
1  
  

 

 

SOUTHERN WATER CUSTOMER CHALLENGE GROUP 
 

Meeting to discuss Ofwat’s Initial Assessment of the Business Plan 

11 March 2019: 10:30 – 14:30  
 

 

Present:  Anna Bradley (Chair)   

 Phil Belden Steve Hare 

Ana Christie  George Seligman 

 

By phone: Karen Gibbs Nicci Russell 

Dan McDonald  

 

Observers David Howarth (EA)  Graham Horton (by phone) 

 
In Attendance: Ian McAulay Simon Oates 

Kevin Wightman Jordan Brinsley 

Chris Esslin-Peard Nick Eves 

Sally Beck  

 
1) Welcome, apologies for absence and declarations of conflicts of interest  

 
Karen Gibbs, Nicci Russell, Dan McDonald and Graham Horton, Natural England (NE) 
joined the meeting by phone.    

 
No conflicts of interest were declared.   

 

2) Latest Ofwat update and feedback 
 

The Chair explained that the purpose of the meeting was to achieve clarity regarding what 
the CCG wanted to submit to Ofwat following the Initial Assessment of company business 
Plans (IAP). It had been recognised at the most recent Ofwat CCG Chairs meeting that 
the IAP timetable was constricted, and therefore CCGs should take a pragmatic approach 
to the submission of further evidence, focusing on what was practical to achieve in the 
timescale and being clear if there were issues of concern and what the reasons for these 
were.  
 
Simon Oates, SWS Director of Corporate Strategy and Regulatory Affairs, gave an 
update on the IAP. The main challenges from Ofwat were around whether the company 
could bridge the gap between current performance and the aspirations set out in the plan. 
Ofwat was working closely with SWS in exploring the issues and had helpfully pointed 
towards best practice in other company plans. Ofwat had also made it clear that there 
would be plenty of opportunities for liaison between now and the final determination to 
help bring the plan over the line. The scope for the CCG to influence the IAP was, in fact, 
fairly limited, as the actions the company had to undertake were Ofwat-directed.  
 
There were 128 specific challenges to be addressed, set out in an ‘Action Tracker’, before 
the plan was resubmitted on 01 April 2019. The company should have addressed around 
100 of the challenges by the end of the current week. The Chair noted that Ofwat had 
suggested CCGs may want to review the Tracker as part of an IAP response. Simon 
confirmed the Tracker would be made available to the CCG to review.  
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Action: Ensure the Action Tracker is available for the CCG to review (Sally Beck by 
cob Friday 15 March)  

 
Members commented that:  

 It was important to note any changes made by the company since the submission 
of the original plan and relevant to the CCG role, in a CCG communique to Ofwat 

 There was a significant gap in the costs of the proposed plan and the funding 
Ofwat had allowed 

 It was concerning that as a result key programmes might be squeezed 
substantially if the costs had to be reduced, in particular, the environment 
programme 

 
The Chair proposed that the CCG should submit a letter to Ofwat that referred to the 
CCG’s previous report, picked up on any issues relating to the CCG role and referenced 
any relevant changes since the original plan had been submitted. This approach was 
agreed by Members.    
 
Simon continued that there were nine actions addressing past performance. It was a 
substantive body of work to look at each performance commitment individually and 
identify the underlying cause of poor performance.  
 
Members commented that it appeared SWS’s ability to meet its performance targets was 
deteriorating through time rather than improving. The Chair noted that the CCG would 
soon be turning its attention to its Annual Report, and it was mission critical to understand 
whether the company would hit its targets, and if not, why not? A view on these issues 
must be provided in that report and that report would be published as Ofwat were 
considering the IAP. 
 

3) ODI refresh 

 
Kevin Wightman, SWS Head of Economic Regulation, reminded Members of the key 
points discussed at the conference call earlier in the month: Ofwat had asked SWS to 
revisit the ODI package to: a) ensure the incentives will drive the company towards upper 
quartile (UQ) performance and if UQ wasn’t achieved, penalties would be applied; and b) 
align the ODIs more closely with that of other water companies. The company had now 
reviewed all earlier customer and stakeholder research undertaken, going back as far as 
the PR14 preparations and assessed the revised ODI package against those submitted 
by other companies.  
 
