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This report is the result of a series of 
in-depth interviews with senior personnel 
in the water industry, soliciting their views 
on the emerging proposals around PR24 
and the challenges they face as a sector. 
Eighteen interviews of water company chief 
executives, regulatory directors, heads 
of environment, customer and digital, 
together with policy directors of water 
bodies, took place between December 2021 
and mid-January 2022. Their views have 
been assimilated into this report; many of 
the interviewees spoke on the record but 
some conversations have been reported 
anonymously. Ofwat also provided written 
answers to questions which have been 
incorporated into the text.
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The next price review and the business plans 

it establishes are critical to the success of water 

companies in meeting the major challenges 

they face. This report provides an in-depth 

look at how the PR24 methodology is shaping 

up, and how it needs to develop to provide the 

environment for water companies to rise to 

these challenges. We’d like to thank all who 

contributed for sharing their valuable insight 

and providing a vital window into their current 

thinking and plans.

Liz Parminter 

Partner, Energy and Utilities at PA Consulting

Greg Bradley 

Partner, Energy and Utilities at PA Consulting

PA Consulting is delighted to have 
partnered with Utility Week to 
undertake this research on behalf of 
the water industry.

At PA, we create value by combining our 

regulatory expertise with our practical asset 

management experience, assembled through 

a newly formed team of former operators, 

regulators and supply chain practitioners. This 

enables us to work with clients to deliver real 

results and outcomes, from “strategy to spanner”. 

Importantly, we are underpinning all of this with 

digital expertise – clients are asking us to help 

them realise the benefits of digital in a real and 

practical way.

 It’s a genuinely transformative period 

for the sector. We’re witnessing a major push 

for the water sector to implement new value 

frameworks and long-term delivery strategies 

that can help navigate different scenarios for 

climate change, technology, environment and 

customer demand. All of this comes as the sector 

emerges from the Covid-19 pandemic, which 

has created new opportunities to work remotely 

and collaboratively, and while the post-Brexit 

environment brings the largest investment in UK 

infrastructure in decades.

FOREWORD FOREWORD
A CRITICAL
TIME FOR
WATER
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analysis shown to the BBC suggests,” was a story 

on 19 January. “It found seven water companies 

in England and Wales discharged untreated 

sewage into rivers and the sea more than 3,000 

times between 2017 and 2021,” the BBC’s 

website continued. Just a few days beforehand, 

MPs had warned of a "chemical cocktail" of 

pollutants tainting England's rivers in a report 

from the Environmental Audit Committee. It said 

that raw sewage and microplastics were putting 

health and nature at risk. 

The context to PR24
Water companies’ business plans for the 

years between 2025 and 2030 cover one of 

the most critical periods since privatisation. 

In this five-year period, they will need to have 

made significant strides in reducing their carbon 

footprint, and set a course to improve resilience 

against accelerating climate change. 

The challenges facing the sector could not 

be starker, as Ofwat acknowledged in PR24 and 
Beyond: Creating Tomorrow, Together, its opening 

salvo for the price review covering the second 

half of the decade. 

“Climate change has significant implications 

for the long-term operation of the sector: it 

threatens the resilience of companies’ networks 

and the water supply. We’re already seeing drier 

summers, more frequent and intense rainfall on 

wet days, more variable river flows and biological 

changes in water bodies," Ofwat said.

“The National Infrastructure Commission 

estimates there is a 25% chance that, within 

the next 30 years, we’ll experience the worst 

drought in recorded history. It has urged the 

sector to increase water capacity by four billion 

litres by 2050,"

An additional challenge is that consumer 

expectations for the sector, both in the level of 

service and its guardianship of the environment, 

continue to rise. And as the Ofwat paper also 

points out, the potential harm to the environment 

from some of the water sector's activities, 

including the impact of abstraction on rivers and 

chalk streams and, most prominently, the use 

of storm overflows, is very much on the public’s 

radar. The sector is currently more than usually 

beset with a string of damaging headlines on 

the issue of combined sewer overflows (CSOs): 

“Untreated sewage is being dumped illegally 

in rivers across the country on a regular basis, 

Number of times untreated 
sewage discharged into rivers and 
the sea between 2017 and 2021

25%
Chance of worst drought in 
history within the next 30 years

3,0003,000

INTRODUCTION
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“Encouragingly, we know from customer 

research that many would support paying 

more to support better and more sustainable 

outcomes, while at the same time we are very 

aware of the financial challenges that some in 

our community are facing and we will continue to 

be here for them.”

It’s clear that balancing the equation of 

investment on the one side with revenue on 

the other looks tricky without some scope for 

price rises. Many in the sector acknowledge the 

pressure on customers but are worried that bill 

reductions, which have characterised the past 

two price reviews, will not be possible this time 

around, especially as the cuts to the weighted 

average cost of capital – a headline feature 

of PR19 – is not an option for PR24. Besides, 

against the growing clamour to protect the 

environment, consumers understand there is a 

cost attached to this. 

“Resilience costs money – bills will have to 

go up,” says one water company director. And 

as another director put it: “It would be great if 

we could reduce costs but there’s a limit to how 

much you can save being efficient and innovative.”

Others remain equivocal on the question of 

bill increases in AMP8.

 “It’s a little early to tell and there will be a 

balance to achieve,” says Ian Cain, chief executive 

of SES Water. “We all know how important water 

is and to support long-term sustainable high-

quality supplies there’s a genuine and significant 

investment requirement. 

Chairman Philip Dunne MP stated that 

if illegal discharges were to continue, “Ofwat 

should look at its powers to review those water 

bosses who receive lofty bonuses".

Water companies have already got tough 

performance targets to meet in a number of areas 

ranging from leakage reduction and per capita 

consumption, through to drought resilience. Their 

operations are shaped by a plethora of legislation 

and frameworks, and their goals have been shaped 

too by Water UK’s collective public interest 

commitments. The Environment Act, which 

passed into law in November last year, brings 

new demands – on monitoring, transparency and 

biodiversity, as well as action on CSOs.

 Water sector leaders say that meeting 

environmental commitments calls for 

significant investment in their ageing assets, to 

repair and upgrade infrastructure stemming 

from Victorian times. But set against this 

is a political and social backdrop of raging 

inflationary pressures, currently at 5.4%, and 

many consumers struggling to pay bills. The 

energy price cap, for instance, will soar by 

54% for 22 million households to £1,971 per 

year when it is adjusted in April. An average 

water bill itself will rise at the same time by 

1.7% to add to consumers’ cost of living woes. 

Water companies, meanwhile, have their own 

inflationary cost pressures to navigate.

54% 
Rise of the energy 
price cap to £1,971 
in April

22million 
Households stand to be effected 
by this rise

Encouragingly, we know from customer research that many 

would support paying more to support better and more 

sustainable outcomes, while at the same time we are very 

aware of the financial challenges that some in our community 

are facing and we will continue to be here for them.”

Ian Cain, chief executive, SES Water

INTRODUCTION



6

Bob Taylor, chief executive of Portsmouth 

Water, is of similar mind: “It’s too early to talk 

about bill rises at the moment. But in the past two 

price reviews that have come from Ofwat, we 

have seen bill reductions. As a sector I hope that 

won’t be the case this time, for the simple reason 

we need to invest more than we have been doing.” 

But failure or success in making the step 

change in environmental performance does not 

just rest with money. 

Going forward, the approach to regulation 

needs to provide greater latitude for new ideas 

and nature-based solutions, and nurture a culture 

of collaboration. It also needs to boost the ability 

of companies to further harness technologies 

Resilience and climate change

– the big ticket in PR24

Significant investment is needed to meet more stringent environmental 

legislation and public expectations. But details are yet to emerge of the 

extent and pace of reducing discharge from combined sewer overflows 

(CSOs) into rivers, which will be a determining factor in business plans.

There is concern that public misunderstandings over CSO 

discharges could result in misplaced demands that could divert 

investment away from other important environmental programmes 

that may be more beneficial. 

PR24 is being seen as a transitional price review; there is discernible 

change in regulatory culture in recognition of the huge challenges 

facing the sector around resilience, with the focus for water 

companies on long-term strategic planning.

Universal backing exists for Ofwat’s long-term approach to AMP 

programmes, which requires water companies to take a 25-year 

view. However, water companies would like to see more flexibility 

in spending programmes and certainty of spending guarantees 

across AMPs. This would also smooth out peaks and troughs in 

projects and support fragile supply chains.

The industry needs a market-level weighted average cost of capital 

(WACC) to bring responsible investors into the market.

There are significant pressures facing the industry in relation to 

resilience to climate change and the national ageing asset base – 

bills may need to rise to provide investment to boost asset health.

Cost modelling for total expenditure (totex) needs to reflect the 

changes needed to assets going forward rather than being based 

on historic data.

