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At a glance

We’ve taken account of customer views…
• We’ve consulted widely on our Draft Business Plan, published in August 2008, and have

received encouraging feedback from customers and other stakeholders through exhibitions,
direct contact and our website

• We’ve updated our customer research to take account of changes during this recession

• We’ve checked again on customer preferences and priorities, particularly in the light of any
possible increase in bills. They have continued to express support for several key service 
areas, so we have looked to deliver those at a lower investment cost – and with greater
performance efficiencies

• We have sought further efficiencies and revised the priorities in the delivery of our investment
programme – not only maintaining service levels, but also improving and enhancing the
services and infrastructure for which customers have expressed support.

What’s happening to bills?
• An average price rise of 2.9% per year for the period 2010-2015.

For this we will…
• Give resilient levels of service

• Deliver full metering and offer more flexible tariffs, enabling customers to take control of their bills

• Reduce the frequency of hosepipe bans

• Reduce pollution incidents

• Continue to maintain and improve further our record low levels of leakage

• Reduce the number of properties at risk of flooding

• Deliver the portfolio of Environmental Improvement Schemes required by European legislation

• Work to mitigate our carbon footprint and explore innovative ways to source our power and
energy requirements at less cost to customers and to the environment

• Deliver further improved drinking water quality

• As required, provide new infrastructure at a pace to match economic growth in the southern
and South East regions 

• Ensure that if customers contact us we will resolve their queries first time

• Continue to listen to customer views and actively seek their feedback and preferences.

Welcome to our Business Plan for the period 2010-2015. It explains 
how we will maintain and improve services in line with our Strategic
Direction Statement and Draft Business Plan at a pace supported by
customers and sympathetic to the very real challenges of our changing
economic climate.
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We received considerable feedback and we would
like to thank everybody who took the trouble to
comment. This Business Plan includes some
significant changes from the earlier draft, changes
that have been developed in response to three
principle factors:

• Feedback from customers and stakeholders

• Our acute awareness of the changing economic
climate

• Our continued research to assess how the
recession is influencing customers’ willingness 
to pay for specific improvements in the service
we provide.

With these adjustments, this Business Plan now
provides a detailed assessment of what we plan to
do to maintain and, where supported, enhance
services as well as deliver the minimum necessary
improvements driven by European legislation under
the National Environment Programme. This plan is
for the benefit of customers and the community for
2010 to 2015.

Our Business Plan builds upon our dramatic
improvements to the business over the last five
years, such as delivering the lowest leakage rate of
all the water and sewerage companies, significant
improvements in environmental performance and
enhanced customer service performance.

We must ensure the necessary investment in our
treatment plants and pipes continues. Throughout,
we must ensure that:

• We maintain our existing assets properly to
provide resilient services in a changing
environment

• We provide value to customers by delivering cost
beneficial enhancements to service

• We meet the minimum necessary environmental
quality improvements driven by European and UK
legislation

• We provide infrastructure in a timely manner to
enable growth.

Delivering improvements in challenging times

In our Strategic Direction Statement (SDS), we set
out our strategic plans for the next 25 years. We
remain committed to delivering the improvements
set out in our SDS, but we also recognise the
financial pressures that many customers are
currently facing. This Business Plan takes us
towards the goals set out in our SDS at a pace for
the next five years that is supported by customers. 

Later in this document you will read about the
services we will be delivering and how we have
listened to your views on where our priorities
should lie. 

Our story so far
The publication of our Draft Business Plan in August 2008 gave us a great opportunity to
present to customers and stakeholders the options for maintaining and improving services to
customers, based on our initial Strategic Direction Statement, together with a detailed picture
of how our research was influencing our plan. 

Executive summary 

Les Dawson
Chief Executive Officer

Water Services, Customers and the Community

4



Water Services, Customers and the Community

5

For example, we outline our plans for:

• Tackling leakage

• Improvements to water quality

• Safeguarding supplies

• Action on flooding

• Water meters 

• Supply pipe renewals

• Implementing the National 
Environment Programme.

We recognise that these are difficult times. We are
in a recession that is being felt by all of our
customers. They clearly tell us we must continue 
to maintain and enhance services and steadily
improve service infrastructure and keep price
increases to a minimum. This is the balance that
underlies our Business Plan.

We said in our SDS that we would invest efficiently
to achieve these goals through an integrated plan.
We have worked hard on this for our Business
Plan. Our final investment plan amounts to 
£2,156 million after projected efficiencies.

The investment identified represents a rephasing
from our Draft Business Plan proposals of 
£390 million. To further reduce the impact on
customers’ bills we have redoubled our efforts to
phase investment over the longer term, looking
toward the 25-year planning horizon.

The main factor driving the increase in customer
bills is the Environment Programme, which we
support and have challenged hard in the
development of this plan.

Enhancements to services

Maintaining water supply works

Maintaining wastewater treatment works

Environment and quality 
improvements

Water resources and growth

Maintaining mains and sewers

£175m

£615m

£2,156 million of capital investment 2010-2015
(at 2007-08 prices)

£130m£252m

£305m

£678m
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The table above summarises the distribution of our
investment plans and indicates the scale of
rephasing from the Draft Business Plan.

This investment programme is profiled according to
customer needs and stated preferences – as
subsequent sections of this document will
illustrate. Where we have rephased investment we
provide an explanation in the relevant section.

Bills and Financing

We need to finance this £2,156 million investment
programme if we are to meet the demands of
increasing standards required by European
legislation. We finance capital investment only in
part by customer charges. In addition, we have to
raise debt through the financial markets. In the
period 2010-2015, our debt is forecast to increase
by £423 million. We also need to meet our
operational costs affected by rising energy prices,
the cost of power, business rates, pensions and
additional legislation.

Consequently, customer bills will need to increase
above inflation. However, we have assumed the
cost of financing the business will reduce slightly,
compared with 2005-2010, and this has helped
limit the price rises. It enables us to raise debt in
the financial markets to finance improvements at
efficient rates of interest. Our solid financial
reputation also holds us in good stead. In fact, if 
it were not for the cost of the National 
Environment Programme, which has the heaviest
impact in our region, bills barely need to rise 
above inflation.

We have submitted this Business Plan to Ofwat,
the economic regulator. Ofwat will use this
information to set prices for 2010-2015. The
Ofwat determination of price limits will be
concluded by December 2009 and we are already
preparing to deliver this service to the benefit of
customers and the environment.

The following table illustrates what will happen to
average household bills under this plan.

Pipes and underground assets 159 -34 125

Treatment works/Pumping stations 182 -7 175 

Environmental Programme 45 -8 37 

Improvements to service 40 -19 21 

Balancing supply and demand 146 46 192 

SUB TOTAL 572 24 548

Pipes and underground assets 178 -50 128 

Treatment works/Pumping stations 680 -65 615 

Environmental programme 641 0 641 

Improvements to service 181 -71 110 

Growth 294 -181 113 

SUB TOTAL 1,974 -367 1,607 

TOTAL                                  2,546 -390 2,156

Adjusted
DBP
£m

Reduction

£m

BP

£m

DBP = Draft Business Plan; BP = Business Plan

Water

Adjusted
DBP
£m

Reduction

£m

BP

£m

Wastewater

Net capital investment at 2007-08 prices

2010/11 2011/12 2012/13 2013/14 2014/15 Average

Change to prices excluding inflation (%) 5.3 3.2 3.2 3.0 0.0 2.9



Water Services, Customers and the Community

Introduction
Southern Water region, performance to date, balancing the challenges ahead

7



Most of the water we supply comes from natural
underground aquifers, with the rest coming from
rivers and reservoirs. The ‘raw’ water is purified at
our 94 water treatment works before being passed
as fit to flow into the 13,568km of water mains.

The network runs the length and breadth of our
region, incorporating 239 service reservoirs, which
balance supplies through to customers.

We recycle wastewater from homes and businesses
via a network of sewers some 21,454km in length.

The wastewater is carried through the sewers by
gravity and by a series of pumping stations. It flows
into one of 371 wastewater treatment works,
where it is cleaned and treated to standards set by
the Environment Agency. Only then is it safely
released into rivers and the sea. Many of our coastal
works discharge to sensitive bathing areas.

Although the South East is generally an affluent
region, there are lower income households and we
must consider the impact on these customers when
shaping our plans for the future. Therefore, we
must deliver a balance of improvements at a price
which represents value. The cost of maintaining
the extensive infrastructure that serves the region is
a significant proportion of customers’ bills and this
means that we must carefully prioritise which areas
of service we target for improvements.

Because there is limited competition for the
services we provide, we are financially regulated by
the Water Services Regulation Authority, otherwise
known as Ofwat. Ofwat ensures that the charges
we make for services properly reflect the cost of
providing those services to our customers. It carries
out a five-yearly price review to ensure we deliver
the services our customers want at a reasonable
price. This Business Plan is a key part of that
review and sets out our understanding of how
customers and stakeholders wish us to prioritise
investment to maintain services for them and 
the environment.

Southern Water region
We provide water and wastewater services to more
than four million people in Kent, Sussex,
Hampshire and the Isle of Wight. These services
are provided 24 hours a day, 365 days per year.

Water Services, Customers and the Community
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Designated bathing waters

Reservoirs – public access

Public access – watersports

Public access – fishing

Water supply and wastewater
treatment areas

Wastewater treatment areas only

Water supply only areas

Groundwater: 68%

Rivers: 28%

Reservoirs: 4%

Groundwater resource dependency



Our role in the local economy

We are a major employer in the region, with more
than 2,500 staff working directly or indirectly for
Southern Water. The scale of the investment
required to maintain and improve services is
significant. Over the period 2010-2015 we plan to
spend over £3 billion (investment plus operational
costs) in the region. This level of expenditure will
create new jobs and deliver a significant boost to
the local economy. For example, we have
introduced more apprenticeship programmes in 
our role as a responsible employer.

Water

In the last five years, Southern Water has dramatically
improved its service levels in areas such as
investment delivery, environmental performance,
customer service, leakage and water supply.

We have to manage a balance between the supply
and demand for water.

Over the past 10 years our efforts to reduce our
demands on the environment have clearly been
successful, as demonstrated by the reduced
amount of water we use (see below). The 
reduction has been achieved through:

• The best leakage control rates in England 
and Wales

• Greater water efficiency (providing for our
growing population). 

The supply of water has been coming under
pressure because of reduced abstraction rights to
help protect biodiversity and the environment. 
At the same time, climate change has rendered
some of our supplies less reliable than in previous
years. We are exposed to greater volatility. This
creates a risk that in dry years demand may exceed
supply, resulting in the need for more frequent
hosepipe bans than would be desirable. In Kent
and Sussex, in particular, this has led to water
restrictions an average of four times every decade.

The recent history of hosepipe bans demonstrates
how sensitive our resources are to the risk of
drought. During 2005 and 2006 we moved rapidly
to bring forward schemes in our water resources
plan to counter the effects of drought. However, it
was still vital to apply restrictions to water use to
ensure we could balance supply and demand.

We need to manage this equilibrium. The recent
drought only emphasised further the relevance of
our proposal for measures such as full metering,

Water Services, Customers and the Community
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Overview of water supply

Population served (millions) 2.3

Properties served (millions) 1.0

Domestic premises 967,190

Business/non-domestic premises 69,500

Length of mains (km) 13,568

Number of water supply works 94

Number of dams and impounding reservoirs 4

Number of service reservoirs 239

Average daily supply (million litres) 552

Proportion from groundwater 68%

Proportion from surface water 32%

Overview of wastewater

Population served (millions) 4.3

Properties served (millions) 1.8

Domestic premises 1,691,200

Business/non-domestic premises 97,000

Length of sewers (km) 21,454

Number of wastewater treatment works 371

Volume of wastewater treated daily (million litres) 1,300

Number of sewage pumping stations 2,238

Sludge recycling

% sludge recycled to agriculture 95.6

% sludge taken to landfill 4.4
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education and leakage control to ensure demand
measures are progressed as a priority.

Wastewater

Over the past decade there has been evidence of
emerging changes in climate. In 2000 we
witnessed floods in the South of England because
of the most sustained wet period in 300 years. 
In 2007 further catastrophic flooding in
Gloucestershire, Oxfordshire and Berkshire left
350,000 people without mains water supply for up
to 17 days. The Chief Constable of Gloucestershire
at the time said of the floods: “In terms of scale,
complexity and duration, this is simply the largest
peace-time emergency we’ve seen.”

Our customers’ properties sometimes flood because of
incapacity or failures in the basic sewerage network.

Flooding of domestic properties is a human disaster
for those affected, usually involving contaminated
floodwater, significant damage to the fabric of the
buildings and lengthy periods of living in temporary
accommodation. Economic damage to commercial
and industrial property can also be significant and
long-lasting.

This is, therefore, a key area that our plan
addresses – a priority that echoes the concern
expressed in the feedback from our customer
consultation process. 

We are concerned at the possibility of severe
climatic events having a significant impact on our
ability to provide essential services to customers.
However, investment to mitigate against these
types of events drives up customer bills. We need
to ensure that plans to make our assets resilient
are well founded and that the reduction in risk is
understood. We always ensure that we make
informed decisions about how best to invest.

We have made an allowance in our plan to improve
our understanding of the potential consequences of
severe storm events on our ability to provide
continuous service to customers.

Making the right changes to the asset base over
the longer term can make a difference. This plan is
the first step.

We also plan to reduce the environmental impact
of many of our wastewater treatment works. We
balance the investment costs against long-term
operational costs of new processes, taking a view

on future energy prices, carbon emissions and
climate change impacts.

We have planned to meet the challenges outlined
above appropriately and flexibly – not by investing
in over expensive ‘fail-safe’ solutions, but by
considering the risks and by actively looking for
opportunities to make modifications as needs
change in the future.

Customer service

Our focus on customer service during 2005-2010
has seen the introduction of a major new billing
system, together with a customer-focused
restructure of our website, which was recently
independently judged the best in the utility industry
in terms of usability for customers. 

We are now focused on delivering the additional
benefits to customers from this system, such as:

• Access to information to give ‘right first time’
solutions when customers call us

• E-business with customers

• Billing cost reductions.

We have continued to gather customer feedback as
part of our contact centre operations. Together with
other customer research, this has continued to
guide our Business Plan.

The challenges going forward are clearly different
to the current 2005-2010 planning period. We
have to improve our reputation by resolving
customer queries first time. Our customer service
systems have moved on significantly and this
progress provides a solid platform for our plans to
tackle further challenges during the period 
2010-2015.

Performance improvement record

2007/08 2008/09

DG6 Responding to billing contacts 97.2% 99.1%
DG7 Written complaints 64.8% 99.8%
DG8 Bills based on meter reads 99.5% 99.9%
DG9 Calls abandoned 19.9% 6.5%
DG9 Calls receiving engaged tone 21.4% 1.4%
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Performance to date
Over the current planning period (2005-2010), we
have worked hard to progressively achieve stability
in all service areas. This progress has been
recognised in our annual serviceability assessment
from Ofwat.

