various skills and as such it is difficult to generalise 

about the salary ranges within the team. However, we recruit for these skills within the 

local market and need to be competitive with this environment to maintain our top 

performance. To keep our performance strong, we recruit the best possible people.

The living wage

The living wage is a concept which has been used as a way of defining the minimum 

income necessary for a worker to meet needs considered to be basic and provide a 

safe,	decent	standard	of	living	within	the	community.	On	5	November	2013,	this	was	

valued in the UK as being £7.45 per hour in areas outside of London (full-time salary 

of £14,914 per annum). The starting salary within the Call Centre is lower than this, at 

£6.99 per hour and other members of the retail business are paid below or very close 

to this figure. 

We have always sought to be an employer of choice and the results of the Investors 

in People assessment reflects that employees believe the company is an excellent 

place to work. The company has always been seen as above the minimum standard 

in rewarding staff in terms of salary and benefits and working conditions.  There is a 

need therefore to regularly review these salaries to ensure that we continue to be an 

employer of choice now and in the future.

Impact of wage inflation

We have taken two inflationary studies from PwC and First Economics and used the 

simple average of their predicted increases over the five-year period for general and 

costs (including labour) and doubtful debt inflationary price increases. We found the 

PwC indicators to be lower on average and so have applied these to tables R3 and R4.
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PwC and First Economics inflators 

PwC 
inflation 
indicator

13/14 14/15 15/16 16/17 17/18 18/19 19/20 Simple 
Ave

15/16 
to 
19/20

General 
costs, 
rates etc. 
(including 
labour)

3.10% 3.20% 3.40% 3.40% 3.50% 3.30% 3.10% 3.3%

First 
Economics 
inflation 
indicator

13/14 14/15 15/16 16/17 17/18 18/19 19/20 Simple 
Ave

15/16 
to 
19/20

Doubtful 
debts

3.10% 2.9% 3.3% 4.0% 3.4% 3.4% 3.4% 3.5%

Labour – 
General

1.8% 2.9% 3.8% 4.0% 4.0% 4.25% 4.25% 4.06%

Labour – 
Specialist

3.05% 4.15% 5.05% 5.25% 4.5% 4.5% 4.5% 4.76%

Inflation has long been a key factor when discussing levels of pay settlement. Since 

the recession in 2008 in the UK, wages have been shown to fall in real terms because 

above-target inflation has exceeded wage growth. 

RPI has always been used as the measure with which pay settlements are compared, 

as it is considered the most representative of employees’ spending, but its status was 

downgraded at the beginning of 2013 and it is no longer classed as a national statistic. 

However, it is still a useful measure for discussion of wage inflation.

Figures	released	on	15	October	2013	by	the	Office	for	National	Statistics	(ONS)	showed	

that RPI fell slightly in September of this year, to 3.2% from 3.3% recorded in August. 

While this was in line with expectations, the official measure of consumer prices index 

(CPI) remained unchanged in September 2013 at 2.7%. Although inflation is forecast 

to drift lower, the fall is only expected to be gradual. Taking this statistic and the PwC 

and First Economics papers, they suggest a reasonable increase based on the PwC 

inflators to balance demand in the local area.
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Ernst and Young ITEM Club forecast that the labour market should improve (next year 

and beyond) (Ernst and Young ITEM Club UK Spring Forecast Report, Spring 2013) 

as the wider recovery strengthens, generating sustained employment growth and 

improving workers’ wage bargaining position. 

As it is already difficult for the retail business to recruit staff based on current salaries, 

this expected increased bargaining power of individuals is likely to make this even 

harder in the future if the salary structure is not addressed. Towers Watson’s bi-annual 

Salary Budget Planning Report (Towers Watson Data Services – Salary Budget Planning 

Report 2013) shows that British companies are planning to maintain an average of 3% 

salary increase in 2014 for the third year running. Therefore we believe our inflation 

predictions are reasonable.

Conclusion

A combination of factors support the fact that the retail business’ salaries should be 

increased in line with or above the current rate of inflation at the next salary review in 

January 2014. Evidence indicates that these factors and pressures will continue into the 

future, based on the PwC inflators. 

The profile and role of the departments are changing with the implementation of 

competition and a hardening debt environment, and the business needs to ensure that 

staff are incentivised appropriately in order to employ and retain the best staff within 

these key roles. It is important for the business to retain key staff and develop the skills 

which are required now and will continue to be required in the future. 