“It’s too early to talk about bill rises at 

the moment. But in the past two price reviews 

that have come from Ofwat, we have seen bill 

reductions. As a sector I hope that won’t be 

the case this time, for the simple reason we 

need to invest more than we have been doing.” 

Bob Taylor, chief executive, Portsmouth Water

KEY FINDINGS

and data to drive efficiencies and improve 

performance. These will all be key factors in the 

blueprint for AMP8 and delivering it. 

As water companies begin the long process 

of drawing up their business plans, how different 

in its approach will the price review be? Where 

are the points of tension likely to arise between 

water companies and their regulator, and where 

will they struggle within their own organisations 

to raise the bar? 

INTRODUCTION



7

PR24 timetable 

/the story so far 
Business planning is a continuous occupation 

for water companies, but it’s still early days in 

terms of the PR24 process; the rule book or 

methodology for PR24 is not expected from Ofwat 

until July 2022. There are broad visions but detail 

will not emerge until the draft methodology is 

published. Water companies have assembled their 

teams and as one put it, to read Ofwat’s signals, 

and will be steadily stepping up endeavours this 

year to set out strategies, operational programmes 

and spending plans to take them into the next 

decade. And all the while, keeping a close eye 

on actual performance towards achieving the 

targets set for them in the current AMP7 period to 

position themselves for AMP8.

The key dates for the PR24 timetable are:

Draft methodology for PR24 will be 

published July 2022 (likely finalised  

late 2022).

Business plan submissions will be 

published around late autumn 2023 

(possibly October).

Draft determinations published around 

spring 2024.

Final determinations published late 2024 

(likely December).

Ofwat got the ball rolling in May 2021 

when it set out its initial views and high-level 

ideas on the framework in PR24 and Beyond: 
Creating Tomorrow, Together. This was published 

Performance commitments

– the need to think differently

Expected new performance commitments for reducing 

embedded carbon dioxide emissions may force a rethink of 

companies’ route maps for meeting zero carbon by 2030.

Ofwat is considering introducing performance commitments 

to reduce greenhouse gases from process emissions and 

embodied carbon.

Water companies are concerned that performance 

incentives do not match long-term strategies and fall back 

on traditional Outcome Delivery Incentive (ODI) measures.

Water companies want an element of local ODI to  

match specific consumer requirements rather than a 

centralised focus.

More mechanisms for partnership working are needed 

– and skills to match, together with measurements for 

resilience and carbon emission reduction. 

Affordability

– a different approach needed

Water companies support the introduction of a national 

social tariff. 

But they think it is time to address how to pay for water 

more generally, based on universal monitoring and 

differentiated tariffs.

INTRODUCTION
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for industry consultation, which closed at the 

end of July. 

Creating Tomorrow, Together said that the key 

themes in PR24 would be to:

Increase focus on the long term;

Deliver greater environmental  

and social value; 

Reflect	a	clearer	understanding	of	

customers and communities; 

Drive improvements through  

efficiency	and	innovation.

The document made the point that Ofwat 

was proposing to strengthen its approach to 

resilience so that companies were more strongly 

incentivised to maintain their assets for the long 

term. It also said that it would “continue our 

focus on companies’ financial resilience.” 

There was also an emphasis on giving 

companies more information in advance and 

Digital and innovation

– essential tools for finding new

options for delivery 

There is ongoing need to harness technology and associated 

business change to deliver efficiencies and reduce cost 

to serve – there is some scope to do this with machine 

learning and artificial intelligence but there are limits to the 

efficiency savings this can produce. The opportunities are 

not limited to these areas.

A proliferation of monitoring devices will continue to enable 

analytics to improve performance and customer service.

There is an urgent need to drive more value from data 

– the appetite for open data proposals is strong but the 

sector is lacking in data skills, and the skills to deploy and 

maintain the new physical and non-physical assets and 

systems that will help deliver that value.

There is support for Ofwat to extend the innovation fund 

– but this should not detract from individual innovation 

funding in business plans. 

There needs to be mechanisms in PR24 that incentivise 

collaboration and partnership working.

INTRODUCTION



9

In January 2022 the regulator set out a 

position paper on net zero emissions urging 

water companies to concentrate on cutting 

emissions to reach net zero aligned with 

government’s 2050 target. Water companies 

have signed up to become net zero by 2030, 

although this will rely on offsetting.

The messages conveyed by the document 

and what they mean to companies’ business 

plans are analysed in more detail in the 

following chapters.

The regulator reiterated its position 

that each AMP cycle should be a building 

block that fits with 25-year Water Resource 

Management Plans (WRMPs) and Drainage 

and Waste Management Plans (DWMPs) 

as well as the Water Industry National 

Environment Programme (WINEP) in England 

and the National Environment Programme 

(NEP) in Wales.

It pressed them to focus on adaptive 

planning to be flexible enough for the changing 

environmental and societal challenges 

companies may face in the coming decades. This, 

Ofwat said, would allow companies to schedule 

and prioritise spending.

In November, Ofwat released a paper 

setting out emerging proposals for performance 

commitments in PR24. The document was open 

for consultation until 13 January.

simplifying the process. “We are considering 

whether to combine the assessment of business 

plans and the draft determination to create 

a two-step process. We will also simplify our 

outcomes framework which sets performance 

levels and incentives for a range of metrics.”

As part of the focus on the long term, Ofwat 

said it “was considering how to better incentivise 

nature-based solutions and other operational 

(opex)-based solutions, through reducing the 

potential bias for capital-based solutions”. 

“We also want to provide greater clarity on 

the role partnerships can play as part of PR24 – in 

particular in helping water companies to deliver 

greater public value. And we want to consider 

how PR24 and future price controls can support 

companies to meet the challenge of net zero.”

This was all welcome mood music to the 

sector, particularly the focus on long-term planning 

– but as many said, it was now all about the detail

that would emerge over the coming months.

Since May there has been a bit more flesh 

put on the bone in a number of areas.

A letter to regulatory directors in November 

2021 confirmed the need for water companies 

to undertake long-term strategic planning and 

Ofwat’s expectations for business plans for 

2025-30 to be set in that context – a major 

development on previous price reviews and one 

that water companies had been asking for.

The letter said that water companies should 

integrate five-year business plans with wider 

reaching environmental strategies to ensure 

investments are made at the most beneficial time.

INTRODUCTION
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1

Overview
Unsurprisingly, in undertaking this 

research with the water sector about shaping 

and preparing for the next price control, 

environmental obligations was the dominant 

theme. Big ticket items such as boosting 

resilience in the face of climate change, reducing 

their own carbon footprint, and the current 

headline issue of addressing CSOs and other 

discharge incidents would, interviewees said, be 

the defining theme of their business plans and 

the PR24 process. Crucially, when this report 

was being prepared in January a vital piece 

of the jigsaw was still missing, more specific 

guidance from the Department for Environment, 

Food & Rural Affairs (Defra) on the elimination of 

discharge from CSOs.

RESILIENCE AND
CLIMATE CHANGE 
VERSUS INVESTMENT
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The transition to a long-

term regulatory approach 

probably can’t be fully 

achieved in a single AMP 

cycle, but we need to ensure 

we maintain that long-term 

focus, recognising that we 

might not get all the way 

there in one go.”

Darren Rice, head of policy and 
regulatory strategy, Anglian Water

RESILIENCE AND 
CLIMATE CHANGE 
VERSUS INVESTMENT

excuse to delay, given some of the lead times 

involved in these areas.”

What does it mean in practice for  

water companies?

Alex Plant, director of strategy and 

regulation at Anglian Water, explains that 

Anglian refreshed its 25-year strategic plan for 

PR19 “because we wanted to get the sense of 

long-term ambitions”.

He explains: “Our PR19 plan tried to be a 

five-year stepping stone towards the attainment 

of those long-term ambitions. And that’s all 

great, but what is envisaged in the Ofwat 

document evolves that into a far more adaptive, 

complex planning approach, across all aspects of 

a company’s activities, which tries to recognise 

that there are some no-regret options that 

you would definitely want to push through in 

Taking the 

longer-term view
The sector argues that the huge 

environmental challenges facing water companies 

as they move to net zero, boost resilience against 

climate change, and safeguard against water 

scarcity, cries out for a change in the way they are 

regulated. In PR24, Ofwat is evidently moving in 

this direction with a focus on long-term strategic 

planning. This has been a direction of travel the 

sector has been asking for, and a point raised in 

the final re-determination from the Competition 

and Markets Authority (CMA). 

“We appreciate that it’s still very much a 

discussion document, but the direction is very 

welcome,” says Darren Rice, head of policy 

and regulatory strategy at Anglian Water, who 

describes it as a “transitional price review”.

He adds: “The transition to a long-term 

regulatory approach probably can’t be fully 

achieved in a single AMP cycle, but we need 

to ensure we maintain that long-term focus, 

recognising that we might not get all the way 

there in one go.”