As clarification of the terms used: a ‘stable’
assessment indicates that Ofwat is satisfied we are
managing our assets in an effective and efficient
way. Where the assessment is ‘deteriorating’, Ofwat
believes there is evidence that some aspects of the
service are not keeping pace with developments and
insufficient or ineffective investment has been
made. A ‘marginal’ assessment indicates that there
is no firm evidence of deteriorating service but
some evidence is available that would make a
stable assessment doubtful.

In 2008, for the first time, we achieved a stable
service assessment grade for our above-ground
wastewater assets. We achieved this by:

• A greater focus on the front-line operations of 
our business 

• A better understanding of what has been causing
works consent failures 

• Targeting significant extra investment in these
areas as a priority. 

This stable performance is measured against a
backdrop of tighter discharge consent standards for
our wastewater operation, as illustrated on page 30.

This means that not only have we achieved a
stable service to customers, but we have also
delivered real benefits to the environment in terms
of cleaner rivers and bathing waters.

These are achievements we do not wish to give up
– and a significant part of our plan is the resilience
to maintain the levels of performance of assets and
of services which have been established.

Successful delivery of investment programme

We always seek the best market value when we
make our investment decisions and, having
reviewed our performance against other models,
there is no doubt that our procurement model is
successful and efficient. 

We also encourage our contractors to work directly
with the community to keep them informed of any
work in their neighbourhoods and minimise any
impact while also supporting the community, such
as in Brighton, where we have backed the Brighton
Festival Children’s Parade and The Festival Fringe.

Improvements have been achieved through an
efficient procurement model, which has enabled us
to deliver major capital investment to the assets
which most need them. We must drive through
further efficiencies to offset the real cost pressures
of our operations. Between 2005 and 2009 we
planned and implemented projects at a faster rate
than at any time in our history. We remain

1999

2000

2001

2002

2003

2004

2005

2006

2007

2008

Stable

Stable

Stable

Stable

Stable

Stable

Stable

Stable

Stable

Stable

Stable

Improving

Stable

Stable

Stable

Stable

Stable

Stable

Stable

Stable*

WATER UNDER GROUND WATER ABOVE GROUND

1999

2000

2001

2002

2003

2004

2005

2006

2007

2008

Barely adequate

Marginal

Uncertain

Uncertain

Stable

Stable

Stable

Stable

Marginal

Marginal

Deteriorating

Deteriorating

Deteriorating

Deteriorating

Deteriorating

Marginal

Deteriorating

Deteriorating

Deteriorating

Stable

WASTEWATER UNDER GROUND WASTEWATER ABOVE GROUND

Stable performance

*Ranked stable but with ‘warning’

Performance improvement record

2007 2008

Pollution incidents Cat 1 & Cat 2 7 4

Wastewater treatment works 3 3
non compliant



significantly ahead of our planned schedule of work
for the period to 2010.

We will always retain responsibility for our work
and we have developed a very positive relationship
with contractors in our supply chain. Working
closer with our contractors allows them to deliver
the outputs we set at a lower cost.

Challenges ahead
We supply services to a part of the country that
has a number of different issues to manage
compared with other areas. We have looked
carefully at these and the 25-year horizon of our
Strategic Direction Statement and have plans to
meet future challenges.

The key characteristics that make managing water
and wastewater services in the South East
challenging are:

Population density – We have a high population
density, which increases the local demand for
scarce water resources during droughts. It also
means we need to treat wastewater to a very 
high standard to avoid nuisance and 
environmental damage.

Small catchments – We have a high number of
small drainage catchments, which means we have
less flexibility to recycle wastewater to the
environment.

Climate change – Although this is a global
problem, the South East of England faces the
biggest impact from change in the UK. This results
in more climate variability, both in terms of
potential drought periods and flooding from more
frequent intense rainfall. The impact of intense
rainfall on impermeable ground in towns is a
particular problem. Our plan ensures our assets
remain resilient to these anticipated changes in
weather so we can deliver water on tap – a safe,
secure, reliable supply for our customers to use
wisely. For wastewater services, this plan will
reduce the risk of a repeat of the year 2000
flooding problems we experienced in Portsmouth.

Reliance on groundwater – We get over two thirds
of the water we provide from aquifers deep
underground. This is a very different balance to 
other water companies in the UK and it means 
our resources are more reliant on healthy
groundwater levels.

Factors driving our plan

Apart from the challenging characteristics of our
geography, there are a number of external demands
that drive the content of our Business Plan.

European legislation – One of the biggest impacts
on bills is the investment required to deliver
environmental benefits required under European
legislation. There are a number of European
Directives that influence our operations and
investment programmes. The cost of implementing
these has to be financed through further borrowing
that ultimately has to be met by changes in
customer bills.

To give an idea of the scale of the commitment, for
every pound of investment included in this
Business Plan, 31 pence is included specifically to
meet this legislation. This inevitably has an impact
on bills.

Future growth – We recognise that current
economic problems have slowed down the rate of
house building. However, in the longer term, the
South East region faces some of the largest growth
projections in the UK. New housing developments
require new water supply and discharge
infrastructure. We are ready to meet this challenge

Water Services, Customers and the Community
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National Environment Programme - total number of
improvement actions for each water company

Northumbrian
16

Yorkshire
31

United Utilities
145

Severn Trent
98

Dwr Cymru
71

Anglian
130

Thames
70

Wessex
86

South West
48

Southern
154
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and our Business Plan accepts the need to remain
flexible for the economic upturn while keeping
customer charges to a minimum.  

Maintaining existing services – While we recognise
the need to comply with environmental legislation,
we consider it unwise to offset this by withholding
important maintenance investment in order to
lessen bills. Over the last five-year plan we
invested strongly in improving our growing asset
base. If we were to withhold now the necessary
maintenance investment those improvements
would be wasted and existing assets would begin
to fail, resulting in a poor service to both customers
and the environment.

So our number one priority is to maintain existing
services to customers and the environment, both
now and into the future, creating an environment
to live in that also supports economic growth. 

Water quality improvements – The provision of
reliable safe, wholesome drinking water is our
business. We also include, therefore, investment 
for additional water quality improvements. We
integrate this investment to provide efficiency in
our planning.

Delivering to customer priorities and responding 
to feedback – Customer priority and preference are
key factors that drive every aspect of our plan and
determine the selection of specific programmes that
we decide to include in the plan. We, therefore,
take particular care in obtaining, listening to and
taking account of customers’ expressed feedback.

Balancing services to customers

Our performance is monitored in detail by the
economic (Ofwat), environmental (Environment
Agency) and water quality (Drinking Water
Inspectorate) regulators.

To determine the right balance between the services
we deliver to customers, we continually seek feedback
on our performance. This feedback helps us define
areas for improvement and shows where our
performance is consistent with customer expectations.

We need to manage the size of the investment
programme so that bills do not increase more than
customers can afford and are willing to pay. This
means finding the solutions that give the best value
to customers. The chart above shows our
performance against a range of these measures

both in 2010 and where we expect to be in 2015.
Not all issues can be solved in five years. We
explain more about how we have listened to
customers and balanced our investment priorities
later in this document.

Listening to customers’ priorities, we have been
able to balance our investment programme in each
of the service areas. For example, customers
placed further leakage reductions as their top
priority and we have addressed this in our plan.

Over the past 20 years, the water industry in
England and Wales as a whole has made
substantial improvements to the services it
provides, both for customers and for the
environment. These changes have been made
against the backdrop of an increasingly volatile
environment, making the delivery of stable and
resilient services more challenging. 

There are numerous factors that drive the content
of our Business Plan. It is important to understand
the context in which we are planning and the
progress we have made during recent years.

Service Area 20152010

Unacceptable Could do better On target

Performance against customer priorities

Customer service

Response to customers DG6 99% 99.9%

Carbon accounting (ktCO2) 305,000 333,000

Water service

Hosepipe bans 4 in 10 1 in 10

Leakage 87Ml/d 76Ml/d

Water treatment compliance 99.92% 99.94%

Poor pressure 340 340

Interruptions 1,765 1,765

Wastewater service

Internal flooding 320 255

External flooding 3,988 3,897

Major pollution incidents 4 3

Minor pollution incidents 200 188



April 09
Business Plan  

This is where we are now. We have assessed

feedback provided in the Draft Business Plan and

carried out further research and analysis to refine

our plans. We have considered the economic

impact on our customers and phased investment

accordingly.  Our Business Plan represents our

commitment to deliver a stable service to

customers and to improve services where such

improvements are supported by customers.

July 09
Draft Determination  

Ofwat will publish its views on our Business Plan

and provide an assessment of future prices for

consultation.

November 09
Final determination  

Ofwat will determine how much we can charge our

customers for the period 2010-2015. If we feel

strongly that our maintenance and improvement

plans cannot be delivered within the Ofwat price

structure, we can appeal to the Competition

Commission.

Our Timeline
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October 07
Draft Strategic Direction Statement consultation 

We looked at the feedback from customers through

our day-to-day contact and we carried out additional

research using focus groups to identify our

customers’ priorities and willingness to pay.

December 07
Strategic Direction Statement (SDS)

We refined our draft SDS taking into account the

views of customers, which resulted in some

changes in our approach. Generally, we received

widespread support for our strategy.

April 08
Draft Water Resources Management Plan

consultation 

Our Draft Water Resources Plan set out the first

details of how we plan to secure water supplies to

customers. It involves correcting an initial

imbalance, where in some dry years demand can

exceed supply, leading to water restrictions, and

then focuses on ensuring that reliable supplies are

maintained into the future.

August 08
Draft Business Plan consultation 

We consulted on the Draft Business Plan that

takes into account all aspects of our business. 

We undertook further customer research to

identify if customers were willing to pay for further

enhancements. This formed a key part of our

further cost benefit assessment, which helped us

shape our Business Plan and prioritise proposals.
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Balancing our plan
Balancing needs, customer and stakeholder priorities
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Balancing priorities from long term planning…

In our 25-year Strategic Direction Statement (SDS),
we set out how we would prepare this plan in the
context of the longer term. We also explained the
key principles we would consider when assessing
how to prioritise our investment.

We stated that our key objectives were to:

• Provide value to customers

• Deliver resilient services

• Enable sustainable growth.

In addition to customer feedback received on a
regular basis, we held focus groups with customers
to discuss what they preferred and, more
importantly, what they disliked. This information
helped guide our final SDS, which was published
in December 2007.

…to our Draft Business Plan...

To provide the additional detail to develop the Draft
Business Plan – the first five years of our 25-year
strategy – we held in-depth interviews with more
than 1,500 domestic customers and 300 business
customers. We wrote to 1,400 key stakeholders,
received online feedback via our website and held
a roadshow and exhibition in Kent, Sussex and
Hampshire, where customers and stakeholders
could vote on their preferred options.

Visitors to our website, of which there are 200,000
per month, were given a pop-up box to give their
feedback on our plan.

We have consulted more with our customers than
ever before.

This gave us valuable information across a range of
areas, including the level of support for a
programme of improvements.

We consulted on our Draft Business Plan to
balance the options for maintaining and enhancing
specific service areas. We developed a suite of
investment options that totalled more than 
£7 billion. We looked at the cost of maintaining our
current levels of service and then selected further
enhancement schemes against the following criteria:

• To be part of a cost-effective plan to enable
economic growth in the South East region

• To deliver changes to services for which
customers are willing to pay, including resilience
schemes

• To deliver the compulsory National Environment
and Quality Programme in line with European
legislation.

…to the Business Plan

The Draft Business Plan was published in August
2008 and, as a further consideration, we sought
feedback on it. 

Water loss through leaking pipes

Water use restrictions

External sewage flooding

Responsibility for water supply pipes

Emissions of greenhouse gases

Internal sewage flooding

Properties without water due to burst pipes

River quality

Pollution incidents

Bathing water quality

Odour from sewage treatment works

Water metering

Customer contact

Low pressure

Drinking water quality – colour/smell/taste

Drinking water quality – chemical & safety standards

1
Not a priority

2
Medium priority

3
High priority

4
Greatest priority

3.13

2.7

2.67

2.65

2.64

2.59

2.57

2.52

2.4

2.36

2.31

2.31

2.28

2.16

2.06

1.93

Customer priorities for improvements 2010-2015
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The feedback confirmed that customers agree with
our priorities for service improvements and
supported all the individual components of the
draft plan. However, some customers felt that the
combination of improvements put too much
upward pressure on bills in the Draft Business Plan.

Given current economic circumstances and the
inevitable financial pressures they bring to bear, we
have checked again with customers on willingness
to pay for specific improvement areas. The
feedback has helped us modify the pace of
improvements in some areas of our plan so that we
can better balance service enhancements with
changes in customer bills. 

We analysed in more detail the costs and benefits
of improvements. In this Business Plan we have
included investment to enhance services in the
areas of sewer flooding and odour control. Our
commissioned research has shown that these
improvements are supported by customers and we
have carried out Cost Benefit Assessment on all
schemes. Our analysis has been verified via
independent review.

We will also continue to assess views as we deliver
this programme and, where appropriate, make
adjustments that are supported by customers.  

It is a fact that, in some service areas, the required
level of service can only be achieved by continued
and sustained investment over a period of years
longer than one five-year plan. For example, our

record low leakage levels have only been achieved
by continuous investment in tracking down and
repairing leaks. In fact, we still believe that the
best long term solution to enable future reductions
to leakage is to increase the rate at which we
renew water pipes. However, this requires a 

Water £m

Pipes and underground assets 125

Treatment works/Pumping stations 175

Environmental Programme 37

Improvements to service 21

Balancing Supply and Demand 192

Water Total 548

Wastewater £m

Pipes and underground assets 128

Treatment works/Pumping stations 615

Environmental Programme 641

Improvements to service 110

Growth 113

Wastewater Total 1,607

Grand Total 2,156

Total

Business Plan (net of efficiency)

Water loss through leaking pipes

Water use restrictions

External sewage flooding

Responsibility for water supply pipes

Emissions of greenhouse gases

Internal sewage flooding

Properties without water due to burst pipes

River quality

Pollution incidents

Bathing water quality

Odour from sewage treatment works

Water metering

Customer contact

Low pressure

Drinking water quality - colour/smell/taste

Drinking water quality - chemical & safety standards

20152010

Progress with service 2010-2015

Not meeting customer priorities In line with customer prioritiesClose to customer priorities
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significant step change on the rate of investment in
replacement with a larger initial impact on bills. As
a result, we have deferred some of our mains
replacement proposals to keep bills down.

We are, nevertheless, confident that we will
maintain and even supersede our record low
leakage levels as an additional benefit of our
metering programme which we have prioritised for
2010-2015. We will revisit and review the
required rate of pipe replacement in our next 
five-year Business Plan from 2015.

