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Response to Draft Determination 

 

Woolston STW NEP scheme 

Issue  

 
Woolston STW requires improvement under the AMP5 National Environment 
Programme (NEP) to meet the requirements of the Habitats Directive and the Urban 
Wastewater Treatment Directive. The improvement scheme is phased over AMP5 
and AMP6. The AMP5 element of the scheme was logged up and the case was 
accepted in full in the Draft Determination. There are no issues on the AMP5 element 
of the scheme. 
 
Table 1: Summary of Ofwat Draft Determination information for Woolston STW scheme. 
Company Proposal Assessment DD Allowance 

Claim Amount 
Sought 

Implicit 
Allowance 

Need CBA Robust 
Costs 

Customer 
Protection 

Assessment Amount 
Allowed 

Woolston 
STW 

£40.4m 0 Pass Pass Partial 
Pass 

Partial Pass Partially 
Accept 

£36.2m 

 
The AMP6 element of the Woolston STW scheme was ‘partially accepted’ in the 
Draft Determination. The need for the scheme and the cost benefit analysis were 
accepted. However, the robustness of the costs was challenged, referencing a 
relatively high level of on-costs for the scheme. An upper quartile efficiency 
adjustment was applied to the AMP6 costs. There was no cost breakdown provided 
in the June Business Plan update as the overall scheme total in our submission had 
not changed since the December 2013 submission. 

Ofwat also required additional customer protection for non-delivery of the scheme 
through an Outcome Delivery Incentive (ODI). 

Since our June 2014 Business Plan update, the scheme has now entered the 
construction phase with scheme costs based on agreed contract prices. With the 
contract now let, the costs are much more defined and have limited flexibility. It is not 
feasible to apply a further efficiency on the £40.4m totex at this stage of the design 
and construction process. The upper quartile challenge results in a funding gap of 
£4.2m.  In our representation, we have provided more information including: 

 
i) an updated cost breakdown which was the basis of the June Business Plan 

update; and 
ii) evidence from a benchmarking exercise to demonstrate that the on-costs are 

now better than the average of the comparators. 

As a result, we can demonstrate a reduction in overall on-costs, as the scheme 
moved from the ‘outline design’ through to the latest ‘agreed target cost’ stage. The 
previous cost breakdown submitted to Ofwat was based on the earlier ‘outline design’ 
stage. The benchmarking work goes on to demonstrate that the on-costs are better 
than the average of the industry comparators.  

We include a new, financially incentivised ODI to protect customers from scheme 
non-delivery, as set out in Annex 1. 
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Remedy 

 

 We request that the value of £40.4 million for the Woolston scheme is 
reflected in the Company totex forecasts for 2015-20 and in the Company 
view of the menu cost as per Table A3.2 in the Draft Determination appendix.  
 

 We request that the £40.4 million AMP6 National Environment Programme 
element is recognised in full in the Final Determination totex baseline. 

 

 We request that the financially incentivised ODI is reflected in the Final 
Determination ODI framework (Annex 1). 
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Summary of the evidence 

1. Justification 

 
1.1 Justification – Summary of Costs 
 
In the Draft Determination, Ofwat’s assessment for the scheme gave a partial pass 
for the robustness of costs. 
 
Ofwat’s deep dive assessment for Woolston states:  
 
“…we note a relatively high level of on-costs for the scheme and so to be consistent 
with the fact that efficiency was applied to the AMP5 costs through the CIS we are 
also applying an upper quartile adjustment to the costs presented by SRN for the 
draft determination.” 
 
We require £40.4m totex in order to satisfactorily complete the Woolston quality 
scheme. Table 2 below summarises the project costs from the original December 
2013 submission, the June Business Plan update and the contractually agreed target 
costs. It includes a breakdown by AMP5 and AMP6 and the shows the costs 
allocated to quality and capital maintenance. The only change to the quality cost 
element (highlighted in yellow) has been the phasing between AMP5 and AMP6, as 
described within the June 2014 Business Plan update.  
 
The opportunity was taken to include some additional capital maintenance scope into 
the contract which has resulted in a slight increase to the overall project cost. No 
changes are required to the Business Plan submission as this scope would be 
covered by the general capital maintenance submission and is not the subject of this 
representation. 
 
The detail sitting behind these costs is now more defined and we can demonstrate 
that the proportion of on-costs has reduced.   
 