Jo Harrison, director of environment, planning 

and innovation at United Utilities, agrees: “The 

documents from Ofwat suggest a good direction 

for PR24, particularly the requirement to get 

companies to set out a long-term adaptive plan 

setting out their journey to 2050. 

“It’s been something the industry has needed 

for some time and it works well with the WINEP 

reforms from the Environment Agency,” she 

says, referring to the Water Industry National 

Environment Programme (WINEP). 

This is the programme of work water 

companies in England are required to carry 

out in order to meet their obligations from 

environmental legislation and UK government 

policy. It is currently being reviewed, with the 

final document set to be published imminently 

following the publication of Defra’s final 

Strategic Policy Statement in February. This also 

emphasised the need for long-term planning.

Stuart Colville, director of policy, Water 

UK, also points to the benefits of a long-term 

approach. “It’s a really welcome sign that all of 

the sector, both industry and regulators, are 

increasingly looking to the long term. We’ve 

carried out some really sophisticated deep work 

on planning for the long term in particular areas, 

like water resources, where we know there’s a 

big challenge. 

“What we’ve got now is both companies and 

regulators increasingly recognising that long-

term planning is essential across all outcomes 

really. That’s very much to be welcomed – but I 

think there’s a lot to do to make sure that works 

correctly, and I think that can’t be used as an 

1
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The documents from 

Ofwat suggest a 

good direction for 

PR24, particularly the 

requirement to get 

companies to set out 

a long-term adaptive 

plan setting out their 

journey to 2050."

Jo Harrison, director of 
environment, planning and 
innovation, United Utilities

Approaching spending in this way, says Rice, 

also makes it more affordable and the long-term 

framework considerations give a far more robust 

way of articulating what’s invested in now and 

what’s left behind. “It puts those things on a 

continuum, so you’re making choices cognisant 

of the consequences later on. And being able to 

understand and articulate those consequences 

now versus later decisions will be a key theme of 

the next review,” he says.

Matt Greenfield, director of strategy and 

regulation, Wessex Water, says that a benefit of 

adopting a long-term approach is that it balances 

some of the risks that exist.

“There are different types of risk that exist. 

There’s the risk of whether or not the thing we’re 

doing works, and whether it meets the outcome 

any five-year plan, but that you ought to have 

thought about in a longer-term context.

“And equally, there will be some higher 

regret options, that it might be better to defer, 

because that deferral may open up other 

opportunities, and may lead to a lower cost 

solution becoming available.

“It tries to bring some of the disciplines that 

have evolved over the years in water resource 

management planning to bear upon the wider 

sector proposals within companies’ business 

plans. That is a really helpful and sensible thing 

to be trying to move towards. 

“The difficult bit is getting it into something 

that makes a real difference, and is deliverable. I 

suspect that’s where some of the work will have 

to be focused. We are now, stimulated by the 

Ofwat document, putting effort into thinking 

how best we can contribute to that.”

Plant gives an example: “You might look 

at your future water resource requirements, 

and looking at your options, desalination might 

emerge as a strong candidate. But desalination 

today has a host of drawbacks attached to it, 

both environmental and financial.

“It’s quite nice to have it flagged, but if 

you don’t have to do that in the next five years 

because there’s other sources available to you, 

by the time you need the desalination solution, 

maybe technology has moved on. Maybe by 

then it’s become easier to deal with the brine 

that no one’s got an answer to at the moment, 

maybe it’s cheaper. Maybe some other solution 

will have emerged that means you don’t have 

to choose the option with more difficulties 

attached to it.

“There can be a tendency to think you have 

to get everything into your five-year plan. But 

that’s not necessarily the case.”
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1Investors want to work 

with and invest in 

responsible companies 

and if Ofwat gets 

this right then it will 

continue to attract 

responsible investors 

into the sector."

Dr Lisa Gahan, director of 
regulation, South West Water

investors into the sector,” says Dr Lisa Gahan, 

director of regulation, South West Water, 

describing the CMA reset as hugely significant.

“What we don’t want is methodological 

changes that suggest rates of return lower than 

the market suggests. It’s an important parameter 

to get WACC right.”

Gahan says she too welcomes the long-term 

focus, but would like to see strategic planning 

backed up with greater spending certainties for 

the following five years.

Another option for more long-term thinking, 

suggests Cathryn Ross, director of strategy and 

regulatory affairs at Thames Water, would be 

for bigger projects to be undertaken under a 

regulated asset base model (like Thames Tideway 

Tunnel), which has a longer-term regulatory 

regime and a different allocation of risk such that 

it can be delivered on a lower cost of capital.

targets that we’re aiming for. Ofwat already 

has Outcome Delivery Incentives (ODIs) to 

incentivise companies to meet their targets.

“If we’re taking different approaches to the 

ones that are tried and tested, then there’s a 

bit more risk, or a bit more uncertainty around 

whether or not the new approach will deliver the 

same outcome.

“Ofwat already has these mechanisms in 

place, and it’s just about calibrating a bit, to make 

sure we still get the right incentives. Similarly, if 

something costs us more or less than we were 

expecting, or we find a new more efficient way to 

deliver something, then who has to foot the bill 

if it’s more expensive? Or who gets to keep the 

change if it’s cheaper?

“And again, mechanisms for that kind of 

stuff already exist, it’s just a case of making sure 

we’ve got them correctly calibrated to balance 

the overall risk and reward between different 

parties,” he says.

Nevertheless, it is inevitable there will be 

an upward pressure on costs because of the 

magnitude of what has to be delivered.

As water companies and Ofwat point out, 

the scope to cut the WACC – a hallmark of the 

last price review which enabled bills to come 

down by an average of £34 – won’t be an option 

this time around. Unsurprisingly, on this issue 

water companies are hoping to see it edge up in 

the light of the reset from the redeterminations 

handed out by the Competition and Markets 

Authority (CMA) in March 2021 for the four 

water companies that made referrals.

The CMA adopted the same basic 

methodology as Ofwat and set a headline rate 

of return to investors of 3.2% (against 4.67% in 

the previous price control period) compared with 

the 3.6% proposed by the water companies and 

2.96% proposed by Ofwat. CMA also provided 

increased allowances to pay for improvements 

in some priority areas such as security of supply 

and leakage.

Water company directors point out that the 

financial resilience Ofwat wants to see needs 

the WACC to be set at levels that the market 

has set. “Investors want to work with and invest 

in responsible companies and if Ofwat gets this 

right then it will continue to attract responsible 

What we don’t 

want is methodological 

changes that suggest rates 

of return lower than the 

market suggests. It’s an 

important parameter to get 

WACC right.”

Dr Lisa Gahan, director of regulation, 
South West Water

3.2%
headline figure 
for WACC  
set by the CMA

4.76%
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Greg Bradley, utilities and infrastructure expert 

at PA, says: “The industry also needs to consider the 

practical deliverability of its adaptive plans through 

several lenses. Firstly, base costs for construction 

and materials are going to be subject to inflationary 

pressure from a hot UK infrastructure market and a 

constrained supply chain. 

“Secondly, there’s the trade-off to consider 

between having investment flexibility for 

adaptive pathways versus giving the supply chain 

revenue certainty to enable them to provide 

efficient services, while also being able to afford 

to invest in technology and innovation. An 

unintended consequence of adaptive pathway 

flexibility could be to create either inflationary 

pricing, or embedded inefficiency due to 

uncertainty on workload. 

He continues: “And thirdly, linked to all of 

this, is the need for utilities and their supply 

chain partners to have headroom to be able 

to invest in the talent and skillsets required 

to deliver the next wave of efficiency and 

performance across the sector.

“Having the long-term delivery strategies 

underpinned with practical and contractable 

work delivery plans will need to be a critical part 

of the PR24 effort,” Bradley observes.

Capability for 

long-term planning
Though the new approach represents a 

departure for Ofwat, water companies are 

unconcerned about rising to the challenge and 

are confident they have the necessary skills to 

plan on a long-term basis. As Dave Hinton, CEO 

of South East Water, points out: “We do it in 

some areas of the water cycle already. The Water 

Resource Management Plan is a good example, 

the dry weather plan [formerly the drought 

plan] is another good example of looking ahead, 

forecasting the future, looking at growth, looking 

at climate change, using all that information to 

create a potential pathway for investment.

“South East Water is the first company to 

create a 25-year environment plan. We’re trying 

to plan over a much longer term, and much more 

holistically than we’ve done before.

“So, reducing abstraction from a chalk 

stream, for example, may require you to build 

a desalination plant to replace the lost water. 

That trade-off needs to be examined in the wider 

environmental context – in this case carbon 

versus chalk stream. That’s what we’re trying to 

do in our 25-year plan – make all these trade-offs 

explicit and transparent across the entire range 

of environmental impacts.”