Cost benefit analysis

Our investment programme is reflective of customer
priorities. In most areas we have been able to

include projects that will deliver the improvements
customers want at the price they are prepared to pay. 

We have used cost benefit analysis to guide our
decision making on all schemes that improve
services.

We are required to make some investment by law
to comply with environmental legislation and we
have assessed the costs and the benefits of these
schemes too.

Other investment is required to maintain existing
services and where this is the case, we have
identified the most cost-effective solution.

18

DBP water and wastewater bills forecast

DBP bills 
2014-2015

£427
-£4 

Efficiency £5 
Finance and

Tax
£12 

Maintenance
£3 Supply
Demand £8

Enhancements
£7 

NEP

Bills in
2009-2010

£353

-£10 
Efficiency

£11 
Finance 
and Tax

£4 
Maintenance

£16 
Supply 

Demand £3
Enhancements

£20 
NEP

FBP 
bills in

2014-2015
£397

How we have balanced bill increases since the Draft Business Plan
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Delivering for customers – water service
Drinking water quality, leakage and underground assets, 
metering, water resources
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Over the past 20 years, significant investment has
been made to improve drinking water quality. Many
of the additional processes installed during this
time will need replacing to maintain the high
standards of water quality we currently provide. 

What customers told us

Feedback from our Draft Business Plan consultation
indicated that customers and stakeholders:

• Support our aim for all our drinking water to
meet Drinking Water Inspectorate (DWI)
standards in line with our SDS

• Strongly support investment to protect critical
abstraction points

• Agree with our plans to progressively remove
lead pipes from our network, integrated with
other activities.

The provision of excellent quality drinking water to
our homes and businesses is at the very heart of
our business. Our customers rightly expect this
essential service and there is still more to do to
develop resilience.

How we have responded

In response to this feedback, we have reviewed the
details and options of schemes that were included
in our Draft Business Plan and we have refined the
engineering solutions to target investment to
priority issues. The reduction in our overall
investment in this area from the Draft Business
Plan has reduced the impact on customers’ bills.

What we will do now

Improved treatment – In a number of areas we
face the continuing problem of deteriorating raw
water quality in underground water sources. We
need to enhance our treatment processes so that
we can continue to supply excellent quality
drinking water. We have included in our Business
Plan £12 million to address this. 

We have discussed the details of our water quality
plan with the DWI and it has provided letters of
support for all proposed investment to improve
water quality.

Key investment £m
Measures to address the deterioration of raw water quality 12
Environmental impact of water abstractions 5
Security of supply 20
Renovation of 48km of water mains to enhance quality 21

TOTAL 58

Impact on bills by 2014/15 £1

The benefits
The results of this investment will improve customer satisfaction with water quality and improve
compliance with the high standards set by the Drinking Water Inspectorate.

Why we are doing this
Customers have indicated that they are willing to pay for specific improvements in water quality 
and, where this is the case, we have included investment accordingly. We are investigating the
environmental impacts arising from our abstractions so that we can take any future measures and
continue to comply with the Water Framework Directive. Finally, we must ensure that appropriate
security is provided at specific locations to comply with the Security and Emergency Measures
Directive (SEMD).

In summary

Drinking water quality
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Security of supply – In addition to water quality
improvements, we include in this section
investment required to provide enhanced security
and resilience to our critical abstractions and
distribution points. We have allocated £20 million
to the security of supply.

Renovation of water mains – We have included
£21 million of investment to reduce iron levels in
water. This requires replacing 48km of corroded
water mains in a number of supply areas to
eliminate iron deposits in the water. We have
discussed these schemes with the DWI and have
received their initial support.

Environmental impact of abstractions – The
Environment Agency has asked us to investigate
the impact of our abstractions at a further 12 sites,
10 of which are covered by the Water Framework
Directive.  We have included these investigations in
the period 2010-2015 and will discuss the
outcome and any further actions with the
Environment Agency as we conclude our studies.

Lead pipe replacement – In our SDS we said that
lead pipe replacement was the best way to achieve
the new standards on the lead content in water
which come into effect in 2013.

We will replace lead communication pipes (from
the main to the customer’s boundary) as we find
them during mains replacement. In the short term
we will continue to treat supplies to ensure that
water meets the new standards.

Q1. Do you support our proposals to aim for
100% compliance of water quality? 
The typical bill will be £3 higher by 2015 
as a result of this.

Strongly
support/

agree

Strongly 
agree

Neutral Oppose/
disagree

6%

56%

16%
19%

Strongly
oppose/
disagree

0%

Q2. Do you support the need to further
protect critical abstraction points?

The typical household bill will be £3 higher 
by 2015.

Strongly
support/

agree

Strongly 
agree

Neutral Oppose/
disagree

46%

3%

Strongly
oppose/
disagree

0%

43%

3%

In total this represents £58 million of
investment during 2010-2015, increasing
bills by £1 by 2014-2015.

This total investment represents a 
£14 million reduction from the investment
proposed in our Draft Business Plan. This 
is in response to the feedback on that plan
and as a consequence of our refining the
engineering solutions. The reduction
balances the pace of improvements with the
impact on customers' bills.

Our ambition remains to achieve 100%
drinking water quality compliance with the
strict, high standards set by the DWI.



Water Services, Customers and the Community

22

Managing supply and demand for water

In summary

Key investment £m
Install 589,000 meters 123
Restoring sustainable abstraction from the River Itchen 58
Development of additional abstraction from the River Arun 18
New mains for new developments 11
Implementation of water efficiency programme (£2m - operational cost)
Grants and contributions -18

TOTAL 192

Impact on bills by 2015 £13

The benefits
This investment will reduce the demand for more water, balance supply and demand, defer the
need to build more expensive reservoirs and enable us to reliably supply water to our service level
standards of a hosepipe ban in only 1 in 10 years. In addition, customers will have more influence
over their bills as a result of metering. 

Why we will do this
We have investigated all of the alternatives and it is clear that universal metering is the necessary
first step to sustain the balance of supply and demand for water.

What customers told us

Over 75% of customers supported our proposals to
achieve full metering by 2015 and our approach to
promoting water efficiencies.

Customers expect our water supply system to be
robust and resilient, whether during drought or in
times of flood. We agree, and we aim to deliver
improvements to this service.

How we have responded

Our Draft Water Resources Management Plan,
published in April 2008, set out plans for
managing the balance between supply and
demand. We have consulted on that plan. The
government will review feedback and then provide
guidance on the content of our Final Water
Resources Management Plan.

Our proposals for managing supply and demand
(focused on leakage, metering, water efficiency and
demand reduction) align extremely well with the
Environment Agency’s recently published Water
Resources Strategy for England and Wales 
(30th March 2009).

We have adopted best practice in calculating the
most effective way to ensure that we balance the
supply and demand for water. The best solution is
the one with the lowest impact on customers’ bills
and the least impact on the environment.

We have also incorporated the feedback into our
Business Plan. Likewise, we have included the
investment required to deliver the Draft Water
Resources Management Plan in this Business Plan.
The Draft Water Resources Management Plan
provides the optimum solution to balancing supply
and demand.

Full metering has been included in our Business
Plan because it is the most cost-effective way to
secure supplies to customers in the longer term
and will enable customers to control their bills.

The proposal to implement metering has been
carefully researched. We have:

• Tested different options in our Draft Water
Resources Management Plan

• Assessed the benefits of using more
technologically advanced meters

• Conducted a range of cost assessments.
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This research has determined a policy to install
Automatic Meter Reading (AMR) technology with
the meters. This technology helps to provide
customers better information on consumption
patterns while also providing us with more efficient
meter reading.

As well as allowing customers to take control of their
bill, metering also tends to reduce the peaks in
demand. We have developed proposals for new
tariffs to take account of the impacts of metering
on larger family households.

The full metering programme will be backed by the
development of appropriate additional water
resources later in our 25-year forecast. The
sequence and priority is important. If we had
prioritised the development of resources before
metering, charges to customers would have been
higher and we could have unintentionally
encouraged increased consumption of water.

So, in the supply and demand balance, our
planned emphasis is on demand measures in the
first five years. By structuring our programme in
this way, we can be confident of delivering secure
supplies at the lowest cost, while minimising the
amount of water we take from the environment.

Metering is a good example of how we are working
to integrate our investment plans and take account
of environmental issues to deliver better services to
our customers.

What we will do now

Our aim is to achieve our target levels of service to
our customers i.e. a hosepipe ban, on average, no
more than once every 10 years. This is essential,
as evidenced by our customer research. We will do
this through our actions to balance the supply and
demand for water universal metering.

Installation of meters – We will install over
589,000 meters by 2015 to achieve 100%
metering. Over 75% of customers have supported
our proposals to achieve this goal.

New technology – We will progressively use the
latest technology in the meters to provide
customers with better information on their water
consumption and enable them to progressively
manage their consumption (and their bills) 
more effectively.

Leakage – Plays a key role in the balance of supply
and demand and we include proposals to make

further reductions to leakage in the period 2010-
2015 which are explained on page 26. We will
make these savings utilising better information
available from our metering programme.

Water efficiency – Future Water, a consultation
paper recently issued by the Government, refers to
the need for all stakeholders to properly value
water. Metering is essential to this aim. The
metering programme will provide us with the
opportunity to assess the condition of over
555,000 water pipes belonging to our customers.

Education and awareness – We will provide
innovative water efficiency education and
awareness to support our metering programme.
On-going campaigns include child-focused plays
featuring the characters Mr Save It and Mr Drink It,
and The Drips family, who not only promote water
efficiency, but also water for health. Our
sponsorship of the In Bloom competitions in the
South and South East allows us to promote water
efficiency to thousands of gardeners each year.

As we move progressively towards paying on 
the basis of the amount of water used, it will be
even more important to provide more information
and education to customers to help their water
efficiency.

Sustainable abstraction – A key aim of our plan is
the conservation of resources and of the
environment. This aim underlies a new initiative we
are introducing in the Business Plan, which is our
commitment to achieving sustainable abstractions
from the River Itchen.

We did not include this environmental initiative in
our Draft Business Plan because we did not
consider that the proposals, at a cost of more than
£100 million, offered value for money to customers.
We are pleased to report that through continual

Average daily demand for water – post metering
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Service pipe Responsibility

Ownership Maintenance responsibility

A-B communication pipe Water company Water company
Stopcock or meter Water company Water company
B-C supply pipe Property owner Property owner
Internal plumbing Property owner Property owner

Ownership and responsibility for supply pipe maintenance

Stopcock
or meter A

Boundary 
of premises B

Street
boundary

Water main

Property C

engagement and discussion with the Environment
Agency we have an agreed way forward that will
enable us to achieve sustainability requirements for
the Itchen at around half the cost of the initial
proposals. The initiative forms part of the
sustainable abstraction programme driven by
European legislation.

Factors requiring adaptation – There are two 
major factors affecting our resources that we 
need to monitor and manage carefully. The first 
is population growth, the second is climate change.

Population growth – The population in the South
East is forecast to grow by as much as 13% over
the next 25 years.  If we and our customers adopt
careless water-use practices, the population growth
will put a significant strain on both water resources
and our supply infrastructure. We predict that in
such circumstances demand for water could
increase by 49 million litres a day.

With the introduction of our metering programme
and a major focus on helping our customers to
adopt a more efficient approach to water, we
expect to offset this increase; thus providing
reliable and wholesome water supplies.

Climate change – We may be going through a
period of climate change. Warmer and drier years

would have a significant impact on our surface and
ground water supplies. Using the latest climate
change scenarios from experts in this field, we
could lose an average of 33 million litres a day of
supply capacity between now and 2035. These
figures have been incorporated into our longer term
Draft Water Resources Management Plan. The
climate change challenge requires adaptation and
mitigation. We adapt to climate change by
supporting water efficiency and managing
consumption through the development of water
efficient products. We will mitigate the impacts of
climate change by reviewing storage and resilience
to ensure that supplies are provided to match
forecast growth in demand and climatic fluctuations.

Both factors may also have localised incidence,
affecting some parts of the region more than
others. This we will address through our 
transfer policy.

We add robustness to the overall network by
moving water around the region and into areas at
risk of shortages by improving pipeline links
between separate systems.  We will be able to
provide more than 30 million litres of water per day
(Ml/d) to areas most at risk from water shortages.
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Key investment £m
Investment in water supply works 116
Investment in pumping stations 25
Investment in service reservoirs 12
IT management and general 22

TOTAL 175

Impact on bills £1

The benefits
Stable service for customers of safe and reliable drinking water

Why we are doing this
We need to do this to maintain existing services to customers. If we do not, the quality of water
running through our network could be compromised.

In summary

Water treatment and pumping
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What customers told us

Feedback through our customer research focus
groups and from the Draft Business Plan told us
that they want a safe and reliable supply of
drinking water, 365 days a year.

How we have responded

Our water supply works, pumping stations and
reservoirs work together to supply clean, fresh
drinking water. There are occasions when, as a
result of a wear and tear on our assets, the service
can be affected. We have assessed our
performance against a range of indicators including
poor pressure, interruptions and the quality of
water leaving the treatment works.

A precautionary approach is essential to this
critical aspect of our service. This analysis has
shown risks to our service if we do not increase
investment in our water treatment works. Our
water supply works may not perform to the high
standards we demand of them through changing
weather conditions.

The chart opposite shows the historic performance
of our 94 water supply works, which purify water
for one million premises across Hampshire, Sussex,
Kent and the Isle of Wight.

We have carried out rigorous modelling to
understand how we can best ensure a reliable

service from our water supply works in future,
taking account of how the performance 
deteriorates over time.

What we will do now

We have included in this Business Plan an increase
in our historic expenditure specifically on water
supply works. This investment is targeted at
restoring stable performance so that we can be
confident of supplying the required high quality
drinking water to our customers now and into the
future. Specific improvements to the disinfection
process are proposed. 
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In summary

What customers told us

Our customer research highlighted that customers’
priority is for us to take steps to continue to 
reduce leakage. 

How we have responded

We have made great progress in reducing leakage
to a level of 82 ML/D well below the 2007/08
Ofwat target of 92 ML/D. We now have the lowest
leakage per property of all UK water and sewerage
companies. We have carried out extensive analysis
to ensure that our proposals to lower leakage are in
the interests of customers.

We have focused on reducing leakage for three
good reasons:  

• It is in accordance with customers’ wishes, as
evidenced by our research

• It is an important part of operating a sustainable
business

• It is the right message to customers that we
value water.

We are going still further in our Business Plan and
have forecast further reductions in leakage during
the period 2010-2015.

What we will do now

Our focus on lowering leakage is a fundamental
part of our Draft Water Resources Management
Plan.

Leakage reduction – The reductions forecast will
arise from our metering programme, which allows
us to detect and repair leaking pipes during the
installation process. 

With full metering we will also be able to quickly
detect and repair leaks as they occur and this will
make leakage reduction more efficient.

