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Reference: Southern Water Services Customer Challenge Group letter to 
Ofwat following the initial assessment of water company business plans 
 
Since the IAP, the SWS Customer Challenge Group (CCG) has met with the company to 
discuss in detail those elements of the IAP that are in scope for the CCG. We have focused 
on understanding what this initial assessment, and the company’s response, might mean 
for the plan the company has promised to deliver for customers, stakeholders and the 
water environment.  
 

The CCG decided to write to Ofwat setting out our views on the specific areas explored. 

This letter is the result of our deliberations. We have focused on the areas of most concern 
to Ofwat which are also clearly within the CCG terms of reference. Our view on each of 
these issues is taken in turn below and should be read as an addendum to our original 
report on the draft business plan. 
 
1. Refresh of the ODI package 
During the PR19 planning process, the development of ODIs was one of the issues we 
scrutinised most closely. Our concern, and the ways they were addressed, is documented 
in our September report. This report also makes it clear that, by the time of submission, we 
were satisfied that customers’ preferences underpinned the ODIs.  
 
Ofwat has asked SWS to revisit the ODI package to: a) ensure the incentives will drive the 
company towards upper quartile (UQ) performance; and b) align the ODIs more closely 
with that of other water companies.  
 
SWS shared its plan for addressing these questions with us and we welcomed its approach 
which was as follows:  

 review all earlier research undertaken, going back as far as the PR14 preparations;  

 ensure customers’ views are accurately reflected;  

 assess the reworked ODI package against those submitted by other companies; 
and  

 test the refreshed package with a small, qualitative sample of 28 customers and 
eight stakeholders, to ensure they find the ODIs acceptable.   

 
We were involved at three points in this process: a) agreeing the approach to the research 
and the audience segments to be captured; b) reviewing the revised ODI package which 
would be tested during the research; and c) evaluating the feedback.  
 
The findings closely correlate with, and reinforce, the earlier conclusions and the way that 
ODIs had been set. However, there are several aspects of this latest research that we think 
are worthy of note:  
a) Although customers understand the role of incentives in improving performance, they 

continue to have concerns about the general concept of incentives and penalties 
because of the potential impact on bills.  

b) Customers are generally not in favour of a company receiving rewards for doing 
something that they believe it should be doing anyway. For example, providing clean, 
safe drinking water. Nor are they in favour of penalties for poor performance which 
might then make funding delivery of the performance commitments even harder to 
achieve.  

 
We challenged the Company to rethink some of their ODIs given this clear view from 
customers which reinforces research carried out for PR14. It does not feel able to flex in 
appropriate ways because of the approach Ofwat have adopted to building ODIs and the 
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significant amount of funding that they can now contribute.  We would therefore like to see 
Ofwat consider these findings when thinking about the way ODIs are used in the next Price 
Review. 
 
The research also showed a level of concern about commitment to reputation-only ODIs. 
As part of the on-going role of the CCG in monitoring and assuring SWS’s performance 
post PR19, we have agreed especially to scrutinise how SWS delivers its reputation-only 
ODIs. We will want to ensure customers’ priorities are delivered and the Company’s 
promises are met when rewards and penalties are not at stake.       
 
2. Affordability 
In the IAP, Ofwat asked SWS to provide more evidence that customers found the proposed 
bills affordable. Prior to the September submission, we had challenged SWS on its 
affordability scores. As recorded in our September report, the company responded by 
reviewing the methodology and providing evidence to support using the neither/nor 
category as support for affordability. But we also noted that four other companies had used 
the same five-point scale and we asked that the SWS results be compared with those of 
other companies when the results were all public. 
 
Since the IAP, the company has shared this comparison with us. It indicates that scores 
received from the fully informed customer groupings are similar across three of the four 
companies. This reinforces the view that it is acceptable to combine scores in the way the 
company has done.  
 
The additional qualitative research SWS undertook on ODIs (see above) included a section 
on affordability. This new data also corroborates the evidence that SWS’s customers find 
the bills affordable. We therefore confirm our September view on affordability. 
 
Perhaps not surprisingly, the research also shows there is a direct correlation between the 
size of the proposed bills and acceptability – the more a bill decreases, the more 
acceptable it is, although importantly, there is a small increase in affordability when the 
detail of the plan is discussed. Notwithstanding, we question the value of existing 
approaches to measuring affordability at a time when there is also an overwhelming need 
for investment not just in infrastructure but also in environmental improvement. We suggest 
Ofwat should consider this in the context of PR24.  
 