The revised package had been tested with a small, qualitative sample of 28 customers 
and eight stakeholders which showed their views had been accurately reflected, and that 
they found the ODIs acceptable. Members asked how this would be used in the response 
to the IAP? It was a small sample but it was confirmed it would be used to corroborate 
and reinforce the business plan submission.    
 
Nick Eves, SWS Head of Strategic Customer Insight, said the insight showed, in general, 
that customers did not like the concept of ODIs. They did not think that companies should 
be rewarded for providing core, basic services. They also recognised that financially 
penalising companies for not reaching targets could make delivery harder to achieve as 
there would be less funding available to invest in the assets required to improve 
performance. Simon clarified that the ODI methodology Ofwat had designed meant 
companies had to have both penalties and rewards or face a potential funding gap.  
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Members commented that: 

 the findings correlated strongly with the earlier research 

 it was of interest to note the narrative regarding penalties versus rewards but 
seemed inconsistent to have rewards for the things customers’ should be able to 
take for granted  

 at least the basic services customers expected from the company would be 
guaranteed and protected 

 it was fair and appropriate that penalties should be applied for non-compliance 
with environmental regulatory obligations and rewards provided if the 
environment was enhanced.  

 
The Chair thought the CCG should have a role in holding the company to account for 
delivering the non-financial commitments and ensuring it put as much energy into meeting 
reputation-only commitments as it did into those with rewards and penalties attached. 
Simon thought this could be a genuine assurance role for the CCG.  
  
The Chair concluded that the CCG welcomed the research which broadly supported the 
earlier findings, and that the CCG would scrutinise the reputation-only commitments 
during AMP7.  

 

4) Affordability 
 
Nick Eves had provided a table setting out the scores of the other companies that had 
used a 5-point scoring system when testing affordability, and these showed a fair 
correlation with SWS scores. The recent qualitative research reinforced that customers 
agreed the plan was affordable and acceptable, and were additionally reassured that 
there was a £5 cap on any potential bill increases.  
 
Members asked if Ofwat’s affordability scores for these other companies was also 
available. It would be helpful to use as a comparator against SWS scores. Nick said he 
would look into this and circulate the information by email.    

  
Action: Investigate the affordability scores given by Ofwat to other companies that 

used a 5-point scoring system and circulate to Members (Nick Eves – 
before the IAP is responded to)    

     
The Chair rounded off the session by confirming with Members that the CCG letter to 
Ofwat would reinforce the evidence previously submitted: customers found the plan both 
affordable and acceptable.  

 

5) Water resources 
 
Chris Esslin-Peard, SWS Head of Regulatory Strategy, reported that Ofwat had not given 
the go-ahead to the proposed desalination plant at Fawley. Without the scheme, there 
would be a serious water deficit in Hampshire by 2025. The enactment of the EA’s 
Section 20 Agreement this year would further exacerbate the position as it limited 
abstraction from Hampshire’s rivers during periods of low flows and droughts.  
 
Ofwat’s stance contradicted the guidance and frameworks expected by the Environment 
Agency (EA), Defra and the National Infrastructure Commission (NIC), and did not take 
into account customer and stakeholder priorities as established by the Water Resource 
Management Plan (WRMP) research. Liaison with Ofwat was ongoing as approval for the 
proposal was the only way the scheme could be funded.  
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Members commented that: 
 the interest groups in Hampshire were alarmed regarding the position and would 

be writing to Ofwat  
 Havant Thicket wasn’t represented on the drought resilience funding table 

provided by Ofwat which meant, as a collaborative scheme, it had been given the 
go ahead.  

 
The Chair remarked that this reopened the debate about the need for water resources 
management to move to a regional approach. This highlighted how the regional WRSE 
alliance was not represented in the PR19 process and none of the CCGs had influence at 
a regional level. 
 