We will initially sustain leakage reductions through
the metering programme to 2015. This will give
further impetus to leakage reduction. During this
period 2010-2015 we will, therefore, be replacing
only a limited amount of water mains. However,
low levels of mains replacement are not sustainable
in the long term.

Leakage and underground assets

Key investment £m
Renew 256km of distribution mains 53
Communication pipe repair/replacement 16
Find and fix leaks 53
Diversion of mains 8
Supply pipe repair/replacement (£7m – operational cost)
Grants and contributions -6

TOTAL 125

Impact on bills £1

The benefits
This investment will ensure our assets deliver a stable service to customers.

Why we are doing this
We are investing to maintain and improve the current performance of our assets. Not to do so
would build up serious problems for the future, putting at increased risk the security and reliability
of water supplies and increasing leakage. 

Actual and forecast leakage (million litres per day)

2007/08 2010/11 2014/15

82 81 76
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We will revisit this issue in five years and will need
to consider seriously the commencement of a larger
mains replacement programme in our proposals for
2015-2020.

Our focus on leakage has been proved to be the
right thing to do following extensive economic
modelling in the development of our Final Water
Resources Management Plan. We will continue to
drive down leakage progressing towards the goals
set out in our Strategic Direction Statement.

Mains network renewal – Continued and proactive
maintenance of the underground network is critical
to the success of delivering reliable services.
However, our current charges are based upon a
very low rate of water mains renewals – the lowest
in the industry. The current number of burst mains
is stable, but we are concerned that this will rise in
the future as the average age of the network increases,
causing more water to be lost through leakage.

Our network will require increased investment in
future years to maintain the current levels of service.

Our Strategic Direction Statement highlighted that
our current renewal programme for the mains
network (pipes and sewers) is one of the lowest in
the UK. We remain of the view that these low rates
of renewal are not sustainable and our risk-based
approach has shown that we need to increase that
rate if we are to maintain a stable service from our
underground assets.

Our risk-based approach to the maintenance of our
network indicates that we need to be replacing about
103km of mains per year. This equates to an
average life expectancy of water pipes of 100 years.
Our replacement rates to date are closer to 30km
per year, which implies an average life of 450 years.

The scale of the increased pace of replacement
required is significant. Such a step change could
drive up bills in a major way. We have, therefore,
included a phased increase that enables us to
move progressively towards a more appropriate
renewal rate. Our replacement programme is
planned in an integrated way with other
enhancement programmes.

It is a situation we will monitor closely. Given the
extent of expressed customer support for leakage
reduction, we will continue – through the spin-off
benefits of metering as well as through the
incremental programme of mains replacement – to
keep the industry-leading low levels of leakage, a
record of which we are very proud.

What's in our plan

Pipe replacement     
£53 million

Find and fix burst pipes       
£53 million

Communication pipes       
£16 million

Supply pipe repair 
£7 million

Percentage of network replacement (including relining)
since 1995-2007
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Delivering for customers: Wastewater service
Pollution incidents, sewer flooding, managing growth in demand, the
Environment Programme

Water Services, Customers and the Community
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What customers told us

Pollution incidents involving the leaking of raw
sewage, partially-treated sewage or storm-water
into the environment have to be minimised.

The feedback from some stakeholders on our
consultation suggested that we should do more to
reduce pollution incidents and improve compliance.
However, the majority of respondents thought that we
had struck the right balance.

How we have responded

Given the importance our customer feedback placed
on this area, it is important for us to consolidate our
recently improved performance. For example, in
2008 we reported a single Cat 1 pollution incident.
This represented the third year in succession in
which we have reduced serious pollution events.  

We have achieved this reduction by improving the
response time to front-line operations and through
investment and operational training. Our long term
aspiration is to have zero serious (Cat 1&2) pollution

Key investment £m
Refurbish pumping stations 98
Refurbish treatment works 308
Provide for sludge treatment capacity 126
Data monitoring and IT 83
Renew or renovate 305km of sewers 126
Refurbish five outfalls 2

TOTAL 743

Impact on bills £2

Service performance 2010 2015
Pollution incidents (Cat 1, 2&3) 204 191
Sewer collapses 200 195
Flooding (other causes) 260 220
Equipment failures 300 241
% Treatment works non-compliant 1.4% 1.4%

Why we are doing this
The performance of our sewerage network is rated as ‘marginal’ by Ofwat in its serviceability
assessment. The impact of the substandard performance on our customers and the environment 
is unacceptable. Customers have told us we need to do more.

Compliance and pollution incidents

Q7. Do you support our target for sustainable
improvements in compliance and reduced
pollution incidents? The typical bill will be £8
higher in 2015 as a result of this.

You should
do much

more

You 
should 

do more

Neutral
(you’ve got 

it about 
right)

You 
should 
do less

15%

You 
should 

do much 
less

11%

19%

4%

57%

In summary



incidents. Sustained investment coupled with
continual training is the most cost-effective way to
achieve this.

Our asset base is continually growing and we need to
ensure that our maintenance investment matches this
growth. However, through improving the targeting of
investment using a risk-based approach we can
maintain our current high performance at lower cost. 

This is a very detailed modelling approach to
assessing and prioritising our investments in this
area and we have a programme that delivers the
best value. 

We are now more able to predict failures in the
network and take preventative action, before service
to customers is affected.

Since the Draft Business Plan stage there has been
greater data input into the modelling process and
further analyses applied. The results of our modelling
has enabled us in our Business Plan to achieve a
number of efficiencies, not just in the planning and
timing of schemes but also in integrating
maintenance with investment schemes required for
other reasons.

We have had to balance the improvements proposed
here in our Business Plan with the priorities
expressed by customers. Their top priority has been
to drive down leakage whilst limiting increases to
overall bills. In meeting this challenge, we have
deferred some of the extra investment we had in the
Draft Business Plan for making further reductions to
pollution incidents and compliance. We will now
reduce the number of Cat 1, 2&3 pollution incidents
from the current 204 to no more than 191 per year.
This improvement will restore a stable service from
our wastewater asset base, but not make the
progress we had planned at the Draft Business 
Plan stage.

We recognise that we will need to increase
investment in the future as maintenance is required
on the asset base, which has been continually
growing. If we progressively increase sensible levels of
investment to maintain the performance of the assets,
our service to customers and the environment will not
be put at risk.

We always need to ensure that the sewer network is
resilient, both to changing flows resulting from storms
and to increased flows from growth in house
numbers and population. 

The first chart above shows how the number of
discharges that we operate under strict consent
rules have increased since 1995. The second chart
shows how the limits of those consents have been
tightened down over time. This illustrates that the
total wastewater load we place on the environment
has been reducing even though population has
been increasing.
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What we will do now

Renewal – We will focus on the proactive renewal of
pipes made of materials that are difficult to repair
and of sewers and rising mains that have a risk of
environmental damage if they burst.

Our plan includes for the renovation or replacement
of 305km of sewers between 2010-2015. Given
the company sewer length of over 21,000km this
implies an average life of nearly 350 years.  Our
sewer replacement rate is currently (like water
mains replacement) one of the lowest in the
industry.  We are not complacent and will revisit
the sustainability of this in our next plan for 
2015-2020.

Deterioration and longer term planning – Our
approach takes into account expected deterioration
of our assets and looks at the cost and benefits of
the various types of investment (replacement,
rehabilitation, increase in capacity and so on). We
assess each asset and consider the timing of the
options over a 25-year period. This enables us to
devise a programme that provides stable service to
customers and the environment at minimal cost. 

By making this sustainable investment, we can
deliver a sustainable performance of reduced 
Cat 1, 2&3 pollution incidents by 2015.

Wastewater works compliance – We have achieved
stable compliance of our wastewater treatment
works for the first time. Now we need to sustain
this performance to make our ageing asset base
more resilient to the changing environment.

Water Services, Customers and the Community

31

Pollution incidents

2003 2004 2005 2006 2007 2008

20

15

10

5

0

Cat 1 Pollutions Cat 2 Pollutions

2004 2005 2006 2007 2008

20

15

10

5

0

Non compliant wastewater treatment works

Percentage of network replacement (including relining)
since 1995-2007

30.0%

25.0%

20.0%

15.0%

10.0%

5.0%

0.0%

Yo
rk

sh
ire

So
ut

he
rn

A
ng

lia
n

Th
am

es

Se
ve

rn
 T

re
nt

W
el

sh

U
ni

te
d 

U
til

iti
es

N
or

th
um

br
ia

n



Water Services, Customers and the Community

32

Sewer flooding and odour control

What customers told us

Flooding of properties is a disaster for those
affected. The devastating consequences of both
internal and external sewer flooding has been amply
recognised by our customers at all stages of our
consultation and feedback process. They have clearly
indicated this area as a priority for improvement.

We have spoken to the Consumer Council for Water
and to customers about the priorities we give to
flooding. We recognise that we must do more to
reduce the risk of flooding to properties and our
customer surveys clearly showed customers were
prepared to pay to see further reductions in the
number of properties affected.

How we have responded

Reducing sewer flooding is an area in which we are
continuously improving but we cannot ease back.

Between 2005 and 2010 we are and have been
spending more than £90 million on alleviating the

devastating effects of floods to properties. We are
currently ahead of our target to remove 259
properties from our ‘At risk’ register and to
eliminate 402 instances of flooding directly outside
properties. We propose a plan for 2010-2015 that
continues this significant improvement.

We maintain registers of properties at various risks
of flooding over 1 in 10 years, 2 in 10 years and 1
in 20 years frequency. By 2010 we expect to have
reduced the number of homes on our 1 in 10 years
and 2 in 10 years ‘At risk’ registers from 500 to
213. Where new properties are added to the
register because of changing circumstances, we
offset this with additional reductions.

Our Draft Business Plan allocated an investment of
£160 million to this area during 2010-2015.
However, the impact on bills that this involved – 
an increase of £6 in the typical bill – was felt to 
be excessive, as our consultation feedback has
shown. The investment has therefore, been spread
over a longer period and the impact on bills reduced.

Key investment £m
Addressing internal ‘At Risk registers’ 33
Addressing and mitigating other flooding 15
Reducing Portsmouth’s sewer flooding risk 51
Reducing odour from treatment works 9
Feasibility on resilience schemes 2

TOTAL 110

Impact on bills £2

The benefits
2 in 10 year ‘At risk’ register of properties reduced by 24
1 in 10 year ‘At risk’ register of properties reduced by 35
1 in 20 year ‘At risk’ register of properties reduced by 21
Areas flooded externally reduced by 91
Reduced complaints from odour
Enhanced resilience at Portsmouth

Why we are doing this
We are already focusing on sewer flooding and the feedback we have from customers and
stakeholders means we consider it an integral part of our functions to invest in the elimination of
the highest risks of internal, external and area flooding, which are now regarded as completely
unacceptable. We need to make steady progress in fulfilling this function accepting that the pace of
change must be balanced with other improvement needs and forces on customer bills.

In summary



We understand that internal flooding has a huge
impact in terms of damage to property and of the
stress and anxiety caused to residents and
neighbours. A balance must nevertheless be struck
between addressing isolated instances of internal
flooding and the more widespread external
flooding, such as gardens, outbuildings, open
spaces and public parks. Our consultation with
customers has confirmed this approach.

Our Business Plan, therefore, still aims to enhance
the resilience of the network and progressively 
reduce the risk of flooding, while ensuring that 
the lion’s share of the investment is for the benefit 
of the majority.

What we will do now

In response to our customers’ wishes, we are
proposing to increase the money we spend on
enhancing the performance of our wastewater
system in 2010-2015, though not quite as much
as planned in the Draft Business Plan. A total spend
of £110 million is now allocated to these schemes.

All of the actions planned are directed at either the
prevention of sewer flooding or at mitigating its
impact and at reducing the number of properties
on the ‘At risk’ registers, as well as offsetting new
instances of flooding that we discover. The 
plans include:

Network enhancement – Enhancing the 21,000km
of the sewer network to be more resilient to heavy
rainfall and resulting surface water by upgrading
capacity where the system cannot cope.

Targeted programme – Agreed with the Consumer
Council for Water, to prioritise our approach for at
risk properties.

Eastney Pumping Station – A critical asset, it 
acts as the sewerage pumping station for the 
whole of the Portsmouth peninsula, a population 
of over 280,000. We experienced significant
flooding in the year 2000. We have investigated
the catchment in detail to develop proposals.
Because of the layout of the existing sewerage

network and the low lying nature of the catchment,
in very stormy conditions the pumping station may
not be able to pump out to sea and the resulting
flooding impact back in the catchment is inevitable
and significant. Our proposals to modify the system
in Portsmouth have been thoroughly modelled and 
we have designed a suite of investments totalling
£90 million (£51 million of which is allocated
here) which will work together to reduce the sewer
flooding risk to Portsmouth and enable us to
accommodate growth in the area in the future. A
new outfall and strategic surface water separation
project will be able to reduce the risk of sewer
flooding in Portsmouth and accommodate more
growth in the future. We have the support of
Portsmouth City Council and The Environment
Agency for this Eastney resilience scheme.

Mitigation measures – In a small number of cases,
usually because of the landform and network
issues, it may be uneconomic, or impractical, to
provide a permanent solution.

We have included £2 million to provide mitigation
and temporary solutions to some properties at risk.
This may provide some relief while a sustainable
solution is found. 

In addition to resolving flooding caused by
insufficient capacity in our sewer network, we will
aim to reduce flooding due to other causes,
particularly mechanical breakdowns and blockages.

Responsibility for surface water and flooding – The
causes and responsibilities for flooding are varied
and include inadequate sewer capacity, poor highway
drainage, and river and groundwater inundation. 

In January this year, Defra made local authorities
responsible for the production of Surface Water
Management Plans, with the Environment Agency
having a strategic overview.  We want to play our
part by contributing to the development and
integration of Surface Water Management Plans by
sharing our expertise with these authorities and we
are actively promoting this collaboration.

Odour control – We have assessed the options for
investing to reduce odour complaints from nearby
residents and we have looked at the costs and
benefits of each scheme. As a result of the
investigations and in line with customers’
willingness to pay, we have included four schemes
at specific sites to reduce odour problems. These
schemes total £10 million of investment during the
period 2010-2015.
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At risk registers – internal flooding

2010 2015

2 in 10 year 70 46 
1 in 10 year  143 108
1 in 20 year 224 203



Water Services, Customers and the Community

34

Key investment £m
Increasing the capacity of wastewater treatment works 37
Sludge treatment centres 24
Increasing the capacity of sewers 57
Preventing further flooding 26
Grants and contributions -31

TOTAL 113

Impact on bills £3

The benefits
Maintain the current level of service for current and future customers

Why we are doing this
Our investment must keep up with population growth or our treatment works, pumping stations and
sewers will not cope. Overloading existing infrastructure would result in poor compliance, increased
incidents of pollution and domestic flooding.

What customers told us

In this section we explain the investment required
to maintain levels of wastewater service to 
existing customers and to meet the demand 
from new housing and commercial development 
2010-2015.