Evidence shows that retail business staff are currently paid at the lower end of the 

industry and regional averages. In particular, it is becoming increasingly difficult for 

the Customer Service Centre to recruit skilled staff due to the low starting salary of 

£14,000, which needs to be addressed and future-proofed. 

As a result of local competition from retail HQ functions, any increase to salary will 

need to be above the UK’s anticipated 2.7% rise in the cost of living to have an impact 

on the salary in real terms. 

Our retail business already has a very low cost to serve with a lean and efficient 

operation and these proposed increases will not materially increase this cost in the 

coming AMP6 period.
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Appendix 5 – Debt recovery environment

Rising debt in the South West over the next five years

This paper is to be read in conjunction with the First Economics Water Industry 

Input Price Inflation and Frontier Productivity Growth (August 2013) and the 

appointed business plan.

Introduction

The UK economy may be slowly improving but the effect of the recession on the 

poorest and lowest-paid customers will have a long-lasting effect. Where personal 

income is particularly low, the water bill is often the last to be paid after food, energy, 

incidentals and clothing. 

The following paper suggests that this socio-economic scenario will continue for some 

time and provides data to show that water debt will rise over the coming years. It 

analyses the situation of customers who are already in debt or who are likely to fall 

into debt in the PR14 period. It also considers the macroeconomic environment, the 

social effect of price increases on customers, and the need for new initiatives to tackle 

these issues. 

The paper therefore provides the rationale for our proposed bad debt provision for 

PR14, which will not increase in real terms

1. The wider macroeconomic environment and its  
 effect locally

1.1 Benefit reforms

The Welfare Reform Act started to come into effect in Bournemouth in July 2013 

and important changes will be rolled out during the year, including a fixed ceiling for 

benefits that can be claimed. See benefit cap. Among these changes, Housing Benefit 

is to be cut for people in social housing with spare bedrooms, and the Council Tax 

benefit is changing to the Council Tax Reduction Scheme. 

The benefit cap set out in the Welfare Act will affect our customers who receive 

Housing Benefit and live in rented properties, though exact figures are not available 

yet. Under the new Local Housing Allowance Rules, the local authority will normally 
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pay Housing Benefit directly to the tenant. It is feared that in cases of poor financial 

management, more tenants will default on their bills, especially their water bill, as 

this will become a low-priority debt. According to the Citizens Advice Bureau, water 

and sewerage bills are not ‘priority debts’ because there is no disconnection for non-

payment. See Citizens Advice.

From October 2013, the Government plans to simplify the benefit system replacing 

several benefits with the Universal Credit. It is proposed that a maximum of three 

deductions will be allowable at any given time from an individual’s benefit. However, 

the deduction for water charges has yet to be confirmed, and as it is deemed a low 

priority debt, we do not anticipate our bill to be included in most cases. As with any 

policy change, there will be teething problems and we must be prepared for these. 

We have already seen that in Q2 (July - September 2013), 175 customers, who were 

already in debt, stopped making Direct Payments from their benefits. (Previously these 

customers were making regular payments in a conscientious effort to pay off their 

arrears.) Each of these customers has an average debt of £300, amounting to £52,000 

collectively. This is a relatively small amount but significant in relation to our bad debt 

provision.

1.2 Increase in rented accommodation

Shelter	quotes	the	latest	Census	figures	from	the	Office	of	National	Statistics	

showing that one in five families in England – equivalent to 1.2 million households 

– now rent from a private landlord, a number that has doubled since 2001. Locally, 

in Bournemouth and Christchurch, this is reflected in customers living in rented 

properties increasing from 25% to 32% in the past 12 months. 

As it is more difficult to pursue a tenant than a property owner for debt, the increase 

in rented properties will have an impact on both our enforcement options and the 

prospects of successful litigation. We will therefore experience significant upward 

pressure in previous occupier debt and bad debt. Historically, this has accounted for 

over 60% of our debt provision. 

1.3 Poverty (60+ poverty)

In contrast to the image of our supply area as being populated by retired, affluent 

people, national statistics confirm that consumers over the age of 60 have the highest 

level of unsecured debt, averaging £22,345 per person during 2012-2013.  

(www.stepchange.org - Annual Debt Statistical year book 2012/13)
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1.4 Child poverty

Where child poverty is measured as “children living in families receiving out-of-work 

benefits or in-work tax credits, and where family income is less than 60% of the 

median income”, we find that over 13,300 children within our area of supply are 

classed as living below the poverty line. Within the Bournemouth area we are broadly 

in line with the national average with 19% of children within poverty, however, 

this number fluctuates greatly, for example, between 8% and 33% in wards in the 

Bournemouth area as shown in the table below. Figures taken from End Child Poverty 

website. 