 
3. Programme scope and cost-efficiencies 
Providing assurance on the costs submitted to deliver the 2020 – 2025 business plan is not 
a CCG responsibility. However, the CCG were concerned that the cost-efficiencies Ofwat 
has asked SWS to make could result in the company deciding to reduce the scope of 
works and enhancements it has promised to its customers and stakeholders. We were 
particularly concerned about this in relation to the environment given the strongly 
expressed desire to see protection and enhancement of it. We wanted to be reassured on 
this point.  
 
SWS has told us that it is committed still to deliver the full scope of its proposed plan. It is 
actively trying to find ways to reduce the cost of proposed work, including investigating how 
and where other water companies have proposed schemes at lower cost and whether 
these can be applied to its own programmes. It is also challenging itself to achieve savings 
to programmatic costs through, for example, managing multiple operational activities using 
a single site visit. We welcome this. 
 
However, we are concerned that this may still leave a gap. If the PR19 funding envelope is 



3  
  

 

 

ultimately too tight, the company has been clear that shareholders will have to make good 
the shortfall by injecting additional funds. The CCG has therefore agreed that, during AMP7 
we will need to scrutinise both levels of investment and dividends, in the event that 
performance during AMP7 is not as promised. We will revisit this early in AMP7 in the 
context of our monitoring role.  
 
We have also requested early sight of the shareholder dividend policy to assure ourselves 
that it is fair and equitable to customers and shareholders alike. SWS informed us that the 
Board has deferred discussion and agreement of the dividend policy itself until May 2019, 
but it has shared with us its draft response to the IAP questions on the dividend policy. We 
have asked that the company amend its statement to be clear that it will consult the CCG 
as this progresses.  
 
4. Resilience 
Although Ofwat has given companies until August 2019 to resubmit their resilience plans, 
we took the opportunity of our meeting with the company to discuss the issues arising. We 
were pleased to hear that Ofwat had pointed SWS to best practice in other water company 
submissions. SWS told us that best practice was to document a systematic process for 
managing all potential and emerging risks in a way that maps out the inter-relationships. 
SWS intends to replicate this approach, subject to external assurance. We support this 
approach and will want to review its application with the company. 
 
5. Water resources 
Ofwat’s intervention on issues relating to the water resource management plan was 
unexpected, both in timing and in nature. It is our clear view that this must not be allowed to 
result in SWS being unable to guarantee enough water to meet future demand.  
 
During the WRMP process the only option that was identified to plug the gap within the 
short timeframe required (by 2025) was the desalination plant at Fawley. In our September 
report, we recognised that although the desalination plant at Fawley was not a popular 
option with customers or stakeholders; it was the option of last resort. So we accepted 
Fawley as the only way that gave confidence that the water deficit could be mitigated in 
time. 

 
The problem faced in the Western region will be heightened with the Environment Agency’s 
implementation of the Section 20 Agreement severely limiting abstraction from Hampshire’s 
rivers in periods of low flows and droughts. Not surprisingly therefore, Hampshire’s wildlife 
and rivers trusts, among others, have raised extremely strong concerns that if Fawley does 
not go ahead, the environmental improvements expected through the Section 20 
Agreement could be jeopardised.  
 
We fully support Ofwat’s recognition of the need for a strategic, regional approach to 
ensure that all the companies involved can deliver the most effective solutions for their 
customers, stakeholders and the environment. This approach follows national Framework 
guidance. However, we are doubtful this can help with the SWS water deficit because all 
the other alternatives being discussed within the Water Resources South East (WRSE) 
alliance are unlikely to be constructed by 2025, and many of these could involve greater 
risks of delay than is the case with Fawley. In short, we cannot see how the discussions 
within WRSE will help to plug the 2025 gap at SWS. 
 
We take the view therefore that Ofwat should treat the SWS deficit as an exception in a 
way which will give confidence that water supplies can be guaranteed and the promised 
environmental benefits can be delivered within a short time frame. 
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Given this context and if these decisions about future resources are to be made at WRSE 
level not company level, then some thought should be given to how customer, as well as 
stakeholder, input will be gathered to inform regional decisions. We therefore ask that 

Ofwat consider how such input might be achieved.  
 
 
6. The Action Tracker 
Ofwat has provided an action tracker to help the company record the changes it makes. 
Ofwat has also suggested that CCGs might like to refer to the action tracker as we respond 
to post IAP submissions. As the timetable for re-submission is severely constricted, SWS 
was still completing the tracker at the time of our meeting.  
 
We have however, been given open access to the tracker as it is updated, as well as the 
more detailed underpinning information. CCG members have had the opportunity to offer 
some comment on proposed responses, but we are content that we have discussed the 
key issues directly with the company as recorded above. 
 
 
Anna Bradley on behalf of the SWS CCG                      