When we consulted on our Strategic Direction
Statement, customers and stakeholders told us that
we had not explained enough about managing
growth and new developments. Customers
particularly wanted to know if we had made
adequate allowances for possible new eco-towns in
the South East and for major development in 
areas like Ashford.

How we have responded

Our investment plans are designed to meet our
statutory duty to provide sewerage services to new
developments. We are obliged to provide new
infrastructure to support housing developments,
otherwise our levels of service to existing customers
would be put at risk. This could lead to an
increased risk of flooding, or the failure to meet
discharge consent standards protecting
environmental quality. 

For our Draft Business Plan, we used data from
several independent sources to assess the location,
size and timing of new developments. We track the
accuracy of our forecasts against independent
statistics and our pattern of new customer
connections to validate trends.

However, economic circumstances have radically
changed since the publication of our Draft Business
Plan. Our Business Plan has, therefore, been
modified to reflect the uncertain rate of future
economic growth. Many developments have either
been delayed or deferred as a result of the
economic slowdown. Our plan allows for 75% of
the number of connections previously forecast
between 2010 and 2015.  

It is becoming increasingly clear that the downturn
is significant and that savings to our investment
plan and hence to customers’ bills can be made. It
is inefficient to provide for growth well before it is
needed or if it does not materialise.

Our plan is flexible and we have schemes ready to
implement if the housing sector shows signs of
rapid recovery. We have chosen to balance our
investment – taking some risk on the development
in this area and making sure that we first maintain
services from existing assets.

Managing growth in demand for wastewater services

In summary



What we will do now

Our plan recognises the slow-down in house-building
at least in the short term. Recent trends of housing
data are unlikely to be valid for the next five years. 

We estimate that the number of new connections in
the next financial year will fall by 30% and will not
recover to current levels until after 2015. 

We have tracked the population projections used for
the AMP3 and AMP4 investment programmes
against Mid Year Population Estimates published
each year by the Office for National Statistics. 

Although the forecast number of new connections has
been reduced, that does not mean that population
increases are equally affected. We do expect the
recent trend of smaller households formation to stop
until the economic situation recovers. However,
population growth will probably continue during the
recession and so no adjustment has been made to
the forecasts.
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Household population forecast
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The environment programme

What customers told us

The Environment Agency has provided clarity in a
final National Environment Programme (NEP),
which is required to be implemented during 
2010-2015.

The NEP is a set of projects defined by the
Environment Agency in response to the
requirements of domestic and European legislation.
For 2010-2015, the NEP remains a key driver of
customer bill increases. We have more to deliver
than any other region. This will clearly have a
significant impact on our costs and customer bills.

How we have responded

The South East of England is densely populated
and there are many environmental, ecological and
other protection designations at many sites. These
include Ramsar sites designated for birds, Sites of
Special Scientific Interest, 

freshwater fisheries, Areas of Outstanding Natural
Beauty and marine sites. Our water supply and
wastewater service operations cover a large
proportion of Kent, Sussex and Hampshire. Many
of our activities inevitably have the potential to
affect the quality of these designated sites.

The environmental regulator, the Environment
Agency (EA), has a duty to ensure that designated
and other sites are appropriately protected. To
comply with the EA policies, we have to plan cost
effective or cost beneficial investments.

Many of the duties to protect sites are driven by EU
directives which have been, or will be, enacted into
UK legislation. These directives drive significant
additional investment into our programme and this
is summarised opposite. Investment driven by
European legislation amounts to 31 pence of every
pound invested in this Business Plan. We must
comply with legislation.

Key investment £m
Brighton/Hove Urban Waste Water Treatment Directive    179
Urban Waste Water Treatment Directive     103
Habitats Directive    55
Biodiversity (BAP)    2
Bathing waters     13
Freshwater Fish Directive    48
Groundwater Directive    83
Shellfish Waters Directive    15
Sites of Special Scientific Interest     4
Water Framework Directive    43
Flows greater than consents    53
Sludge    7
Security and Emergency Measures Directive    37

TOTAL 641

Impact on bills £20

The benefits
The Environment Agency has determined that these schemes will deliver benefits to the local
environment.

Why we are doing this
We are required to make this investment to comply with the requirements of European and 
National Legislation.

In summary
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Our investment proposals are based upon the final
NEP.  We are pleased to report that we have
negotiated a phased delivery of some of these
schemes reducing some of the pressure on bills.
However delivering the National Environment
Programme remains our largest area of investment.
We have more schemes and a higher value to
deliver than any other Water Company in England
and Wales. This is the dominant reason for bill
increases and is driving up bills by £20 by 2014/15.

What we will do now

• 154 environmental improvement schemes

• £641 million of investment (inclusive of
additional sludge treatment)

• A programme driven by European legislation

We have had lengthy discussions with the
Environment Agency to gain a better understanding
of the NEP and ensure that the increase to customers’
bills is justified by environmental benefits.  

This includes the proposed protection to water
abstraction from the River Itchen, which we had
omitted from the Draft Business Plan for being a
major cost out of proportion with the benefits to
customers and the environment. We omitted it
pending further investigations. We are now pleased
to report that through continual engagement and
discussion with the Environment Agency we have a
way forward that will enable us to protect
abstraction from the Itchen at around half the cost
of the initial proposals.

Another example of this is our challenge of an over
stringent, Habitats Directive nitrogen consent at
Chichester Wastewater Treatment Works. We
appealed on the grounds that the proposed
standard was not cost beneficial, the timescale for
delivery was excessively challenging, the science
was not robust, and the uncertainty regarding
whether the required environmental outcome would
be achieved. We later raised the negative impact 
of the proposed scheme in terms of climate
change. In the end we achieved a practical
conclusion with the EA.

Our plan for meeting the requirements of the NEP
is to ensure our investment decisions are based
upon sound science and that the schemes deliver
the anticipated improvements. To collect this
information we are progressing a number of further
investigations in the period 2010-2015 rather than
immediate schemes.

Our Strategic Direction Statement prompted a
useful debate on the carbon cost of introducing
additional stages of treatment to achieve higher
quality wastewater. We illustrated where further
increases in the treatment processes meant very
high carbon emissions with only marginal benefits
to the water environment.

National Environment Programme – total number of
improvement actions for each water company

Northumbrian
16

Yorkshire
31

United Utilities
145

Severn Trent
98

Dwr Cymru
71

Anglian
130

Thames
70

Wessex
86

South West
48

Southern
154



Customer service
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What customers told us

Feedback from customers and the Consumer
Council for Water has made clear the importance 
of a full and timely response to each and every
written complaint. We must also focus on
improving customer experience to raise levels 
of customer satisfaction in line with the aims of
Ofwat’s consumer experience measures.

How we have responded

We have, in the last 12 months, delivered
significant improvements to our core customer
services. The development and implementation of a
new billing system, a key element of the 2004
Business Plan, highlighted a number of
irregularities in performance data previously
reported to Ofwat. This discovery resulted in a
complete review of original plans and the
establishment of a programme to transform existing
customer service operations, making it more
responsive to customer needs and providing more
robust regulatory reporting systems. 

In addition to implementing a new billing system,
we have introduced:

• A new telephone system

• An award-winning new website

• Improved and enhanced processes and procedures

• Recruited and trained a significant additional
number of staff. 

These improvements will continue to enhance
customer service through increased first time
resolution, improved service in terms of both wait
times and customer experience, greater
convenience through 24-hour ‘self-service’ options
and a significantly increased choice of
communication avenues to reach us.   

The additional staffing resource required to handle
the increased contact has been built into our plan
and is offset against the reductions resulting from
other initiatives, particularly self-service and first
contact resolution.

Billing contacts – The process for dealing with
billing enquiries has improved significantly as our
system has stabilised and both internal processes
and staff experience have developed. In the 
2008/09 year to the end of February, 99.2% of
billing contacts were dealt with within five 
working days. 

Written complaints – We continue to improve our
performance in dealing with written complaints. In
the same period above, our performance had
improved to 99.9%.

Meter reading – Our statistics for 2008/09 showed
that 99.7% of measured bills were based on a
meter reading, which is directly in line with the
Ofwat target for good performance. 

Abandoned telephone calls – In the 2008/09 year
to the end of February, performance had improved

2007/08 2008/09 2009/10 2014/15
DG6 Billing contacts 97% 99% 99% 99.99%
DG7 Written complaints 65% 99% 99% 99.9%
DG8 Bills based on meter reads 96% 99.7% 99.75% 99.75%
DG9 Calls abandoned 20% 7% 6% 5%
DG9 Calls receiving engaged tone 27% 1% 1% 1%

The benefits
Improved quality of customer contact. We will be better placed to resolve customers’ queries at the
first point of contact. Customers will have the choice of self service or to speak to one of our staff 

Why we are doing this
Our customers are at the heart of our business. We strive to deliver the very best customer service
because they are why we are in business.

Performance against each measure

Customer service
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to reduce the rate of abandoned calls to 6.5% and
calls receiving the ‘all lines busy’ message to 1.4%.

What we will do now

We anticipate increased customer contact from our
universal metering programme and also from
metering programmes in neighbouring ‘water only’
companies, because this will have an impact on
the way we serve our ‘sewerage only’ customers.  

Our universal metering programme will make use of
automatic meter reading technology, enabling
meters to be read remotely. This also allows the
introduction of tariff options and flexibility to offer
revised ‘read frequencies’ for certain customer
groups while controlling the operational costs of
increased read frequencies across a significantly
increased geographical spread of meters. The projected
volumes and costs of additional meter reading and
billing has been incorporated into our projections.

Customer Friendly Tariffs

We have proposals in place to provide a wider
range of tariffs which will ensure we can provide
support to those most affected by metering.  We
are also proposing to ensure that customers in their
first year on a metered charge will not pay any
more than they would have paid on their

unmeasured charge.  This will enable them to
understand any changes and influence their bills
having seen the extent of any change.

We also plan to increase our debt recovery
activities while ensuring that vulnerable customers
continue to be protected through tariff options and
the WaterSure scheme. It is important that those
customers who pay their bills do not subsidise
those who try to avoid payment. 

We note Ofwat’s intention to change and broaden
the customer experience measures and believe 
that our recent investment will allow us to deliver
these improvements. 

Improved customer service will result from
enhanced self-service facilities via our website and
telephone system. This will improve customers’
contact experience by allowing them to manage
their own transactions and account activity,
providing greater convenience and speed. 

The services will include:

• Electronic billing

• Account management, including the ability to
input meter readings

• Applications for service

• A ‘contact us’ facility to reduce the number of
incoming telephone calls.



Delivering our plan
Carbon mitigation, operating expenditure, capital programme 
and expenditure
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What customers told us

We currently spend £25 million a year on energy 
to run our pumping stations and treatment
processes. It is a major operating cost and is a
serious concern with the current fluctuation in
power costs.

We have managed to mitigate the impact of high
energy costs during this price period (to 2010) by
locking into lower prices in 2007, but we will need
to return to the market in 2010 to buy power for
our future operations. At current prices, this will
increase our power costs by £5 million by 2015.

During talks with customers, we asked about the
importance of reducing our carbon footprint.

Feedback on our Draft Business Plan shows that
the majority of customers are becoming more
aware of the need to reduce carbon emissions.
Customers saw this as a high priority and said they
were willing to see changes in their bills if reductions
were economically delivered. In response, we looked
at a number of ways of reducing our carbon footprint,
including Combined Heat and Power (CHP)
generation from our wastewater treatment works 
and hydro power to reduce our demands on the
national grid. 

How we have responded

In our Draft Business Plan, we set ourselves a target
of saving 60,000 tonnes of CO2 equivalent through a
variety of schemes. Information available since the
publication of our Draft Business Plan has given two
additional challenges:

Q9. Do you support our commitment to
reduce our carbon footprint? This will add £1
to the typical bill by 2015.

You should
do much

more

You 
should 

do more

Neutral
(you’ve got 

it about 
right)

You 
should 
do less

33%
30%

You 
should 

do much 
less

3%

22%

9%

Key investment £m
Enhance power consumption monitoring 2
Pump performance monitoring 5
Real time process control 3
Hydro recovery 6
Increase power generation from waste 50

TOTAL 66 

Impact on bills No change

The benefits
Mitigated carbon emissions 32,500 tonnes CO2e

Why we are doing this
If we do nothing, our carbon emissions will continue to increase significantly. The UK Government
has committed to make net reductions by 2020.

Carbon mitigation

In summary
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• The forecast additional CO2 output arising from the
National Environment Programme is 58,000
tonnes per year – this figure is in addition to the
construction emissions of 93,000 tonnes

• The revised forecast savings in CO2 emissions from
our projects have reduced by 30,000 tonnes

• The NEP quality programme is adding to carbon
emissions.

This means we are unable to say with confidence
that we can provide a net reduction to our carbon
footprint by 2015. However, we do remain
committed to our Strategic Direction Statement of
delivering 20% of our energy needs from renewable
sources by 2020.

What we will do now

Ofwat has indicated that it will not allow the
development of wind power generation to be financed
through charges to customers. We agree, but would
be prepared to work with wind power developers to
supply electricity to our sites in appropriate areas. 

We have looked at generating hydro-power by putting
turbines on some of our key wastewater pipes and
we have budgeted to expand our CHP programme at
our Brighton and Hove scheme (UWWTD), which
has just received planning approval.

As well as these more innovative solutions, we have
maintained a focus on the basics. We have made
provision for the careful monitoring of our power
consumption across our sites to help us run a power
efficient operation on a day-to-day basis.

Although there is a significant upward pressure on
our carbon emissions, driven by growth and the
higher quality of treatment standards required by

legislation, we have set ourselves a target of
mitigating CO2 emissions by over 30,000 tonnes 
each year during the period 2010-2015.

The table above shows how we intend to meet 
this target.

Other options we continue to explore include 
co-digestion and possible partnerships with local
authorities investigating the recovery of energy from
waste or Combined Heat and Power. We have
taken on board our customers’ views and we have 
included cost beneficial schemes to reduce our
carbon footprint. 

We have increased our efforts to find better 
ways to reduce our carbon emissions effectively
without driving up bills and we will take action 
as opportunities arise throughout the period 
2010-2015. 

Site Mean power
(kW)

Annual
Output
(GWh)

Displaced
Carbon
(ktC02e)

Capex
(£M)

Opex
saving

(£,000/yr)

Budds Farm (Hydro) 173 1.52 0.79 1.25 80

Margate & Broadstairs (Hydro) 127 1.11 0.58 1.25 59

Brighton & Hove (CHP) 1113 7.90 4.13 3.67 410

Broomfield Bank (Hydro) 288 2.52 1.32 1.45 134

Total 13.05 6.82 7.62 683
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During the period 2010-2015 we anticipate cost
pressures which will lead to significantly higher
increases in operating costs for base services.
These pressures principally arise from:

• External market factors such as increased 
energy prices

• Legislative changes leading to new levies on the
company such as the introduction of the carbon
reduction commitments scheme and lane 
permit charges 

• The impact of the financial and economic
environment which has contributed to an
increased funding deficit within the company’s
pension scheme and higher costs relating to 
bad and doubtful debts

• There is currently no inclusion in our operating
cost for the provision of private sewer networks
from 2011. We have been instructed by Ofwat to
exclude this impact from the plan at this stage. 