Jo Harrison says that United Utilities started 

its PR24 planning 12 months ago, and because 

WINEP was yet to be released, they were 

planning for “every eventuality”. 

Harrison says that UU is planning to 

run tools to look at different scenarios and 

optimise investment. 

“I think the critical thing for the industry 

is having all our regulators in agreement. We 

need to have real clarity on the pace of change 

the country wants to see – this is the biggest 

thing we face as an industry. If you compare 

this situation with that of leakage, we really 

benefitted then from a clear target by halving it 

by 2050. What we’re now grappling with is how 

quickly we will achieve that 50% reduction. Do 

we try and make significant inroads in the next 

few years and then have a steadier glide path? 

Or do we just plan to make steady progress 

AMP on AMP?”

An unintended 

consequence of adaptive 

pathway flexibility could be 

to create either inflationary 

pricing, or embedded 

inefficiency due to uncertainty 

on workload."

Greg Bradley, utilities and 
infrastructure expert, PA
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evolutionary approach being set out for PR24.

“Establishing a balance between delivering 

the right asset replacement regime, while 

meeting new requirements placed on the 

industry, remains a challenge that the PR24 

approach may not wholly address, but the 

longer-term perspective is the right place to 

start,” says Kimpton. 

“Planning for major enhancement 

investment over a longer time period will 

significantly increase the ability of companies 

to identify the best whole life costs and widest 

benefits to meet the challenges they face. The 

adaptive planning approach offers a great 

opportunity to ensure that the right investment 

occurs at the optimal time.”

She adds: “At PA we are working with 

a number of companies to understand this 

challenge, and how it relates to the developing 

of long-term delivery strategies and company 

ambition in relation to the future pressures 

identified within the existing base funding.” 

The need for

intergenerational fairness 
There is concern that the squeeze on 

household income and pressure to keep bills 

down could increase the temptation to bump 

costlier investment programmes further into 

the future, which could mean storing up massive 

bills for future generations. All agree that the 

principle of intergenerational fairness, which 

is getting the balance right between current 

customers and future customers, has to be a 

guiding star in spending plans. 

According to Steve Hobbs, senior policy 

manager at CCW, this can only be determined 

by speaking with customers. “We’re still in 

the early stages of PR24 and we’ve still got 

customer engagement to come. But if that 

customer engagement is done well and it’s 

convincing and credible, then that’s the 

springboard for making those decisions.” 

The view is that the emphasis on long-term 

strategic planning in PR24 should help make 

decisions around intergenerational fairness 

because it helps illustrate the consequences of 

delaying investment or trying to do too much in 

the five years.

Aileen Armstrong, senior director of 

company performance and price reviews, 

Ofwat, comments: “We intend to require 

companies to demonstrate that their long-term 

delivery strategies are likely to secure fairness 

between current and future customers and test 

the affordability of those strategies. We have 

proposed that companies present evidence that 

this issue has been explored with customers, 

including how the interests of future customers 

have been taken into account. 

“This evidence should be balanced against 

other considerations, such as securing long-term 

best value, to develop the most appropriate 

strategy for meeting long-term outcomes.”

For Wendy Kimpton, a water regulatory 

expert at PA, the question of the most 

efficient and generationally fair approach to 

ageing infrastructure continues to be the key 

question. But she points to the benefits of the 

Establishing a balance between 

delivering the right asset replacement 

regime, while meeting new requirements 

placed on the industry, remains a 

challenge that the PR24 approach may 

not wholly address, but the longer-term 

perspective is the right place to start.”

Wendy Kimpton, water regulatory expert, PA
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– the traditional WINEP investment – its 

changes in interpretation of regulation by the 

Environment Agency,” points out another water 

company director. “So it may not be identified as 

enhancement expenditure and we may have to 

do within the base allowances,” they add.

Ofwat’s Armstrong confirms that the 

modelling will be based on historical costs. “Our 

cost modelling approach for routine, year on 

year costs is based on historical expenditure as 

companies incur this expenditure every year. 

“We provide additional funding if it is 

required to meet new statutory obligations, 

provide a step change in service quality and 

resilience, or provide additional new solutions 

for water provision in drought conditions. 

“We intend to build on this approach rather 

than create a wholly new approach, and we 

are currently consulting on our approach to 

assessing routine year on year costs and will 

receive responses on 3 February.”

Cost modelling

/ assessing costs 
There is widespread support for 

continuation of the five-year totex approach, 

that is, setting prices based on total expenditure 

rather than the separate treatment of opex and 

capital expenditure (capex), and in the five-year 

time period. But water companies would like to 

see changes to the way costs are modelled to 

reflect the more realistic costs of expenditure 

needed to increase the rate of replacement for 

existing assets, many of which are 100 to 200 

years old. 

Water UK director of strategy Stuart Colville 

puts the scale and urgency in context: “Roughly 

0.2% of sewers and 0.6% of water mains are 

replaced annually, which means that it’ll take 

500 years to renew our sewers and 167 years to 

renew our water mains. 

“The regulator could credibly say that 

replacement rates and age of assets don’t always 

tell you about the real-world performance of the 

pipe, but it’s currently one of the few bits of good 

information that we have. 

“We clearly need to use PR24 to improve 

our understanding of the health of our assets but 

also to invest in them and start replacing some of 

these things.” 

Colville says a conversation is needed 

about whether the status quo mechanisms are 

providing enough reassurance about the future 

states of assets, or whether there’s a better way 

of doing it. 

The nub of the issue is that the cost modelling 

is based on historic costs, which won’t reflect the 

scale of maintenance needed to assets or dealing 

with climate change and carbon mitigation and 

the very significant regulatory changes.

“The future is so different to the past. 

We have to think about how we develop 

that modelling approach to be much more 

future looking both for base allowances and 

enhancement, says UU’s Harrison.

“In the future we are going to be working 

in catchments, we are going to be working 

with partners, we are going to be delivering 

interventions on land. It’s so different, we need a 

different way of assessing that," she adds.

“There is so much legislative change, which 

means that we have to make significant changes 

to our asset base going forward that is not 

traditionally driven by quality enhancement 

We clearly need 

to use PR24 to improve our 

understanding of the health of 

our assets but also to invest in 

them and start replacing some 

of these things.” 

Stuart Colville, director of strategy, Water UK

The time it will take 
to renew sewers at 
the current annual 
replacement rate

years5
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Uncertainty and combined 

sewer overflows
Reducing storm overflows will clearly be a 

major requirement in AMP8 and thereafter. But 

the extent and pace to which companies will be 

required to eliminate CSOs is uncertain. There is 

concern they will be hit by unnecessary targets 

that will mean they will need to focus efforts and 

expenditure on eliminating spills into rivers, even 

where the effect it may have does not warrant 

this intervention, and divert investment where 

it could provide better value environmental 

improvements elsewhere.

The requirement to “significantly reduce” 

sewage discharges from storm overflows as a 

priority is set out in the Environment Act, which 

passed into law in November 2021. Water 

companies have yet to receive more details. These 

are expected to emerge from Defra in coming 

weeks, possibly in February/March 2022, following 

the release of the Strategic Policy Statement (SPS), 

published in its final form in early February. 

Water-only companies have a further beef 

they would like to see addressed – sewerage. 

South East Water’s Dave Hinton, wants 

Ofwat to readdress the balance of the risks 

and rewards between water and sewerage, and 

consider those as two separate services.

Says Hinton: “If you look at the performance 

of the water service versus the sewage service 

for the last few years, the industry has been net 

in penalty on all the water service aspects, but 

the waste ODIs have been in net benefit by quite 

a bit. And the spend in those areas tells a similar 

story - companies are overspending in water, and 

potentially underspending in waste.

“So those facts make you think that the risk 

and reward in water and sewage is not calibrated 

entirely correctly. The first thing is to consider 

them as separate services, and therefore look 

at the risk and reward in each one. Otherwise, 

you run the risk of creating an imbalance that 

disproportionally affects companies running a 

single service.”

SES Water’s chief, Ian Cain, agrees: “We 

feel there has been a less compelling risk/

reward balance for water-only companies, with 

more opportunity for upside for our colleagues 

delivering water and wastewater services. 

“Given the sensitive nature of the ongoing 

sewage outflow discussions, there is the 

possibility that investment in high-quality water 

provision is not prioritised correctly. That would 

be a very regrettable outcome from a long-term 

resilience perspective.”

Flexibility in investment 
A strong message from water companies 

is to ensure spending flexibility is built into the 

PR24. Companies cite the success of the Green 

Recovery policy, where they were encouraged 

to bring forward spending to kick start the 

economy, as a successful initiative. They would 

like this approach to be on the table now.

Ultimately, some say they would like this 

to evolve to the point that spending plans are 

a continuum. As Anglian’s Darren Rice puts it: 

“You’re almost looking for the price review process 

to be the guard rails around an adaptive approach.