(*The yellow line is the worst affected area in the country -Tower Hamlets, London. 
The pink line is the local national authority average and the blue line shows the Bournemouth wards.)

1.5. Unemployment

In August 2013, Bournemouth Borough Council reported the number of claimants of 

benefits related to unemployment had decreased between July and August to 3,279 

claimants with a residence-based rate of 2.6% (the economically active-based rate 

was 3.9%). These figures are in line with the national picture of slowly decreasing 

unemployment rates. However, the number of customers who are “in-work” poverty 

continues to increase.
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(*The yellow line is the worst affected area in the country -Tower Hamlets, London.  
The pink line is the local national authority average and the blue line shows the Bournemouth wards.) 

 
 

                                            
8 http://england.shelter.org.uk/news/july_2013/generation_rent_families_double_in_10_years 
9 http://www.endchildpoverty.org.uk/why-end-child-poverty/poverty-in-your-area 
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1.6 ‘In-work’ poverty

Millions of working people in the UK are struggling to meet the day-to-day cost of living. 

It was recently reported that almost seven million working people were “one bill away 

from	disaster”.	In	November	2012,	the	Joseph	Rowntree	Foundation	reported	that	the	

number of people experiencing ‘in-work’ poverty now exceeds workless poverty. “Over 

half of children and working-age adults in poverty live in a working household. In-work 

poverty has been rising steadily for at least a decade.”  We believe this is set to continue. 

2013 saw mainstream acceptance of the ‘zero hour contract’, and the average income 

has fallen by 4.4% since 2009.  If this continues, over the next three years 59% of 

customers nationally may not make ends meet (www.stepchange.org  - Annual Debt 

Statistical year book 2012/13). This trend potentially limits the success of Attachment of 

Earnings and Third Party Debt Orders. Debtors on a low income will be less likely to reach 

the level outlined in the ‘protected earnings policy’.

Our billing data shows that approximately 16% of our customers fell in and out of 

payment arrangements in the past year. These customers are believed to be in socio-

economic bands C and D – educated and working individuals who are now ‘one bill 

away’ from the breadline. This will have an impact on our retail operational costs as 

resources will be required to work more ‘out of office’ and weekend hours to contact 

this type of debtor.

2. The social effect of price increases on customers

With a 10% increase in energy bills announced, these bills are likely to continue to 

rise during PR14, along with other cost-of-living increases. In this climate of increasing 

pressure on households, our challenge is to keep water bills as affordable as possible 

and to continue to effectively collect payment.

2.1 Local poverty

a) Food banks

The Bournemouth area has seen a rise in the number of people needing handouts for 

essential items, especially food.  The changes in benefit payments and the fact that 

these are paid in arrears may have brought additional pressures on those already living 
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on the breadline. 6,600 were helped in 2012/13, a 44% increase over the previous 

year.  (See following table.)

Bournemouth Food bank has forecast a further 80% increase in the number of 

referrals and people in need of food parcels. ‘Food banks have become one of the 

fastest growing charitable industries in the UK. It is not a coincidence that this comes 

at the same time as cuts to public spending and the reform of the welfare state.’ 

(Guardian 18 February 2013) 

*Table taken from http://bournemouth.foodbank.org.uk/

b) Payday loans

As reported by Stepchange, ‘government changes to financial crisis funding may drive 

vulnerable low income families further into debt forcing them to use payday loans for 

emergencies’. 

The growth in Pay Day Loan companies is indicative of a fragile economy. There are 

no official figures of the number of people involved but the Office of Fair Trading has 

reported  “This is causing real harm and the problem has grown. In the first quarter of 

2009/10 only one per cent of Citizens Advice Bureau debt casework clients had at least 

one payday loan – in the same quarter of 2012, 10 per cent had at least one payday 

loan.	In	November	2012,	StepChange	Debt	Charity	reported	that	the	proportion	of	

their clients with payday loan debts had increased from 3.7 per cent in 2009 to 17 per 

cent in 2012.”
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Locally, anecdotal evidence suggests that 18.5% of our customers now use payday 

loan facilities, over 65% of whom have a contractual payment arrangement worth 

more than 100% of their income. (www.bournemouthecho.co.uk – article dated 

10.09.2013) 

A national survey showed that two-thirds of those surveyed who took out a payday 

loan said they ran out of money by the third week after they are paid. This would 

suggest that rather than turning to these lenders for short-term help, they are falling 

deeper into debt.  As this trend increases, the more difficult it will become for us to 

recover the money owed for water bills. 

c) Seeking debt advice

The leading debt charity, ‘Stepchange’, reports on a national level an 11% increase 

in people seeking debt advice since 2012.The proportion of clients with household 

arrears debt has increased from 27 percent in 2011 to 35 percent in 2012. While these 

figures show that more and more people are seeking help to sort out personal debt 

issues, water bills are not a priority debt as stated earlier. 