Operational costs arising from capital investment

Additional operational costs arising from the 
capital investment are forecast to be 
£36 million by 2015.

The lion’s share of this increase (£22 million) is
driven by the high treatment requirements to meet
tighter quality standards required by the National
Environment Programme. In particular, the
operating costs of the new Brighton and Hove
UWWTD scheme and the Habitats and Sensitive
Area nutrient removal schemes are significant 
cost drivers.

Metering is expected to drive an increase of 
£5 million per annum in operational costs. We
have a number of water resource investigations
planned during the period 2010-2015. 

Schemes to reduce odour complaints will add
£400,000 to operating costs.

Carbon trading 

The Energy White Paper 2007 announced the
introduction of the Carbon Reduction Commitment
(CRC) system of emissions trading, starting in
2010. Under current proposals, Southern Water
will be required to report and comply with the
scheme for all of its fuel consumption. While the
scheme is intended to be revenue neutral to the
Exchequer, it is expected that water companies, as

Operating expenditure

£m
Starting Opex adjusted for specific accounting adjustments 2008/09 195

Arising from capital investment 36
Bad debts 4
Energy costs 5
Pensions 6
Efficiency savings -10
Legislation 5

Forecast operating costs at 2014-15 241

Impact on bills £21

The benefits
These costs are essential to the continued efficient operation of the business enhanced by the
quality and service improvements.

Why we are doing this
If we did not recognise these costs in our business plan we would not be able to continue to
operate the services we provide 24 hours a day, 365 days a year.

In summary
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a relatively power-intensive business, will remain
net ‘penalty’ payers throughout the AMP5 period.

The company’s projections for the Business Plan
are on the basis that:

• The scheme starts, as scheduled, in 2010 

• The price of carbon will remain fixed for the first
three years

• The penalty will be capped at 10% in the first
year, rising by 10% increments for each of the
following five years.

Lane permits

The Traffic Management Act 2004 allows for the
introduction of lane permit schemes by local
highway authorities. Within the Southern Water
region, Kent County Council will be introducing
such a scheme in 2009. Other councils are
expected to follow in 2010.

Assuming lane permit schemes are introduced
throughout the region, the company estimates it
will incur substantial external costs.

The additional cost estimates included in this plan
reflect only the estimated external costs of lane
permits during AMP5. We have assumed that the
corresponding internal costs will be absorbed
within the base service operating expenditure.

Bad debts 

The costs of bad debts include internal and
outsourced costs of recovery efforts, the financing
costs of late payments, and, ultimately, any
residual amount not recovered. We have recently
prioritised improving debt collection both from
commercial and domestic customers.

These initiatives have resulted in a significant
decrease in doubtful debt costs from nearly 2.9%
of revenues in 2007/08 to around 2.4% of
revenues in 2008/09. This ratio should be in line
with or better than the average for the water and
sewerage companies. 

For the Business Plan, we are forecasting bad 
debt costs to increase in line with – and in
proportion to – the growth in customer numbers
and average bills.

However, the current economic and credit
environment is expected to lead to an increase in
bad debts across the water industry. We are 

particularly at risk from this, having a very high
proportion of revenues from domestic customers
and, in particular, from sewerage-only customers.
We will rank behind neighbouring water only
companies when it comes to prioritising payment.
The plan assumes the costs of bad and doubtful
debts will rise and to average 2.75% of revenues
during the period 2010-2015.

Total base service operating expenditure

Where these increases are beyond management’s
direct control – changes in legislation, accounting
regulations or external market factors – these need
to be reflected within the price setting process.

Pension contributions

As with many large businesses in the UK, the
deficit within the company’s pension schemes has
increased since the last actuarial valuation. For the
valuation as at 31 March 2007, a deficit was
principally due to updated actuarial assumptions.
In order to address this additional deficit, we have
agreed with the pension scheme trustees, a series
of additional pension contributions to be made 
until 2015.

Energy costs

In 2007 the company secured the majority of its
electricity requirements through to 2010 at a
competitive rate. However, for the period 2010-
2015 market prices are fluctuating at much 
higher levels.  

Wholesale power costs are forecast to increase
from an annual average of £40/MWh in 2009 to
£65/MWh in 2013. Estimates by year are shown
in the table below.

Meter reading charges

The Southern Water operational area is fragmented
by a number of water-only companies, with
approximately 900,000 of our sewerage customers 

2009 2013

£/MWh in out turn prices 40 65

Forecast consumption (GWH) 409 428
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receiving their water supplies from another
company. The costs that Southern Water incurs for
meter reading recharges from water supply
companies has increased steadily over the five
years to 2010.  This has been due to more
customers switching to metered supplies, and in
some instances to excessive meter reading and
data handling charges being imposed by the 
water companies.

We have proposed for our neighbouring water
companies a fair and reasonable charge of £2.83
per metered customer per year, to be used by all
companies both for price setting and charging
purposes throughout the period 2010-2015.  

During 2010-2015, we estimate that around
30,000 of our existing sewerage only 
customers will switch to metered water supplies
each year.

Efficiency

Ofwat measures the relative efficiency of
companies in a number of areas and, for the past
few years, our water operations have been leading
in terms of relative efficiency. Ofwat assesses the
relative efficiency of companies using econometric
models, which determine how the water companies
in England and Wales compare with each other.  

We have a number of special factors which
increase our costs, but are not recognised in
Ofwat’s modelling. We have discussed this
situation with Ofwat and, once these are taken 
into account, we expect to be the number one
company for water services in terms of relative
efficiency for 2008-09.

For the wastewater service we are aiming for the
top position by cutting forecast operational costs by
1% per annum throughout the period 2010-2015.
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Financing the plan

Our financing strategy

Since financial restructuring in 2003, we have
been robust in the necessary financial discipline to
ensure adequate headroom against financial
covenants. We expect to maintain our gearing at
around 85% of RCV.

WACC – To finance this plan requires a weighted
average cost of capital (WACC) of at least 4.8%. At
this level our plan is financeable on a nominal and
actual basis. The WACC assumed is unchanged
from the Draft Business Plan. We recognise the
impact that the turbulence in the financial markets
is causing to methods of determining the allowed
WACC. The WACC lies in a probable range of 4.6-
5.1%. Ofwat assumed a WACC of 5.1% at the
2004 price review. We await Ofwat’s first opinion
on the components of the proposed industry WACC
with its draft determination in July 2009. It is
essential that the allowed WACC maintains the
hard-won confidence of the investment community
in view of the large capital programme and the
need to continue to raise new finance.

Our aim throughout our 2010-2015 planning has
been to limit any increase in bills while delivering
service improvements corresponding to customers’
expressed priorities and while also managing
upward pressures on costs. At the time of our Draft
Business Plan in August 2008, a number of factors
were contributing to a forecast rise in bills. 

Since that time, we have reviewed the balance
between improvements and necessary bill 
increases and have:

• Consulted with customers again about
preferences and priorities in the light of the Draft
Business Plan proposals and any proposed
increase in bills

• Considered very carefully the downturn in
economic circumstances and its inevitable
impact on customers and businesses.

In addition, we have sought:

• More efficiencies through integrated management
of the service areas of our investment plans and
by refining further our risk-based modelling
approach

• Efficiencies in the implementation of European
legislation requirements

• Efficiencies in our operational activities

• Other ways to manage the upward pressures 
on costs.

As we have shown throughout the preceding
sections of this Final Business Plan for 2010-
2015, we have reduced considerably many of the
capital investment proposals and, thus, the impact
on customer bills. There will be impacts on the
risks of service levels and the rate of
improvements. We have proposed a balance that
accords with the customer consultation feedback.

Water

Year 2010/11 2011/12 2012/13 2013/14 2014/15 Average

Change to prices excluding inflation (%) 8.0 3.1 3.9 2.1 0.1 3.4

Average household bill (£) (07/08 prices) 133.30 137.66 141.31 143.19 141.92 -

Wastewater

Year 2010/11 2011/12 2012/13 2013/14 2014/15 Average

Change to prices excluding inflation (%) 4.4 3.2 3.0 3.3 0.0 2.8

Average household bill (£) (07/08 prices) 240.01 246.80 251.09 256.56 254.96 -

2010/11 2011/12 2012/13 2013/14 2014/15 Average

Change to prices excluding inflation (%) 5.3 3.2 3.2 3.0 0.0 2.9
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Summary of plan and impact on the average bill

Investment Change in
£m bill £

Water bill in 2009-10 122

Drinking water quality Renovation of water mains, improvements 58 1
and enhancements to treatment, securing abstraction points,

enhancements to water quality

Balancing supply and demand Installation of meters, development of additional 192 13
abstraction, water efficiency measures

Water treatment and Refurbishment of water treatment works, pumping 175 1
Pumping Stations stations and service reservoirs, meter replacement

Leakage and underground Mains replacement, finding and 125 1
assets fixing leaks, communication pipe replacement

Changes in revenue 3

Changes in base operating expenditure 2

Changes in financing costs -2

Changes in tax 2

Efficiency -1

TOTAL 548 20

Water bill in 2014-15 142

Investment Change in
£m bill £

Wastewater bill in 2009-10 231

Pollution incidents and compliance Refurbish pumping stations, wastewater 743 2
treatment works and sludge treatment centres,
deliver treatment works compliance, renewal of 
sewers and rising mains, refurbishment of outfalls

Sewer flooding and odour control Reducing the number of properties at risk of 110 2
sewer flooding, addressing specific odour problems, 
delivering enhanced security to parts of Portsmouth

Managing growth in demand for Increasing capacity of wastewater treatment 113 3
wastewater services works, sludge treatment centres. Increasing the 

capacity of sewers and preventing further flooding

Delivering the Environment Investment required to comply 641 20
Programme with domestic and European legislation

Changes in revenue 8

Changes in base operating expenditure 3

Changes in tax 6

Changes in financing costs -11

Efficiency -9

TOTAL 1,607 24

Wastewater bill in 2014-15 255

Service
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In developing our Business Plan, we have worked
hard to understand all of the risks for the period
2010-2015. We have assessed these risks in
terms of the likelihood of them occurring and in
terms of the impact that they may have on our
ability to run the business efficiently. We must
stress that none of these risks would undermine
our ability to deliver safe drinking water and
wastewater services.

Notified Items

The price review process allows for the definition of
certain risks as Notified Items (NI’s). These are
used where the impact of an issue is too uncertain.
The NI usually assumes a central estimate in the
price review process. If after 2010 the issue
changes materially then either Ofwat or the
company can apply for an interim adjustment to
prices (an IDOK). We are including in our Business
Plan NIs for:

• Energy costs 

• Pensions 

• Tax 

• Bad debts 

• Lane rentals.  

In addition, we have a provisional NI for the
business rates revaluation that Ofwat intends 
to adjust for when details are known by late
summer 2009.

Energy costs
As we all will have witnessed over the last year
through our gas and electricity bills, the price of
energy has fluctuated significantly. Many of our
operational costs are associated with buying energy
to pump water around our network or to treat it to
the high standards customers expect. This means
that our costs can vary significantly with changing
prices in the energy markets.

We have forecast an increase in our power costs
from 2010 to 2015 which represents a central
estimate based on the best available data at this
point in time. However, recent extreme movements
in energy prices mean that it is very difficult to
predict with any certainty the level of market prices
we will face when we need to renew our main
power contracts in AMP5.  

We, therefore, think there is a case for specifying a
notified item with Ofwat for market energy prices,
such that if prices do come down customers will
benefit, but equally will share in the risk of rising
prices. The Notified Item mechanism proposed
ensures that incentives for efficient energy
management are retained.  

Pensions
We have made an allowance for the deficit cash
payments to the pension fund based on the 31st
March 2007 full actuarial valuation and the deficit
contribution schedule agreed by the trustees. 

Risks we face     

Lane rentals Carbon trading

Further competition Reduced access to
capital markets

Deflation

Energy costsTaxBad debt Inadequate funding of
capital maintenance

Pensions

Private sewers

Delays to Brighton
and Hove scheme

Climate change Sensitive areas risk
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The pensions deficit has significantly worsened
since then and revised proposals have to be agreed
by the trustees and the pensions regulator, which
has powers to determine contributions to defined
benefit pensions schemes. The result of these
powers means that we may be required to further
increase contributions over the period 2010-2015. 

The Notified Item proposed is based upon the last
revaluation, but we expect the deficit revaluation at
31st March 2009 will significantly increase from
the 2007 position. We have included a proposal in
our suggested Notified Item that the additional
deficit payments be removed from operating costs
in the regulatory price review. Instead, they could
be handled as a cash payment to be reflected in an
adjustment to the Regulatory Capital Value (RCV).
This would reduce the pressure on customers’ bills.
Ofgem has made a similar RCV adjustment in its
price setting process for pension deficits.

Tax
Our Business Plan is based on existing tax
legislation. However, the level of tax payable
throughout the period 2010-2015 is vulnerable to
changes in legislation and/or changes to accounting
standards. We have asked for a Notified Item to
manage differences between the level of tax
payable and the amounts assumed in our 
Business Plan.

Bad debts
We have allowed for an increased level of bad
debts in our base operational cost forecast.
However, there remains significant uncertainty
about the precise impact of future price increases
on customers’ ability and/or desire to pay,
particularly in the current economic climate. We
have included in our Business Plan a continuation
of the Notified Item, which is the best option for
handling this uncertainty in price limits.

Lane rentals
The Traffic Management Act 2004 allows for the
introduction of lane permit schemes by local
highway authorities. Within our region, Kent and
Hampshire county councils have proposed to
introduce such schemes during 2009.  Other
councils are expected to follow during AMP5.

On the basis of lane permit schemes being
introduced throughout the region during AMP5, the
company estimates it will incur substantial external

costs due both to the introduction of these charges
and the projected increase in the company’s
maintenance activity during AMP5. In addition
there will be internal costs in managing new
processes relating both to lane permits and fixed
penalty notices under the same Act.

Additional risks

Inadequate funding of capital maintenance
There remains a risk that the allowed sum in the
Final Determination for capital maintenance is
inadequate to sustain the levels of service proposed
for customers in this plan.

Sustained deflation
Over the last few months the prospect of sustained
deflation has become a very real risk to the
economy. We have modelled scenarios of deflation
over the period 2010-2015 to understand the
extent of this risk to Southern Water.