A new set of very late regional discussions could make it impossible for SWS to meet 
Hampshire’s water demands and could also be damaging to the environment. It was true 
that customers were not, initially, in favour of Fawley but the WRMP consultation showed 
they thought it imperative that demand should be met in whichever way was the most 
cost- and time-effective and was least environmentally damaging.  
 
The Chair proposed that the CCG letter should: 

 take the view that Ofwat needed to find a way to ensure that any further regional 
discussion would result in early closure on the way in which the Hampshire 
deficit would be filled, as an exception and 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. 

 express concerns that customers were not represented at a regional level.  
 
Members agreed the approach.  
 

6) Programme scope and cost-efficiencies 
 
The Chair began the session by asking what the challenges were and which proposals 
would not go ahead due to the requirement to reduce the overall costs. Chris responded 
that the company was investigating how it could reduce its proposed costs but there 
remained a gap of some £260 million. However, SWS was determined to deliver the 
commitments it made although the challenge meant some deliverables would be at risk.    
 
Simon Oates said Ofwat had helpfully pointed SWS to where other companies had similar 
proposals but at less cost. The company was also looking into efficiency saving – for 
example, reducing costs by utilising a single site visit to address a range of issues. But 
SWS needed significant investment in its assets to allow the company to deliver its 
proposals by 2025 and beyond into AMP8.  
 
Members strongly advised that if Ofwat wouldn’t agree to meet the funding gap, this must 
become a shareholder issue rather than a customer issue. Simon agreed. The intention is 
that customers will supply 30 – 35%, and shareholders the remainder.  
 
The Chair said this would have implications for the CCG when it undertook its monitoring 
role during AMP7. If the company’s performance is poor, the CCG will have to scrutinise 
whether this is because not enough has been invested in the assets or because the 
returns to the shareholders are too high. This will be a legitimate question for the CCG to 
ask. Simon pointed out that the investment required will be significant and will carry a 
significant level of risk. There is a direct link between the level of risk and the level of 
dividends. Ian said he thought it reasonable for shareholders, who fund the investments, 
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to expect a return and indeed, this is enshrined in Ofwat’s methodology and national 
company returns.  
 
The Chair summarised that the challenge on costs had not resulted in changes to the 
business plan but there could be an increased risk to delivery, and that shareholders 
would be expected to bear the associated risks. Delivery and dividends needed to be 
balanced. This is an issue the CCG would come back to when monitoring AMP7 delivery 
and it would challenge the company on behalf of its customers. Given this, the CCG 
should be sighted on the dividend policy. Simon agreed to make it available as soon as 
possible.  
 
Action: Share the dividend policy with the CCG (Simon Oates - as soon as 

possible) 
 

7) Resilience 

 
Simon Oates reported that SWS and 14 other companies had identical actions on 
resilience, all with an extended delivery date of August 2019. Ofwat had pointed the 
companies to the best examples of plans which systematically documented all the risks, 
mapped out the interrelationships and links between them, with accompanying action 
plans to address the issues. SWS was responding positively to the challenge using a 
‘systems of systems’ approach. The resilience plan would be subject to external 
assurance and the aim is to outperform the timetable and respond with a draft by mid-May 
in the hope this could influence the final determination.  
 
Members agreed this was a good plan of action. The Chair said the CCG letter to Ofwat 
would refer to this discussion and confirm that the CCG would review the plans in the 
interests of customers and stakeholders moving forwards.    

 

8) AOBs 
 
There were no AOBs. The Chair thanked everyone for their time. 

 

ENDS 
  

11 March 2019 IAP ACTION LIST 

Agenda 
Item 

Action Who By when status 

2 Ensure the Action Tracker is available for the 
CCG to review 

Sally 
Beck 

CoB 15 
March 

 

4 Investigate the affordability scores given by 
Ofwat to other companies that used a 5-point 
scoring system and circulate to Members  

Nick 
Eves 

Before 
the IAP 
response 

 

6 Share the dividend policy with the CCG  Simon 
Oates 

ASAP  

    