“And critically, you only earn that autonomy 

if you are delivering with purpose, and you have 

clear and transparent long-term ambitions, and 

your service warrants that freedom.

“Conversely, where there are issues, I would 

fully expect the sector to be under appropriate 

scrutiny, until such time as those things change. 

But the regulatory approach needs to have the 

flexibility to enable companies to shift through 

those different levels of autonomy and scrutiny.”

We feel there has been 

a less compelling risk/

reward balance for water-

only companies, with more 

opportunity for upside for our 

colleagues delivering water 

and wastewater services."

Ian Cain, chief executive, 
SES Water
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£150
billion

They continue: “I can see why a CSO 

breach is unacceptable, particularly in terms 

of the large discharges you see. But there is a 

lack of understanding in terms of driving river 

quality improvement.” 

The environmental director of another 

company echoes this view. “There’s no point 

insisting on metrics like only 20 storm overflows 

per month. It’s not the number that counts – it’s 

the impact. And if the edict is something like 

reducing spills to say 20 per year, I believe it 

would be a huge waste of money.”

Others made the point that tackling CSO 

was a system-wide problem that goes well 

beyond water companies.

The Environment Act already sets out 

in law the need to reduce overflows and the 

monitoring of activities needed as part of this 

reduction. Among the other obligations for water 

companies in the Environment Act are:

A new duty directly on water companies to 

produce comprehensive statutory drainage 

and sewerage management plans, setting 

out how they will manage and develop 

their drainage and sewerage system over a 

minimum 25-year planning horizon, including 

how storm overflows will be addressed 

through these plans;

A new duty directly on water companies and 

the Environment Agency to publish data on 

storm overflow operation on an annual basis;

A new duty directly on water companies to 

publish near real-time information – within one 

hour – on the operation of storm overflows;

A new duty directly on water companies 

to monitor the water quality upstream and 

downstream of storm overflows and sewage 

disposal works.

To enact these obligations, government also 

set up the Storm Overflows Taskforce last year, 

which has outlined steps to improve monitoring 

and transparency.

Encouragingly, Defra pointed out in October 

that “Victorian sewerage systems mean that the 

complete elimination of discharges from storm 

overflows would be extremely challenging.

“Initial assessments suggest total elimination 

would cost more than £150 billion. This process 

would involve the complete separation of 

the sewerage systems, leading to potentially 

significant disruption for homes, businesses and 

infrastructure across the country. 

“With such amounts, customer bill increases 

and trade-offs against other water industry 

priorities would be unavoidable, which is why we 

will be publishing a report looking specifically at 

these trade-offs.”

However, such has been the continued 

public outcry, water companies are concerned 

that a pragmatic approach might lose to a more 

popularist interpretation of “significantly reduce”.

“The elephant in the room is that we’ve yet 

to have targets set in the Environment Act for 

CSOs, which would make up such a large part 

of company plans,” observes one interviewee, 

who like others is also concerned that CSO 

investment could divert attention from other 

issues which could be more beneficial to  

the environment. 

The estimated cost of 
eliminating all discharges 
from storm overflows
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Certainly, water companies welcome Ofwat’s 

encouragement to move to nature-based 

solutions, which would reduce the need to invest in 

expensive buildings and infrastructure, and reduce 

embedded carbon. But they will also be looking 

to see the dial shifted in other outcome delivery 

incentives to accommodate the less precise 

outcomes that come with nature-based treatment.

“Many companies are already conducting 

research into better understanding the levels of 

GHG emissions in this area and the innovation 

needed to reduce them,” says Ofwat’s Aileen 

Armstrong. “Therefore, we do anticipate that 

efforts to reduce process emissions will figure in 

water company plans for PR24. 

“To help encourage progress we are 

considering introducing a common operational 

GHG emissions performance commitment (PC) 

at PR24. We are also looking at the practicality 

of introducing a common PC for embedded GHG 

emissions, building on what companies report in 

their annual performance reports,” she adds. 

Achieving net zero and

embedded carbon 
What is potentially shaping up to become a 

point of contention in PR24 is water companies’ 

ambitions to be net zero by 2030. The 

companies have published route maps, which 

will see them concentrate on using renewable 

energy to power their operations and switch to 

electric vehicles and tree planting – with other 

emissions having to be offset. Process emissions, 

greenhouse gases produced in conveying, and 

treating wastewater, are areas acknowledged as 

being the most difficult problem to crack and will 

require changes in the asset base longer term 

to minimise. But water companies are cognisant 

that decisions made today about assets will still 

be in place in 2050. 

What has rather caught the sector by 

surprise is an Ofwat paper published in January 

2022, which is less than fulsome in its praise of 

water companies’ net-zero pledges. Although it 

says it welcomes the 2030 route map on carbon 

“as an important step towards the industry 

being net zero by 2050”, it points out that to 

achieve that goal, water companies must go 

beyond what is proposed in the route map by 

also tackling embedded carbon emissions. This 

is the carbon that is emitted while infrastructure 

is being built. Ofwat is considering making 

reductions in embedded carbon one of its 

performance commitments.

The paper calls on water companies 

to align their plans to national government 

net-zero targets in England and Wales, which 

sees emissions cut by 78% by 2035 and 100% 

by 2050, and highlights that greenhouse gas 

(GHG) emissions from companies should first 

be reduced and eliminated before they use 

offsets to reduce their emissions. The author 

of the paper observes that it is not clear from 

the route maps how water companies expect to 

meet these government targets.

“The industry plan is a net zero position 

based on scope 1 and 2 emissions and that 

does leave scope for offsetting, so there are 

slightly different targets,” observes United 

Utilities’ Harrison, adding: “That is something 

the industry will have to work through. But 

Ofwat has made it clear that that is an industry 

plan and they wouldn’t expect customers to pay 

for that.”

78%
The cut to emissions 
companies are 
expected to have 
achieved by 2035  
in line with 
government targets
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In the current AMP there are about 10 

common performance commitments with the 

rest tailored to individual companies – though 

as water executives point out, many of those in 

practice represent just slight variants between 

different firms.

There is, however, some consternation that 

the new approach will move the agenda away 

from addressing local priorities. 

Thames Water’s Ross says: “I would like to 

have seen more encouragement of long-term 

performance commitments, and I’m a little 

nervous of Ofwat’s emphasis on national level 

Central versus local

performance commitments
In November Ofwat released a paper 

setting out emerging proposals for performance 

commitments in PR24. These are the yardsticks 

that Ofwat uses to set the Outcome Delivery 

Incentives (ODIs) companies must meet and 

then to determine whether they should receive 

financial penalties or rewards. The document 

was open for consultation until 13 January. Two 

talking points have arisen: whether the ODIs are 

in line with long-term strategies being asked for; 

and a new, more centralised direction in terms 

of consumer research, which is a significant 

departure from PR19 methodology.

PERFORMANCE COMMITMENTS

2

2
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CCW’s Hobbs, says that they are 

working in partnership with Ofwat to carry 

out collaborative customer research for the 

price review with a view to delivering more 

consistency and more comparability with 

customer research – and that this will be 

used to inform Ofwat’s decisions for setting 

outcome delivery incentives.

Hobbs says that it will still be absolutely 

vital that companies continue to do their own 

good, local customer engagement. “When 

you’re building a business plan, you need to 

understand the views and expectations of 

the communities that you’re serving, and the 

collaborative research with Ofwat that we’re 

doing can’t do all of that. There is still plenty 

for the companies to do.

“We can see a number of positive things 

emerging, but it’s not fully there yet. The full 

methodology or rule book for the price review 

comes out next spring, and there’s a lot for 

the companies to do to build their plans and 

engage with the customers through  

the process.”

Liz Parminter, regulatory expert at PA, 

says that “customer research based on a 

rigorous methodology will drive consistency 

and opportunities for comparison across the 

industry in the same way that a smaller number 

of common performance commitments will do.

 “Bespoke performance commitments do 

still have a place to incentivise performance in a 

unique area for that company,” she adds. 

SES Water’s Cain comments: “I’m 

encouraged by the dialogue about reducing the 

quantity of performance commitments so as 

to enable focus, drive performance, and create 

comparison across a number of good quality 

performance commitments.” 

customer research. It could be efficient but we 

should not lose the nuance and the fact that 

different customers do prioritise different things.”

South West Water’s Gahan also has 

concerns. “I can see why Ofwat wants to 

centralise, but I think it’s important for 

customers to be able to say what’s important to 

them, and that is often different from region to 

region. In the South West, for example, excellent 

bathing waters is a real priority.”

Ofwat has said that for this price review it 

wants “to develop a simpler, more targeted  

and more effective approach to capture 

customers' views”. 

It added: “We also want to consider how, 

and on what issues, customer research can 

capture customers’ views meaningfully. We plan 

to work with the sector to conduct collaborative 

customer research for England and for Wales, to 

complement companies’ own engagement. 