Deflation would reduce the RPI indexation of our
RCV and, therefore, lead to strain on the debt/RCV
ratio included in our debt covenants. If it persisted
there is the possibility of dividend ‘lock up’ to
protect bond holders in accordance with the terms
of our financing. The perception of this on the
financial markets will make us less attractive to
issuers of new bonds. If this scenario were to
materialise, whilst the maintenance of existing
services would always be ensured, there would
possibly be consequences for funding the delivery
of the enhancement programme included in this
Business Plan and we would then need to discuss
with Ofwat and other stakeholders the best 
way forward.

Private sewers
In February 2007, the Government announced its
intention to transfer private sewers and laterals to
water and sewerage companies and followed this
with an announcement in December 2008 that the
transfer would take place from 2011. This transfer
will have a significant impact on customers’ bills.
However, until the details of the transfer are finally
set out, the impact on bills cannot be accurately
quantified.  

In accordance with instructions from Ofwat, we
have not included any allowances for the proposed
transfer in our PR09 Business Plan. The condition
and hence the maintenance requirements for these
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sewers is uncertain and it is difficult to quantify the
costs of taking on these assets.  The precise nature
of how and specifically what will be transferred to
water companies remains unclear at this stage,
but, if this is significant, we may need to return to
Ofwat to seek an interim price adjustment to allow
us to recover the costs associated with these
additional assets. This is permitted for changes in
legislation which have a material impact on water
companies under the Relevant Change of
Circumstances condition of our licence.

Carbon trading – The Energy White Paper 2007
announced the introduction of the Carbon
Reduction Commitment (CRC) system of emissions
trading, starting in 2010. Under current proposals
Southern Water will be required to report and
comply with the scheme for all of its fuel
consumption. While the scheme is intended to be
revenue neutral to the Exchequer, it is expected
that water companies, as a relatively power-
intensive industry, will remain net ‘penalty’ payers
throughout the period 2010-2015.
The company’s projections for the Final Business
Plan are on the basis that the scheme starts, as
scheduled, in 2010; that the price of carbon will
remain fixed for the first three years; and that the
penalty will be capped at 10% in the first year,
rising by 10% increments for each of the following
five years.

Competition – The concept of introducing
competition into the water industry is being
explored by both Ofwat and Government. It is
evident that the current approach of introducing
competition to customers that use over 50 million
litres of water per year has not succeeded because
no consumers have yet switched suppliers.
We believe that the vertically integrated model for
organisations with large capital costs and
significant shared costs (for example billing for
water and wastewater services together) is the
most efficient approach.

A single water network in the South East controlled
by one water company would efficiently allow
surplus water to be moved around the region to
assist water-stressed areas. In our view, the current
fragmentation of water supply in the region adds
unnecessary costs and acts as a barrier to the most
efficient management of water resources. Putting
the needs of customers at the heart of the
operation is a sensible way forward. 

We support competition in all areas of the supply
chain and have discussed this in our Business
Plan. Our team provides core skills for our daily
operations, but we buy in outside expertise when
we need it. We believe this provides effective
competition in the supply chain.

Our customers want to have reliable water supplies
at the best possible price. Competition needs to
offer customers choice of service and price.
Competition represents a significant opportunity for
the industry and offers the potential for delivering
greater innovation and choice for customers.

However, it is important that the risks associated
with its introduction are carefully managed so that
the costs of competition do not outweigh the
benefits. We note that:

• In difficult market conditions, continued
uncertainty about the direction and scope for
competition in the industry may increase
financing costs for water services

• Ofwat’s proposals for accounting separation and
splitting of price limits from 2015 represent
potential risks to investors, for which they may
require remuneration.

We have not made allowances for any additional
costs of separation of development of the customer
switching systems that would be required. These
costs would be significant if competition was
extended to domestic customers. We see this as
allowable for logging up/IDOK as a Relevant
Change of Circumstance (RCC).

A review of the recent Water Industry Commission
for Scotland report presented by the Regulatory
Policy Institute suggested that competition will
provide opportunity for innovation, but this
innovation may come at a cost which would need
to be recovered from customers.

Reduced access to capital markets – To date
Southern Water has been able to raise money on
the capital markets at a comparatively low cost,
with benefits being passed to customers. Our
Business Plan is based on us being able to borrow
money to pay for investments in new and improved
services during 2010-2015. For the company to
have access to new capital at acceptable rates,
capital markets must be functioning efficiently and,
more specifically, investors must have confidence in
the company's financial position and outlook. These
risks are heightened by the recent turmoil in 
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financial markets and declining economic outlook.
The potential impact can and should be limited by
the Regulator ensuring that the level of financial
risk assumed by the company, and the cost of
capital allowed within the price setting process, 
are consistent and appropriate to the current
financial environment.

Sensitive Areas risk – The UWWTD so called ‘six
estuaries’ case regarding the alleged under-
designation of Sensitive Areas by the UK is
proceeding through the European Commission’s
Infraction route. The oral hearing on this European
Court of Justice case took place on 5th March 2009. 

If Southampton Water and Thames estuaries are
eventually designated as sensitive under the
UWWTD, this will drive further (at present
unrecognised) investment. Current indications are
that the European Court of Justice ruling will not 

be made until late 2009 so, again, this will not be
captured by Ofwat’s Final Determination.
Depending on the scale of the issue this could lead
to the need for an IDoK in the early part of the
period 2010-2015.

We have prepared indicative costs to estimate the
impact based on the parameters and a list of
captured water treatment works supplied by the
Environment Agency. This early work reveals that
for the identified 10 sites in Southampton Water
requiring phosphorous removal and the 20 sites in
the Thames Estuary requiring nitrogen removal the
capital costs would be about £250 million.

Brighton and Hove – We have received planning
permission but there remain objectors who are 
still challenging the scheme through the judicial
review process.
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Appendices
Table 1: Price limits, bills, water sales and supply/demand balance

A Price limits & infrastructure charge limit                              

1 Proposed price limit ‘K’ (including U) nr 2.9 4.9 2.8 5.3 3.2 3.2 3.0 0.0 

2 Water service indicative ‘K’ nr 2.9 1.6 0.0 8.0 3.1 3.9 2.1 0.1  

3 Sewerage service indicative ‘K’ nr 2.9 6.0 3.7 4.4 3.2 3.0 3.3 0.0  

4 Proposed infrastructure charge limit – 
water service £ 276.81 276.81      

5 Proposed infrastructure charge limit – 
sewerage service £ 276.81 276.81                          

6 RPI year by year assumption   %     3.9 4.3 3.0 2.4 3.1 3.7 3.2 2.7     

B Projected household bills – water service                              

7 Typical unmeasured h'hold bill 
(base yr avg chg) – real terms   £     122.14 124.56 126.97 138.93 142.78 147.26 148.99 146.27   

8 Typical measured h'hold bill 
(base yr avg chg) – real terms   £ 109.80 113.11 111.42 119.35 122.43 126.71 129.18 129.35   

9 Average household bills – real terms   £   117.60 120.94 121.65 133.30 137.66 141.31 143.19 141.92   

10 Average household bills – 
nominal terms   £ 117.60 126.11 130.66 142.05 150.47 160.43 168.11 171.41   

C Projected household bills – 
sewerage service                              

11 Typical unmeasured h'hold bill 
(base yr avg chg) – real terms   £ 227.88 241.06 256.35 261.17 269.89 277.88 287.59 283.02   

12 Typical measured h'hold bill 
(base yr avg chg) – real terms   £ 176.14 190.46 190.00 205.09 211.42 217.29 223.63 225.49   

13 Average h'hold bills – real terms   £ 210.04 223.61 231.08 240.01 246.80 251.09 256.56 254.96   

14 Average h'hold bills – nominal terms   £ 210.04 233.17 248.20 255.76 269.75 285.06 301.21 307.95   

D Water sales & supply/demand balance       

15 Billed water delivered   Ml/d   487.31 482.71 481.03 477.23 469.60 460.83 452.80 447.83   

16 Total volume of sewage collected   Ml/d 794.66 752.53 750.93 749.62 743.29 726.20 717.08 715.94   

17 Total water available for use baseline 
(dry year annual average)   Ml/d 737.23 719.97 719.97 704.67 704.67 713.87 722.32 734.27   

18 Distribution input 
(dry year annual average)   Ml/d 607.31 602.96 601.28 597.30 589.18 579.68 570.88 565.59   

19 Total leakage   Ml/d 81.78 81.49 81.49 81.10 80.02 78.74 77.37 76.16   

20 Total water savings achieved or assumed 
from company's water efficiency 
strategy   Ml/d   0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00   

Line description Units

2007-08 2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15

AMP4 AMP5
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Table 2: Water service – Current performance & planned outputs

Line description Units Level of performance
2002-03 2007-08

Level of performance 
by 2009-10      by 2014-15      by 2019-20

ktonnes/
year

ktonnes/
year

A Service performance                                

1 DG2 Properties at risk of receiving 
low pressure   nr 548 386 340

2 DG3 Supply interruptions 
(overall performance score)   nr 0.30 0.19 0.30

3 DG6 % billing contacts dealt with 
within 5 days   % 98.3 97.2 100.0

4 DG7 % written complaints dealt with 
within 10 days   % 99.9 64.8 100.0

5 DG8 % metered customers receiving 
bill based on a meter reading   % 99.7 99.5 99.8  

6 DG9 % calls abandoned   % 19.9 5.0

7 DG9 % calls receiving the engaged tone   % 21.4 1.0 

8 Security of supply index (dry year annual 
average – planned levels of service)   nr 55 96 100

9 Security of supply index (critical index)   nr 99 100

B Quality & environmental compliance                                

10 % distribution input covered by section 
19 undertakings at water treatment works %      0.000 0.000

11 % distribution input not affected by 
section 19 undertakings or temporary 
relaxations or Authorised Departures    % 97.575 100.000 100.000  

12 % of properties in water supply zones 
affected by section 19 undertakings in 
distribution or Authorised Departures   %   0.000 0.000   

13 % mean zonal compliance with drinking 
water regulations   % 99.95 99.95

C Serviceability to customers (maintaining
asset systems fit for purpose)                                  

14 Below ground assets assessment – 
infrastructure pipelines  text STABLE STABLE STABLE STABLE

15 Surface assets assessment 
(non infrastructure)   text STABLE STABLE STABLE STABLE

D Carbon accounting                                   

16 Carbon emissions produced in providing
the service in 2014-15   78.4 79.5

17 Other GHG emissions (as CO2e) 
produced in providing the service in
2014-15  2.4 2.4  
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Table 3: Sewerage service – Current performance & planned outputs

A Service performance                                

1 DG5 properties at risk of flooding 
(2 in 10 years)   nr 139 77 46 34   

2 DG5 properties at risk of flooding 
(1 in 10 years)   nr 373 174 108 93      

3 D5 properties at risk of internal flooding 
(1 in 20 years)    nr 133 203 172

4 Properties internally flooded in year due 
to overloaded sewers excluding severe 
weather   nr 22 35 30

5 DG5 properties internally flooded in year 
due to other causes   nr 299 259 220 220

6 Areas flooded externally due to overloaded 
sewers, excluding severe weather    nr    533 600 600   

7 Areas externally flooded in year due to 
other causes  nr 3,455 3,297 3,297

B Quality & environmental compliance                                

8 % Intermittent discharges satisfactory    % 87.5 99.4 100.0    

9 % Bathing waters not meeting 
‘excellent’ quality   % 43.9 43.9

10 % Bathing waters not meeting 
‘good’ quality   % 17.0 18.3

11 % Bathing waters not meeting 
‘sufficient’ quality   % 7.3 2.4 

12 % Sewage treatment works non 
compliant (Water Resources Act 
numeric consents)   % 0.60 1.40     

13 % Sewage treatment works non 
compliant (Urban Waste Water Treatment
Directive consents)   % 0.70 0.70      

14 % Total p.e. served by sewage 
treatment works in breach of Water 
Resources Act consent (LUT)   % 0.00 0.10    

15 % Total p.e. served by sewage 
treatment works in breach of Urban Waste 
Water Treatment Directive consents (LUT) % 0.00 0.10      

C Serviceability to customers (maintaining 
asset systems fit for purpose)                                

16 Below ground assets assessment 
(infrastructure) text STABLE MARGINAL STABLE STABLE

17 Surface assets assessment (non-infra)   text DETER'NG STABLE STABLE STABLE

D Carbon Accounting                               

18 Carbon emissions produced in providing 
the service in 2014-15                    152.1 173.0  

19 Other GHG emissions (as CO2e) produced
in providing the service in 2014-15 75.6 110.7 

Line description Units Level of performance
2002-03 2007-08

Level of performance 
by 2009-10      by 2014-15      by 2019-20

ktonnes/
year

ktonnes/
year
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Table 4: Water service – Key activity projections

A Key activity projections – water resources

1 Length of raw water aqueducts refurbished km 0.0 1.8 1.8 s 1.0

2 Work on dams and impounding reservoirs nr 0 0 0 s 0

3 Capital investment in aqueducts, dams 
and impounding reservoirs   £m 0.000 0.000 0.000 s 0.000

B Key activity projections – water treatment 

4 Number of refurbished or new 
treatment works    nr 93 30 123 p 113

5 Ml/day of refurbished or new 
treatment works   Ml/d 0.00 145.00 145.00 p 133.00

6 Capital investment in refurbished or 
new treatment works   £m 117.178 97.427 214.606 p 181.075

C Key activity projections – water distribution

7 Length of mains renewed   km        256.0 47.6 303.6 s 305.7

8 Length of mains relined   km 0.0 0.0 0.0 s 0.0

9 Length of new mains    km 0.0 52.5 52.5 s 27.4

10 Number of refurbished or new district 
meters and pressure control valves   nr 0 0 0 s 6

11 Capital investment in underground water 
distribution activity (incl investment in 
meters reported in Block E of this table) £m    132.314 159.119 291.433 s 231.775

12 Number of refurbished or new pumping 
stations   nr 116 5 121 44

13 Capital investment in refurbished or new 
pumping stations  £m 16.740 11.832 28.572 r 0.000

14 Number of refurbished or new service 
reservoirs   nr 77 0 77 r 74

15 Capital investment in refurbished or new 
service reservoirs    £m 12.422 0.000 12.422 r 18.903

D Key activity projections – management 
and general                                       

16 Offices, labs, depots, workshops   m2

17 Capital investment in offices, labs, 
depots, workshops and vehicles   £m 1.344 0.000 1.344 0.000

18 Capital investment in instrumentation, 
control and automation (ICA), telemetry 
and computers  £m 28.455 0.082 28.537 s 20.228

E Key activity projections – metering 
performance                                       

19 Number of household meters renewed   nr 100,000 195,200

20 Optional meters: households   nr   0 0

21 Selective meters: households   nr 589,358 1

22 Percentage of households metered 
(at the end of the period)   %      

F Total – water service 

23 Total capital investment in the water service £m 308.453 268.461 576.914 451.981

Line description Units Profile
of

activity

Activity in AMP5
period relating to

base service

Activity in AMP5
period relating to
enhancements

Total planned
activity in AMP5

period

Total planned
activity in AMP6

period 
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Table 5: Sewerage service – Key activity projections