The debt help and advice group, Payplan, also reports rising local referrals in the last 

12 months. They report having advised 455 people living in two local areas (BH11 

and BH12) where the average debt (secured and unsecured) was £87,000 – again a 

significant number in relation to our bad debt provision.  

2.2 Effect on our debt figures

The following graph shows the increase in our write-off levels.  Our debt provision 

would historically peak monthly at £33,000 due to previous occupier debt.  However, 

in August and September 2013, it peaked at £76,000. Based on figures between 2011 

and 2013, we have seen, on average, an annual increase of 14% in previous occupier 

debt.  
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peaked at £76,000. Based on figures between 2011 and 2013, we have seen, on average, an annual 
increase of 14% in previous occupier debt.  The second graph illustrates the current and forecast rate 
of growth in net write-offs. 
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3.  The need for new initiatives to deter non-payment

To manage the growing problem of rising debt, we will require resources for the 

following challenges: 

1. Working with Auriga Services to manage a third-party debt assistance fund,   

 assisting customers who fall under the needy, hardship, poverty and  

 distress category

2. Updating internal processes as the welfare reforms take effect

3. Concentrating work on the claim and previous occupier ledger. (Where contact  

 cannot be made by telephone, including mobiles, trained staff visit customers until  

 contact is finally made).

4. Offering win-win deals to the conscientious customer who is struggling to pay by  

 engaging with them early and designing repayment plans that are sustainable with  

 the incentive at the end such as an agreed element of the debt written off .

5. Operating flexible working hours to facilitate out-of-hours contact – especially with  

 the hard-core debtor

6. Reducing ‘bad debt’ by improving internal processes and working with tracing  

 agencies

7. Continuing with innovative collection work initiatives with a focus on front-end  

 processes 

8. Using new software combining real-time data with local demographics allowing  

 further segmentation of the customer base 

Possible efficiencies

•	 If	the	Universal	Credit	becomes	an	online	benefit,	as	intended,	we	may	have	a	new		

 channel of communication with customers. 

•	 If	the	benefit	payments	are	made	monthly,	we	may	be	able	to	promote	monthly		

 Direct Debits.  (Customers used to avoid these because their benefit payment dates  

 did not match the Direct Debit claim dates.)

•	 Customers	may	also	pay	a	single,	larger	monthly	payment	rather	than	the	current		

 weekly/fortnightly payments. 
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4. General inflation

We have taken two inflationary studies from PwC and First Economics and have used 

the simple average of their predicted increases over the five-year period for general 

and costs (including labour) and doubtful debt inflationary price increases. We found 

the PwC indicators to be lower on average and so have applied these to tables R3 and R4.

PwC and First Economics inflators

PwC 
inflation 
indicator

13/14 14/15 15/16 16/17 17/18 18/19 19/20 Simple 
Ave

15/16 
to 
19/20

General 
costs, 
rates etc. 
(including 
labour)

3.10% 3.20% 3.40% 3.40% 3.50% 3.30% 3.10% 3.3%

First 
Economics 
inflation 
indicator

13/14 14/15 15/16 16/17 17/18 18/19 19/20 Simple 
Ave

15/16 
to 
19/20

Doubtful 
debts

3.10% 2.9% 3.3% 4.0% 3.4% 3.4% 3.4% 3.5%

Labour – 
General

1.8% 2.9% 3.8% 4.0% 4.0% 4.25% 4.25% 4.06%

Labour – 
Specialist

3.05% 4.15% 5.05% 5.25% 4.5% 4.5% 4.5% 4.76%

Conclusion

Evidence suggests that while the economy may be improving, the average customer is 

still recovering from the effects of the last four years of the economic downturn and 

many are still ‘one bill away’ from defaulting on their payment.

Some of our customers are forced to live financially, from month to month, with a 

strong reliance on credit and our Credit and Debt Department needs to ensure they 

can easily identify and contact these customers to help them manage their debt in a 

holistic manner. 

Therefore, we will continue to be innovative and efficient in our approach. This will 

ensure inflationary pressures on our activities will be kept to a minimum with no real 

increase in our costs, thus minimising the impact on customer bills.