“This will focus on aspects of the 

determinations common across companies so 

that we can easily compare differences between 

customer groups.”

In terms of whether there would be 

the opportunity to reflect local customer 

expectations and preferences within 

performance commitments, Ofwat’s Armstrong 

comments: “Yes there is. Our aim is to focus 

common performance commitments where 

issues affect all customers and bespoke 

performance commitments to reflect those 

specific to local customer expectations. 

However, we expect bespoke performance 

commitments to be the exception. In addition, 

we are looking at how best to reflect each 

company's customers' views in the level that 

ODI rates are set, so that companies’ incentives 

match their customers’ preferences.”

Bespoke performance 

commitments do still have a place 

to incentivise performance in a 

unique area for that company.”

Liz Parminter, regulatory expert, PA

2

2
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not cost beneficial or environmentally or socially 

beneficial, then having a target that forces you to 

take that action is perverse.

“If we can focus on being regulated against 

the real outcomes, and setting targets and 

incentives for these real outcomes, and let 

companies find the most efficient ways to deliver 

those outcomes, that would be great.”

His colleague, Guy Thompson, group 

director environmental futures, Wessex Water, 

adds: “It’s a similar case when we look at river 

and coastal water quality. If water regulations 

say ‘you must meet this specific permit of 1 mg 

of phosphorus/litre at this particular treatment 

works, then we have to put in a particular type 

of treatment solution, which has a very high 

financial and carbon cost, and we’re taking a very 

small amount of phosphorus out of the water.

Matt Greenfield, director of strategy and 

regulation, Wessex Water, explains the concept: 

“For example, an input is laying some new water 

mains. The output of that action is that there 

is less leakage. And the outcome is that we 

don’t over-abstract from the environment. So, 

the thing that really matters is we don’t over-

abstract. And there are lots of ways of achieving 

that, reducing leakage being one, reducing 

household demand being another, and so on.

“Leakage is a bad measure to incentivise, 

because it’s not necessary to reduce it in order 

to meet the outcome target and it fails to take 

into account all the other impacts, for example, 

replacing the main. When you replace a main, 

there’s a very high financial cost, a very high 

carbon cost, high social cost and so forth. And 

if we’re already abstracting sustainably, and it’s 

The right commitments 
Ofwat has flagged up possible customer 

service commitments. It has also highlighted 

biodiversity and operational greenhouse gas 

emissions and potential metrics on embedded 

greenhouse gas emissions. It said it would 

address commitments on asset health and 

operational resilience following the findings of 

the UKWIR project, Future Asset Planning.

From what they have seen so far, water 

companies are concerned that these steps are 

not necessarily keeping up with the long-term 

approach, though they admit it is still early days. 

UU’s Jo Harrison comments: “We’ve 

worked quite closely with Ofwat looking 

at asset health, and looking at that in a 

more sophisticated way. But in the recent 

consultation similar measurement of 

serviceability measures is proposed.” 

She is backed by an environment director, a 

fellow interviewee: “We need more guidance on 

carbon emissions and we need to be clear about 

what does resilience mean? How would you 

measure resilience to climate change and how 

would that be embedded within the  

ODI framework?” 

Wessex Water is continuing to put the case 

to reform ODIs so that water companies can 

tackle the problem in a way that provides the 

most efficient and best value solution. This would 

then give companies more of a fighting chance 

to mitigate and build resilience against climate 

change in a more affordable way.

Leakage is a bad measure to incentivise, because it’s not 

necessary to reduce it in order to meet the outcome target and it fails to 

take into account all the other impacts, for example, replacing the main."

Matt Greenfield, director of strategy and regulation, Wessex Water

PERFORMANCE
COMMITMENTS
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“We have been clear that the quality of the 

strategies will have a material bearing on the 

outcomes of the price review process. At future 

price reviews, the strategies will also provide 

a clearer framework for holding companies to 

account for delivering the long-term benefits 

they promised at previous price reviews.”

She concludes: “We are establishing a 

package of common performance commitments 

to measure long-term outcomes. These could 

include environmental outcomes such as 

biodiversity and water quality. This will help to 

increase the confidence of companies that the 

regulatory regime will recognise the benefits of 

long-term investments in greater ODIs in the 

future.”

“Our position takes the premise that the 

water industry can deliver more by way of 

environmental leadership and that there is 

a target framework now established that 

anticipates how progress towards delivering 

those targets could be accelerated through the 

water industry at PR24,” Greenfield adds.

Aileen Armstrong argues that PR24 is 

designed with the long-term view in mind. 

“Overall, the aim of the price review would be to 

establish the most appropriate five-year package 

of interventions for the next 25 years taking into 

account future uncertainties, customer views and 

fairness between current and future customers.

“Long-term delivery strategies will be 

specifically designed to inform the price 

review process. We will expect companies 

to demonstrate the need for enhancement 

investments with explicit reference to the long-

term delivery strategy. 

“But there are much more efficient ways of 

doing that if we look at opportunities in the wider 

catchment, such as working in partnership with 

landowners, farm owners, highways agency, local 

councils, housing developers and so on. And land 

management schemes can make probably an 

even bigger environmental improvement as they 

sequester carbon rather than emit it, increase 

biodiversity rather than reduce it, and cost less.”

Thompson says that there have been positive 

noises coming out of the review of WINEP being 

undertaken by the Environment Agency, Defra 

and Ofwat, but so far nothing has emerged that 

sets environmental obligations for water quality 

as an outcome. 

“We’re therefore asking them to think 

about how we are given catchment scale targets 

to deliver our water quality obligations, and 

to give us the flexibility to work out the most 

efficient way of delivering on those obligations. 

Ofwat then need to incentivise it, and overcome 

the built-in bias against nature-based and 

catchment-based solutions.”

Greenfield says there’s a similar story with 

PR24, in that the narrative is about moving 

towards outcomes, but then by proposing input 

and output metrics, it risks reverting to type.

“However, it’s still very early days, and 

we’ve been engaging closely with Ofwat 

on this. What we’re proposing is a move to 

start to evolve regulation, to enable better 

incentives, and a much more efficient way of 

using regulatory expenditure to deliver better 

environmental outcomes.”

PERFORMANCE
COMMITMENTS
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Water companies point to the fact that water 

and sewerage services are extremely good value 

for money at just an average £1.12 a day for 

most households, and that inevitable rises over 

the longer term to pay for climate change would 

need to protect those on lowest incomes. The 

key is getting away from using average bills as a 

measure of affordability, they say.

“Putting a cap on bills, which effectively 

puts a cap on investment, is a very crude tool, 

potentially a short-term tool, for keeping 

affordability in control. The better answer is to 

let investment be what it needs to be and protect 

the vulnerable,” says one director.

Bob Taylor, CEO of Portsmouth Water, 

also points to the need to split out the issue 

of affordability of vulnerable customers and 

tackle it differently. “There’s a large proportion 

Addressing the issue

of affordability
Striking a balance between conflicting 

requirements of investment and affordability 

is at the heart of any price review. But such is 

the demand on water companies to improve 

assets and meet customer expectations that 

those interviewed said there would be inevitable 

upward pressure on bills. The cut in the price of 

the WACC in PR19 was a factor, but with no room 

for manoeuvre this time round, water companies 

feel it’s time for a rethink on paying for water.

£1.12
The current average cost per day for 
water and sewerage for households

PAYING FOR 
CHANGE

3

3
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sides of a national social tariff versus ones set by 

individual water companies. “The key thing is to 

find a way to protect those who are struggling, 

whilst enabling the necessary investments.”

A downside to the introduction of a 

national social tariff, he says, is “the level of 

support that there is from the generality of 

customers for cross subsidies that support the 

social tariff is generally a bit stronger when 

that’s more local, and a bit weaker when it’s 

more national”. 

Ross suggests that government, Ofwat 

and the sector also need to be thinking about 

the bigger picture and how water is paid for. 

“Currently everyone pays the same per litre of 

water. It’s like a regressive tax. Proportionately, 

poorer people pay more and is it fair to fund 

increases to meet climate change and tackle 

sewage in rivers through regressive water bills? 

Obviously, we want to promote the efficient use 

of water – but does the current tariff system 

encourage that?

same level of support. It definitely feels right to 

have a national tariff and not a postcode lottery.”

She continues: “How this could be 

implemented needs more development as 

currently individual tariffs are created by 

individual companies. If the sector was to create 

a national fund that may mean moving money 

across companies – which might not be popular 

with customers.” 

Alex Plant, director of regulation at Anglian 

Water, says there are pros and cons on both 

of the customer base who want to help the 

environment and leave it behind in a better 

condition for future generations and recognise 

the need for investment and be prepared to 

support that,” he says.

The main school of thought emerging is 

having a standard social tariff across the country 

to iron out postcode lotteries and then introduce 

greater tariff differentiation which, coupled with 

the wider roll out of water meters, could make 

paying for water usage fairer and encourage 

water conservation. 