Table 2: Summary of submitted costs 

 Woolston BP 
Dec 2013 

Submission 
(£m) 

Woolston BP 
June 2014 

Submission 
(£m) 

Woolston 
Agreed 

Target Cost 
Stage (£m) 

Scheme Total Capex Cost (Pre-Efficiency) 62.0 62.0 63.3 

Scheme Total Opex Cost (Pre-Efficiency) 1.2 1.2 1.2 

Scheme Total Totex Cost (Pre-Efficiency) 63.1 63.1 64.5 

AMP5 Totex (Post Efficiency) 23.5 12.6 12.6 

AMP6 Totex Investment (Post Efficiency) - 
Capital Maintenance 7.1 7.1 8.4 

AMP6 Totex Investment (Post Efficiency) - 
Water Quality 29.4 40.4 40.4 

Scheme Total Cost (Post Efficiency) 60.0 60.0 61.4 
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1.2 Justification – Updated Direct Work Cost and On-Cost Information 
 
In order to address the concerns raised by Ofwat regarding the relatively high level of 
on-costs we have provided a breakdown of the costs reflecting the ‘agreed target 
cost’. This demonstrates that our costs are robust and should not incur a further 
Ofwat efficiency factor as a result.  
 
The detailed ‘agreed target costs’ are reviewed and discussed in more detail in the 
‘Evidence’ section of this report. It is important to note that the proportion of on-costs 
(including Southern Water overheads) to total costs has reduced from 43% at outline 
design stage to 33% at the more detailed design stage, which is reflective of the 
more mature stage of the project.  
 
1.3 Justification – Benchmarking of Costs 
 
We have taken the opportunity to compare and benchmark our updated detailed cost 
information against schemes of a similar size and complexity across the water sector. 
This benchmarking process has allowed us to analyse whether the costs, in 
particular on-costs, are comparable to the rest of the Industry.  
 
In summary, the direct works costs and on-costs (including SWS overheads) 
information are comparable, if not at the lower end of the range, to industry 
benchmarks.  
 
Details are provided within the Evidence section of this report. 
 
1.4 Justification – Outcome delivery incentive 
 
Ofwat has requested that we include this scheme with a new financial ODI in order to 
achieve the level of customer protection they require for non-delivery of the scheme.  
 
Ofwat’s deep dive assessment states: 
 
“…to address the remaining concerns about customer protection SRN should include 
an ODI for this scheme.” 
 
We accept that an ODI is required in order to further protect customers from potential 
non-delivery of this scheme. Further detail of this new financial outcome delivery 
incentive is provided in the next section. 
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2. Evidence 

 
2.1 Updated Direct Work Cost and On-Cost Information 
 
Since December 2012 Ofwat has received a number of cost breakdowns for the 
Woolston scheme as part of the change protocol and Business Plan process. The 
level of detail has progressed at each stage as the scheme moved from outline 
design, through to the agreed target costs as part of the contract award. A summary 
of submissions is included below: 
 

 December 2012 – Ofwat received an outline ‘Change Protocol’ report.  

 March 2013 – Ofwat received a more detailed supporting change protocol 
report called ‘scheme justification’ (dated February 2013). Ofwat also 
received a report carried out by Halcrow named ‘Change Control Audit 
Report’ (dated March 2013). This second report included some detailed cost 
break-downs and included assurance regarding on-costs and SW overheads. 

 September 2013 – Detailed spreadsheets with ‘outline estimate cost stage’ 
cost data were sent to Ofwat. Cost worksheets were detailed and included 
matters such as: chemical costs, labour costs, phasing, civils costs, M&E 
costs etc. These detailed costs were summarised in the ‘scheme justification’ 
February 2013 report. 

 December 2013 – Business Plan submission. No change to figures already 
provided.  

 January 2014 – Response to Ofwat query regarding figure clarification.  

 June 2014 – Business Plan update. No change to figures already provided. 
 
The last detailed cost breakdown was submitted to Ofwat in September 2013 
(through the change protocol process), when the scheme was at ‘outline estimate 
cost stage’.  
 
As part of the Southern Water Board approval for the scheme in April 2013, costs 
were updated to reflect the more detailed design costs within the contract (known as 
the ‘agreed target cost stage’). The overall project costs, particularly the quality 
element of the costs, remained consistent with the PR14 submission so no further 
cost updates were necessary.  
 
As noted above, Ofwat has previously seen details of the ‘outline estimate cost stage’ 
figures; these were the figures presented as part of the change protocol process and 
were the basis for the December 2013 Business Plan submission. The detailed 
‘agreed target cost stage’ costs were not provided to Ofwat as part of the June 2014 
Business Plan update as there was no changes being proposed to the overall project 
cost. They are provided here in Table 3 to demonstrate that the on-cost element has 
reduced by 10% from the last set of figures provided in 2013. The change in on-cost 
is set out in Table 4.  
 