A Key activity projections – sewers

1 Length of critical sewers renewed   km 29.1 0.0 29.1 s 19.1
2 Length of critical sewers renovated   km 29.0 18.0 47.0 44.0
3 New critical sewers   km 0.0 33.5 33.5 s 26.1
4 Length of non-critical sewers renewed   km 43.9 0.7 44.5 s 37.9    
5 Length of non-critical sewers renovated   km 181.5 2.6 184.1 s 97.6    
6 New non-critical sewers   km 0.0 21.7 21.7 s 43.8    
7 Capital investment in critical and 

non-critical sewers   £m 127.349 250.757 378.106 r 353.767
8 Number of refurbished or new 

intermittent discharges   nr 0 1 1 p 1 
9 Capital investment in refurbished or new 

intermittent discharges   £m 5.980 23.920 29.900 p 6.134  

B Key activity projections – sewage 
treatment and disposal   

10 Number of refurbished or new 
treatment works   nr 245 128 373 s 285    

11 Population equivalent of refurbished or 
new treatment works   000 2,360.00 2,967.86 5,327.86 s 2,611.43     

12 Capital investment in refurbished or new 
treatment works   £m 321.231 584.123 905.354 s 516.365    

13 Number of refurbished or new sludge 
treatment works   nr 19 1 20 p 0      

14 Capital investment in refurbished or new 
sludge treatment works   £m 137.901 25.955 163.856 p 193.709    

C Key activity projections – sewerage service

15 Number of refurbished or new pumping 
stations   nr 2,036 27 2,063 s 418   

16 Capital investment in refurbished or 
new pumping stations   £m 109.978 49.633 159.611 s 148.384    

17 Number of refurbished or new sea outfalls nr 5 0 5 7    

18 Capital investment in refurbished or 
new sea outfalls   £m 2.763 0.000 2.763 2.266  

D Key activity projections – management 
and general                             

19 Offices, labs, depots, workshops   m2

20 Capital investment in offices, labs, 
depots, workshops and vehicles   £m 5.376 0.000 5.376 0.585  

21 Capital investment in instrumentation, 
control and automation (ICA), telemetry 
and computers   £m 92.557 12.679 105.236 20.000   

E Total – sewerage service                             

22 Capital investment in the 
sewerage service £m 803.135 947.067 1,750.201 1,241.210 

Line description Units Profile
of

activity

Activity in AMP5
period relating to

base service

Activity in AMP5
period relating to
enhancements

Total planned
activity in AMP5

period

Total planned
activity in AMP6

period 
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Table 6: Price limits, bills, water sales and supply/demand balance

A Operating expenditure outperformance 
since PR04                               

1 Water operating expenditure 
outperformance   £m 3.721 4.406 0.000 4.613 7.244

2 Water outperformance as a % of 
regulatory expectations   % 5.2 6.1 0.0 6.3 9.9

3 Total adjusted water opex incentive 
revenue allowance   £m    5.776 2.603 2.603 2.454 0.560  

4 Sewerage operating expenditure 
outperformance   £m 0.000 4.006 0.000 0.000 9.588

5 Sewerage outperformance as a % of 
regulatory expectations   % 0.0 3.1 0.0 0.0 6.9

6 Total adjusted sewerage opex incentive 
revenue allowance   £m 6.903 4.019 4.019 4.019 0.000

B Capital expenditure outperformance 
since PR04                                

7 Water service capex outperformance   £m 1.133 4.984 --16.592 0.758 12.037 24.490

8 Water service capex outperformance as 
a % of regulatory expectations   %    2.9 12.0 -27.5 1.6 25.7 46.1 

9 Sewerage service capex outperformance   £m  64.411 -0.831 -29.437 17.078 45.342 103.076

10 Sewerage service capex outperformance 

as a % of regulatory expectations   % 35.8 -0.3 -8.0 5.6 18.7 36.1

C Water service – overall compounded 
efficiency improvements                                

11 Operating expenditure (base service)   % 3.75 3.75 3.85 3.94 4.04 4.13 4.23   

12 Operating expenditure (enhancements)   %  0.00 0.00 0.10 0.20 0.30 0.40 0.50   

13 Capital maintenance expenditure – 
infrastructure   %    0.00 0.00 0.25 0.50 0.75 1.00 1.24  

14 Capital maintenance expenditure – 
non-infrastructure   %    0.00 0.00 0.25 0.50 0.75 1.00 1.24  

15 Capital enhancement expenditure – 
infrastructure   %    0.00 0.00 0.25 0.50 0.75 1.00 1.24  

16 Capital enhancement expenditure – 
non-infrastructure   %    0.00 0.00 0.25 0.50 0.75 1.00 1.24  

17 Capital enhancement expenditure – meters %    0.00 0.00 0.25 0.50 0.75 1.00 1.24  

D Sewerage service – overall compounded 
efficiency improvements    

18 Operating expenditure (base service)   %   3.75 3.75 4.71 5.67 6.61 7.54 8.47   

19 Operating expenditure (enhancements)   %  0.00 0.00 1.00 1.99 2.97 3.94 4.90   

20 Capital maintenance expenditure – 
infrastructure   %   0.00 0.00 0.25 0.50 0.75 1.00 1.24  

21 Capital maintenance expenditure – 
non-infrastructure   %   0.00 0.00 5.00 7.14 8.07 8.99 9.90  

22 Capital enhancement expenditure – 
infrastructure   %  0.00 0.00 0.25 0.50 0.75 1.00 1.24   

23 Capital enhancement expenditure – 
non-infrastructure   %    0.00 0.00 5.00 7.14 8.07 8.99 9.90

Line description Units
2004-05

AMP3 AMP4 AMP5
2005-06 2006-07 2007-08 2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15
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Table 7: Water service – Expenditure projections

A Base service levels (£/property served) 

1 Operating expenditure to maintain current
services to consumers   £/prop 72.26 65.31 66.42 73.54 73.57 73.78 73.45 70.76   

2 Expenditure on pipelines, dams and 
aqueducts to maintain current services to 
consumers – ‘infrastructure’ £/prop 24.61 28.71 17.26 17.57 23.92 26.65 26.34 25.03   

3 Expenditure on surface assets (includes 
abstraction, treatment, pumping and 
service storage) to maintain current 
services to consumers – ‘non-infrastructure’ £/prop 28.36 16.47 7.75 41.34 40.07 31.82 28.30 26.41   

B Enhanced service levels (£/property served)

4 Additional operating expenditure for 
improving services to consumers   £/prop 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00   

5 Additional capital expenditure for 
improving services to consumers   £/prop 0.00 -0.27 0.00 4.03 3.99 3.94 3.90 3.85

C Supply/demand balance (£/property served)  

6 Additional operating expenditure to 
continue to maintain and improve the 
balance between the water available and 
the demand from consumers £/prop 0.00 0.00 0.02 0.07 0.85 2.15 3.42 4.67 

7 Additional capital expenditure to continue 
to maintain and improve the balance 
between the water available and the 
demand from consumers £/prop 16.23 14.80 6.37 30.44 41.46 41.25 41.07 29.58   

D Quality enhancements (£/property served) 

8 Additional operating expenditure to meet 
new environmental and water quality 
standards £/prop 0.00 0.00 0.01 0.01 0.19 0.24 0.06 0.06

9 Additional capital expenditure to meet 
new environmental and water quality 
standards £/prop 1.68 0.03 10.82 6.86 7.10 8.47 7.07 5.83 

E Enhancements – large projects 
(£/property served)         

10 Additional operating expenditure for 
large projects £/prop 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00

11 Additional capital expenditure for 
large projects £/prop 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00

F Water service totals (£/property served)     

12 Total operating expenditure £/prop 72.26 65.31 66.44 73.62 74.61 76.17 76.93 75.49

13 Total capital expenditure excluding 
grants and contributions £/prop 70.88 59.75 42.20 100.22 116.54 112.14 106.68 90.71

14 Average connected properties 
(excluding empty properties) 000 1,006.17 1,013.33 1,018.33 1,024.84 1,032.65 1,041.43 1,051.09 1,061.47

G Water service totals (£m)

15 Total operating expenditure £m 72.708 66.183 67.662 75.451 77.045 79.323 80.864 80.128    

16 Total capital expenditure excluding 
grants and contributions   £m   71.319 60.546 42.969 102.714 120.345 116.788 112.134 96.284

17 Total capital grants, contributions and 
compensation for abstractions   £m 5.181 4.914 4.067 4.717 4.916 4.916 4.916 4.916   

Line description Units

2007-08 2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15

AMP4 AMP5
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Table 8: Sewerage service – Expenditure projections

A Base service levels (£/property served)    

1 Operating expenditure to maintain current 
services to consumers £/prop 81.59 71.11 72.51 75.01 74.93 74.77 75.09 74.45   

2 Expenditure on below ground assets 
(includes sewers and storm overflows) to 
maintain current services to consumers – 
‘infrastructure’ £/prop 12.97 8.89 3.60 13.63 14.38 13.49 14.29 12.98  

3 Expenditure on surface assets (includes 
sewage treatment & disposal and 
pumping) to maintain current services to 
consumers – ‘non-infrastructure’ £/prop 82.45 53.31 26.15 80.20 58.54 68.14 58.45 66.29   

B Enhanced service levels (£/property served)

4 Additional operating expenditure for 
improving services to consumers £/prop    0.00 0.00 0.03 0.06 0.08 0.08 0.18 0.17   

5 Additional capital expenditure on 
improving services to consumers £/prop 11.87 12.28 16.76 9.02 10.13 12.35 13.32 14.28

C Supply/demand balance (£/property served)  

6 Additional operating expenditure to 
continue to accommodate and deal with 
increased waste water from consumers   £/prop 0.00 0.00 0.02 0.04 0.56 0.65 0.81 0.99   

7 Additional capital expenditure to continue 
to accommodate and deal with increased 
waste water from consumers   £/prop   10.08 12.82 11.59 11.99 12.89 13.81 11.48 10.73   

D Quality enhancements (£/property served)
8 Additional operating expenditure to meet 

new environmental standards   £/prop  0.00 0.00 0.79 2.09 2.28 2.51 8.21 9.67   
9 Additional capital expenditure to meet 

new environmental standards   £/prop   57.18 27.86 42.81 94.32 97.15 70.91 46.89 37.46   

E Enhancements – large projects
(£/property served)                                                            

10 Additional operating expenditure for 
large projects   £/prop  0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00   

11 Additional capital expenditure for 
large projects   £/prop   0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00   

F Sewerage service totals 
(£/property served) 

12 Total operating expenditure    £/prop   81.59 71.11 73.36 77.20 77.85 78.01 84.29 85.28   
13 Total capital expenditure excluding 

grants and contributions   £/prop 174.54 115.17 100.91 209.16 193.09 178.69 144.42 141.75   
14 Average connected properties 

(excluding empty properties)   000 1,790.956 1,805.688 1,815.737 1,827.363 1,840.570 1,855.358 1,871.726 1,889.673  

G Sewerage service totals (£m) 
15 Total operating expenditure    £m 146.120 128.411 133.200 141.069 143.290 144.734 157.774 161.142
16 Total capital expenditure excluding 

grants and contributions   £m      312.589 207.958 183.225 382.211 355.398 331.541 270.320 267.854
17 Total grants and contributions received 

by companies from third parties £m    7.724 7.010 7.871 7.063 7.716 7.716 7.716 7.716 

Line description Units

2007-08 2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15

AMP4 AMP5
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Table 9: Financial projections 

A Current cost profit and loss and financial indicators                            

1 Turnover   £m     610 691 762   

2 Operating costs   £m     196 217 241

3 Capital charges   £m   229 262 288

4 Operating profit   £m      175 212 231 

5 Regulatory capital value-year end   £m 3,122 3,509 3,900

6 Pre tax return on regulatory capital value    % 5.7 6.2 6.0

Line description Units

2007-08 2013-14 2014-15

AMP5AMP4

Table 10: Water and sewerage services – Summary of justification of company investment proposals      

A   Water Service                                    

1 The total plan for the water service 
2010-15                        21 743 598 577 5   

2 Water service – Investment proposals 
demonstrated to be cost-beneficial 12 310 578 153 6

3 Water Service – Investment proposals 
demonstrated to be non-cost-beneficial                       2 21 20 21 0    

4 Water service – Investment proposals 
not assessed                           7 412 0 403 0

B Sewerage Service                                     

6 The total plan for the sewerage service 
2010-15                          21 2,746 3,042 1,750 31  

7 Sewerage service – Investment proposals 
demonstrated to be cost-beneficial      7 815 2,781 439 9    

8 Sewerage service – Investment proposals 
demonstrated to be non-cost-beneficial     8 658 261 317 8      

9 Sewerage service – Investment proposals 
not assessed 6 1,269 0 994 15       

Line description

Units

Contribution to
annual average
household bill in

2014-15

Net present value of
costs arising from

investment proposals
in 2010-15

Net present value of
benefits arising from
investment proposals

in 2010-15

Capital expenditure
proposed for 

2010-15

Operating
expenditure in

2014-15       

£/year £m £m £m £m/year
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CBA Cost Benefit Analysis

CCD Current Cost Depreciation

CCWater Consumer Council for Water

CEO Chief Executive Officer

CHP Combined Heat and Power – energy generation

COPI Construction Output Price Index

DBP Draft Business Plan

DEFRA Department for Environment, Food and Rural Affairs

DWI Drinking Water Inspectorate

DWSP Drinking Water Safety Plan

EA Environment Agency

FBP Final Business Plan

GAC Granular Activated Carbon

GDP Gross Domestic Product

CHG Greenhouse Gas

IDoK Interim Determination of K

IFRS International Financial Reporting Standards

M&G Management and General

MEAV Modern Equivalent Asset Value

MNI Maintenance Non-Infrastructure

NEP National Environment Programme

NERA National Economic Research Associates

NPV Net Present Value

Ofwat Water Services Regulation Authority

Ofgem Office of Gas and Electricity Markets

OPA Overall Performance Assessment

PCC Per Capita Consumption

PR04 Periodic Review 2004

PR09 Periodic Review 2009

RCC Relevant Change of Circumstance

RCV Regulatory Capital Value

RPI Retail Price Index

RSS Regional Spatial Strategy

S98 Section 98 of the Water Act 2003 (Schemes for the adoption of
sewers, lateral drains and sewage disposal works)

SAP SAP Business Software

SDS Strategic Direction Statement

SSSI Site of Special Scientific Interest

STC Sludge Treatment Centre

TMA Traffic Management Act

UWWTD Urban Waste Water Treatment Directive

WFD Water Framework Directive

WRMP Water Resources Management Plan

Please note, total figures may be affected by rounding.
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If you would like any further information
please contact:

Southern Water
Southern House
Yeoman Road
Worthing
BN13 3NX

www.southernwater.co.uk

Email: customerservices@southernwater.co.uk
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