In May 2021, CCW published its 

independent affordability review commissioned 

by Defra and the Welsh Government. One of its 

recommendations was the introduction of a single 

social tariff. CCW says it’s working with the sector, 

government and Ofwat to take this forward. 

Cathryn Ross at Thames Water is one 

of those supportive of the idea. “The sector 

needs to dial up the support it gives to those 

in vulnerable circumstances, both in terms of 

making it easier to access social tariffs and 

support, but I also think we should progress the 

introduction of a national social tariff.

“At the moment you might have the same 

levels of poverty in different regions, but people 

in those regions would not have access to the 
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Currently everyone pays the same per litre of water. It’s 

like a regressive tax. Proportionately, poorer people pay 

more and is it fair to fund increases to meet climate change 

and tackle sewage in rivers through regressive water bills? 

Obviously, we want to promote the efficient use of water – 

but does the current tariff system encourage that?."

Cathryn Ross, director of strategy and regulatory affairs, Thames Water
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issues because maybe they’ve just lost their job 

and it’s taking them a while to get another one. 

Or often, there’s been a bereavement in the 

family and they’re struggling for a few months. 

These people tend to be less looped into what 

available help is out there for them. 

“I think there’s more that we now need  

to do around people with transitory  

affordability issues.”

Jack Maxton, a strategy and transformation 

expert specialising in utilities at PA, points out 

that customer and community expectations of 

their water companies is ever increasing, and 

that this is particularly true for customers who 

find it difficult to pay their bills.

He says: “Companies have an opportunity to 

increase their support to customers using meter 

and customer data to really understand the 

profile of the customer base who are struggling 

to pay and those who ‘can pay but won’t pay’. 

“Segmenting and understanding these 

different customers will mean they can do 

more to meet commitments to make bills more 

affordable while reducing bad debt.”

across water so we know what people use and 

we know that actual usage data helps them to 

reduce what they use if they need to’. 

“But I wonder if there’s an opportunity for 

saying actually it’s also about affordability. So if 

you use a lot of water but you have no constraints 

on your income, then maybe you should be paying 

more than someone who either needs to use 

lots of water because they have a medical need, 

or who is not using lots of water and should be 

rewarded for being more parsimonious with how 

they manage their household finances.

“So, I think there’s a possibility around 

tariffs, and then I also think there’s always more 

awareness for customers around what support 

and help there is for them. 

“Especially during Covid, we found that 

there’s two distinct groups for people with 

affordability needs. First there are those who 

have them on a fairly stable basis who are 

maybe unable to work due to a disability and are 

therefore probably quite tapped into what the 

options are around support. And then you have 

people who are transitioning into affordability 

“It’s a hugely difficult area but it’s one 

that needs to be debated – with companies, 

regulators government and consumer groups all 

involved. This might not come in time for PR24, 

but we certainly need to put down a marker.” 

CCW’s Steve Hobbs comments: “The 

other factor to consider is, while there’s a lot 

of investment needed, the pace of it needs to 

match customers’ willingness to pay. Customers 

have to be kept on side. 

“Many of the challenges the sector faces 

– climate change, ageing asset base – are 

not things that can be solved in five years 

and potentially will take decades. So talking 

to customers about the long-term context, 

as challenging as that may be, is important. 

Customers might feel that paying for an 

improvement now might actually save them 

money in the longer term.”

Katy Taylor, chief customer officer at Southern 

Water, says: “I think there’s an opportunity around 

different tariffs for different customer groups.

“You could tie that to the water neutrality 

piece, which is ‘we’ve got universal metering 

Segmenting and understanding 

different customers will mean water 

companies can do more to meet 

commitments to make bills more 

affordable while reducing bad debt."

Jack Maxton, utilities strategy and transformation expert, PA
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The role of digital 

and innovation
“We expect companies to develop a much 

better understanding of how they can efficiently 

improve service as they deliver PR19,” Ofwat 

said in its opening PR24 document in May. “This 

should include working in partnership with other 

organisations and making better use of data, 

including embracing open data.” 

The extent to which they can deliver on 

these twin ambitions holds the key to driving 

efficiencies and making strides in all areas of 

their performance outcomes – from reducing 

leakage and incidence of pollution to the many 

other challenges they face.

Those interviewed for this report expected 

to be continuing on their journeys of using more 

digital processes to drive better operational 

decision making and performance throughout 

the entire lifecycle. One common thread was 

the greater adoption of AI and machine learning 

to reduce costs to serve for straightforward 

customer interaction, freeing agents to deal with 

more complicated interactions. Moving customers 

to online transactions, interactive maps showing 

leakages, allowing customers to check bills and 

change address easily on their smartphone or 

laptop would reduce the costs to serve and 

provide powerful efficiency opportunities.

DIGITAL 
TRANSFORMATION
AND INNOVATION 

4

4
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Interviewees said that analysing data would 

become the backbone of their operations and 

having teams with the right skills is absolutely 

critical, yet all companies were struggling to 

recruit data specialists.

Nigel Watson, group chief information 

officer at Northumbrian Water Group, says the 

sector is potentially looking at huge shortages 

in digital skills. He says water companies have 

to start giving people a chance and building up 

capabilities in-house. He advises: “The sector 

needs to be looking for people with aptitude 

rather than experience. Attract those types of 

people interested in data – and who would be 

interested in the sector because they can see 

that there are huge problems to solve.”

More broadly, Watson says that the sector 

needs to do more to increase diversity and 

reflect the society it serves. “We will continue to 

struggle to find the skills we need if we continue 

The even bigger question, however, may be 

whether utility companies have the considerable 

skills and capability required to manage this 

new class of non-physical asset, analyse the data 

they have collected and then use the insight 

being generated to make faster decisions and 

meaningful change to ways of working to realise 

the benefits. Maintaining these new classes of 

assets, including communications infrastructure 

and monitoring, will also require additional 

capabilities to maintain them. 

Says South East Water chief Dave Hinton: 

“If there is a weakness, and I believe this is 

across all utilities, it’s that we’ve not mastered 

optimising the data we collect for providing the 

insight we need. But that’s where the rich vein 

of insight might come from.

“In some instances, it’s not even a case of 

getting new data, it’s just being able to use the 

data you already collect, but in a cleverer way.”

“Innovation, collaboration, digital technology 

and data provide a genuine opportunity to make 

better decisions and deliver the right services fit 

for a challenging future,” says SES Water chief 

Ian Cain.

 “Of course, this requires investment, but the 

effectiveness of this way of working will ensure 

that cost to serve is optimal while we raise the 

bar on our outcomes.” 

Technological-led improvement is expected 

to come from the roll out of sensors across 

the networks, as a way of reducing leakages, 

improving water quality and customer service. 

“There is huge potential to manage data from 

remote sensing, which coupled with AI can be fed 

into improving maintenance. And we’re currently 

just in the foothills of that.”

UU’s Jo Harrison agrees: “All companies 

going through digital transformation are rolling 

out huge numbers of sensors and monitors 

which connect centrally and provide real time 

information,” she says. 

“I wonder if regulators have acknowledged 

those and the fact that we will have an asset base 

in the future which is very different to the one 

we have now? 
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“If there is a weakness, and I believe this is across all 

utilities, it’s that we’ve not mastered optimising the data we 

collect, for providing the insight we need. But that’s where 

the rich vein of insight might come from."

Dave Hinton, chief executive, South East Water
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“For example, digital investments can 

now be more focused on delivering a user 

experience (think planners, control room, 

field technicians, etc.) that evolves over 

time in a way that drives up productivity 

and efficiency in the areas where it is most 

needed at that time. This is what will enable 

digital transformation to really deliver 

benefits for water companies and their 

customers,” he adds.

to look in the same places. I would like to think 

that over the course of the next AMP we can 

make a major step forward in our thinking.” 

For Watson, PR24 will see Northumbrian 

Water investing in systems thinking, smart 

networks, digital twins and AI. He says that as 

the company draws up its business plans there 

is likely to be much debate on where to direct its 

investment: an ageing pipe or new technology.

An increasing area of technological spend is 

in cyber-security says Watson. But it’s difficult to 

budget for over a five-year period because the 

landscape is changing so rapidly.

Marc Tritschler, a PA expert working with 

utilities to maximise value from digital investments, 

observes: “The increase in data volumes is only 

the tip of the iceberg of this new challenge. Skills 

and capabilities are now required in several 

new areas: maintaining the new class of physical 

assets which collect the data and bring it within 

the utility’s data architecture; managing this new 

non-physical and valuable asset – the data itself; 

delivering value from the insight gained from the 

data, to enhance decision making and drive up 

operational response effectiveness and efficiency; 

and making meaningful change to ways of working 

and business processes to realise benefits on an 

ongoing basis. “

Tritschler continues: “But perhaps the most 

valuable benefit is to unblock the constraints of 

historical investments in technology and create 

an environment where utilities can become 

more adaptive and react to changing needs and 

expectations on a continual basis. 

The most valuable 

benefit is to unblock the 

constraints of historical 

investments in technology and 

create an environment where 

utilities can become more adaptive 

and react to changing needs and 

expectations on a continual basis."

Marc Tritschler, utilities digital strategy and 
transformation expert, PA

DIGITAL 
TRANSFORMATION
AND INNOVATION 
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Partnership working

Anglian Water’s Rice remarks: “On innovation 

and open data, I think the role of partnerships 

is incredibly important. In the Anglian region, 

we’re looking at multi-sector, multi-beneficiary 

development of schemes and infrastructure 

to address these challenges. That’s incredibly 

important, to get that strategic alignment 

across partners. But also to minimise the costs 

specifically to water customers. 

“It goes beyond just the water resources 

side, and very much into catchment, partnership 

funding, working collaboratively in those spaces, 

maximising the benefit to the environment, and 

ultimately minimising the cost of doing so.

“It’s a massive opportunity. But historically, 

it’s been an area where regulators have been 

less comfortable. We need to continue those 

conversations in a way that you get that line of 

sight, so you can unlock the potential there.” 

He gives an example of working with farmers 

to eliminate the use of a particular chemical 

which was finding its way into the water courses 

– rather than the water company having to deal

with it at the treatment works.

Water companies say that historically it’s been 

hard to have the costs associated with catchment 

solutions recognised as legitimate expenditure 

within a price review process. The same goes for 

flooding and nature-based solutions.

Katy Taylor, chief customer officer at 

Southern Water, echoes the sentiments. “One 

thing that I would really like to see in PR24 

methodology is more encouragement for 

collaboration. Local authorities, Natural England, 

housing developers – we all have to work 

together to tackle the huge issues facing the 

environment and water scarcity.”

Anglian Water, one of the companies to help 

set up Spring, says the initiative “will enable the 

whole to be greater than the sum of the parts on 

innovation, which is really helpful”.

There was also a view that water 

companies need to look further afield for ideas. 

“Water companies tend to like talking to other 

water companies but there is a lot to be learnt 

from other industries and other countries,” 

observes Ross. 

The role of innovation and

the Innovation Fund
Innovation in all its guises – from new 

types of wastewater treatment to new types 

of partnerships – is seen as essential in the 

next price control period. As Thames’ Cathryn 

Ross puts it: “We need to be turbo-charging 

catchment management and that means water 

companies and regulator thinking  

more creatively.”

 There is encouraging news from the sector 

for PR24 methodology to nurture that on a 

number of fronts.

First, there is a huge appetite for extending 

the Innovation Fund, set up for AMP7, into 

AMP8. The launch of the £200 million fund in 

2020 and the subsequent funding competitions 

during 2021 have galvanised the sector to come 

together and tackle problems collectively.

Steve Kaye, CEO of UKWIR, says that 

companies have been working well together 

and that the fund has “most definitely helped 

promote a culture of collaboration”.

One exciting development has been the 

setting up of a new centre of excellence to share 

ideas and innovations called Spring, which was 

launched just before Christmas 2021. 

The most valuable

benefit is to unblock the

constraints of historical

investments in technology and

create an environment where

utilities can become more adaptive

and react to changing needs and

expectations on a continual basis."

Marc Tritschler, utilities digital strategy and 
transformation expert, PA
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We need to be looking 

at how water and 

power networks work 

together on resilience."

Nigel Watson, group 
chief information officer, 
Northumbrian Water Group
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October we published a case for change to see 

open data in the water industry and the next 12 

months will be important for establishing some 

of the key foundations for open data, including 

progressing the industry-wide collaboration 

initiatives we have seen emerging. 

“For PR24, we expect companies to be making 

better use of data and the insight should inform 

their PR24 business plans, including by embracing 

open data. We will review the progress the 

industry is making in autumn 2022.”

Northumbrian’s Nigel Watson also points 

to the need to work more collaboratively with 

energy networks. He says the issue of water 

resilience is impacted by the resilience of the 

networks. When the country was hit recently 

by Storm Arwen, which saw thousands of 

homes without power in the north of England 

for several days in November 2021, Watson 

says Northumbria struggled to maintain water 

supplies because of the severe damage that had 

been done to the power network. “We need to be 

looking at how water and power networks work 

together on resilience,” he says.

“At the moment, it feels sometimes that there’s a 

monopoly on good ideas and that companies with 

great ideas, new innovative ways of delivering 

services, are not incentivised to share that with 

their peers. We think Ofwat should be looking at 

how to better incentivise good practice sharing so 

that everybody benefits from innovations. 

“There are some really good low carbon, low 

cost, more sustainable solutions coming through 

from the sector, which deal with things like 

pollution and surface water flooding at source, and 

I think there’s a need to make sure these ideas are 

shared across the sector so all companies learn 

from it and therefore all customers benefit from it.

“A company with a good idea, or with a new 

innovative scheme, could be advised that as part of its 

assessment of the business plan, there’s an incentive 

if it demonstrates shared practice with peers.”

Water companies say they have an appetite 

for sharing data. This is mentioned in the PR24 

paper as a development Ofwat will be looking to 

encourage in PR24.

Ofwat’s Armstrong says this will be an 

important development going forward: “In 

Taylor says it’s always difficult with national 

and local government because the different 

organisations have their own way of funding and 

accounting for money.

Ofwat’s Armstrong emphasises the regulator’s 

backing for innovative working.

 “We want to encourage companies to make 

more use of nature-based solutions, including 

through partnership approaches where they 

offer the best option for customers and the 

environment,” she says.

“Collaborative working has the potential to 

deliver better outcomes more efficiently than 

conventional approaches. Last year's green 

recovery initiative saw several partnership 

schemes go forward, and learnings from that 

process will inform our approach at PR24. 

“And looking to the future, there is more 

potential for nature-based solutions, such as 

working with communities to manage water flows 

in catchments.

“As part of PR24, we want to provide greater 

clarity on the role partnerships can play and how 

we will fund them. The price review can facilitate 

these solutions by providing allowances that cover 

companies' fair and efficient share of the costs 

of improvements, consistent with their statutory 

functions, with third parties picking up their fair 

share too.”

CCW is also urging Ofwat to incentivise the 

sharing of ideas between companies – which 

complain that as they are often competing for 

financial rewards, this can be a barrier. Steve 

Hobbs, senior policy manager at CCW, explains: 

A company with a good idea, or with a new 

innovative scheme, could be advised that as part of its 

assessment of the business plan, there’s an incentive if it 

demonstrates shared practice with peers.”

Steve Hobbs, senior policy manager, CCW
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SHAPING AND
PREPARING FOR THE
PRICE CONTROL

business as usual delivery? Will government 

and regulators and the whole sector have the 

courage to challenge how we as a nation pay 

for water and have an honest conversation with 

consumers about scarcity and resilience and 

water quality? 

Until Ofwat produces its final methodology 

and business plans start to emerge, only then can 

we begin to get a sense of just how ambitious 

and determined companies and Ofwat are to find 

new solutions and new thinking that aligns with 

the scale of the challenge.

Are we heading for collaboration or 
showdown? That is the inevitable 
question as water companies and 
the regulator gear up for the next 
price review. It will be extraordinarily 
difficult to reconcile bills, investment, 
and performance commitments to the 
satisfaction of both sides against a heated 
political backdrop where government 
will inevitably look to the water sector to 
keep a lid on price rises. 

Water companies say they have an 

environmental mountain to climb. Any semblance 

of success will require a shift in approach to 

regulation as well as exploring and delivering 

on all opportunities to harness innovation and 

gear their operations to be more efficient, 

collaborative and data-driven. 

The early signs have been encouraging. The 

requirement for the first time for companies 

to set out their long-term strategic vision 

should help ensure that investment is planned 

for the opportune time and helps deliver 

intergenerational fairness. There is also an 

emerging emphasis on long-term value, whole-

life cost and whole life carbon too.

It is clear, however, that incentives that 

encourage different ways of operating – greater 

collaboration, catchment area working and 

nature-based solutions – have yet to be devised 

to help reduce costs and provide the most 

efficient ways of dealing with problems. A 

realistic approach to WACC and an appropriate 

consideration of the future costs versus historic 

costs, are both necessary to enable investment in 

upgrading 100-year-old pipes and infrastructure 

so they can withstand climate change and help 

enhance the nation’s waterways. 

In return, what can water companies do to 

ensure the correct balance of intergenerational 

bill fairness and appropriate return for investors 

reflecting the risks they face? How can they 

diversify their skills set and attract a more 

diverse workforce to help spark new ways of 

thinking and see that all the way through to 

CONCLUDING REMARKS
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