Table 3 below shows the break-down of direct work costs and on-costs associated 
with the complete Woolston scheme (includes AMP5 and AMP6 parts). For 
comparison purposes the figures provided are pre-efficiency values. 
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Table 3: Detailed cost breakdowns 

Woolston WTW  -  Treat on Site Scheme Plus Additional Land1 

 Outline 
Estimated 

Cost Stage (£) 

Agreed 
Target Cost 

Stage (£) 

Temporary Process Plant & Enabling Works 6,670,183 9,255,901 

Preliminary and Primary Treatment 9,694,397 9,594,354 

Secondary treatment 12,278,811 11,622,893 

Sludge and Storm 5,262,651 9,666,114 

Total from Direct cost Estimates 33,906,043 40,139,262 

Other Direct Work Costs 1,529,006 993,321 

Additional Project Scope (E.g. Telecoms Mast, Land 
Rental etc) 

 986,842 

Total Nett Direct Works Cost 35,435,049 42,119,425 

Design & Engineering 4,730,579 5,144,029 

Site & Project Oncosts - Staff 5,811,348 5,315,250 

Site & Project Oncosts - Other 2,941,109 1,650,004 

Bonds and Insurance 1,057,028 766,459 

Other On-Costs (e.g. Central support services, Pre-take 
over consumables etc.) 

2,441,343 1,015,852 

Project/SW Risk 2,870,239 1,425,940 

Total Contractor Cost 55,286,694 57,436,958 

Contractors Fee for O/H & P 3,870,069 3,251,062 

Contractors CAPEX  Selling Price 59,156,763 60,688,020 

SWS Overheads 2,805,200 2,631,579 

Total Project Cost 61,961,963 63,319,599 

 
Although the overall project costs have shown a slight increase, this reflects the 
inclusion of some additional capital maintenance scope. This extra capital 
maintenance work will see improvements to the sea wall and some other 
enhancements to the site (i.e. movement of the telecoms mast), reflecting the most 
efficient timing of this work. As this is coded to capital maintenance no adjustments 
were required for the June 2014 Business Plan update. We are not asking for any 
extra funding to meet the requirements of this additional capital maintenance work. 
This cost is shown in Table 3 under ‘Additional Project Scope’. 
 
As summarised clearly in Table 4, the direct work costs have increased from 57% to 
67% of the total work costs and the on-costs (which include SW overheads) have 
reduced from 43% to 33% of the total works costs between ‘outline estimate cost 
stage’ to ‘agreed target cost stage.’ The change in this on-cost data is as a result of 
the fact that as the design detail progresses, the construction costs become much 
more defined and the risks and other on-costs start to reduce. For example, the 
project risk and on-cost budget reduces as it is converted into tangible assets or 
project costs to overcome the risks identified (i.e. it gets converted into a direct works 
cost).  
 
Complexities and risks identified at the ‘outline estimate cost stage’ included: 
 

 Sequencing issues and risks 

 Issues with the mast 

 Seawall issues 

 Dewatering of ground to facilitate construction of the MBR tank 

                                                
1
 All numbers provided in the table are pre-efficiency 12/13 prices. 
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 Risks associated with the site being adjacent to a WW2 factory   

 Specialist architectural roof required to works 

 Risks relating to construction of temporary works on land that has been 
"made up" by the contractors working on the adjacent housing scheme and 
how these were all compounding the original high on cost split.   

 
These are actual examples of project complexity and risk which would have 
increased the risk and on-cost elements at the ‘outline estimate cost stage.’ Although 
a proportion of these risks remain within the ‘agreed target costs’ a significant 
proportion have now moved into the direct works costs or have been removed 
completely.  
 
In summary, we believe that our on-costs (which include Southern Water overheads) 
are well defined, robust, reasonable, and accurate. We assess the efficiency of our 
on-costs in section 2.3 below. 
 
2.3 Evidence – Benchmarking of Costs 
 
To demonstrate that the on-costs have not only reduced but also reflect industry 
benchmarks, the Woolston costs have been benchmarked and assessed against the 
rest of the industry.  
 
In August 2013, a commission was undertaken by Mott McDonald to establish the 
Actual Project Related Costs for Brighton & Hove WTW and benchmark that scheme 
against a basket of industry comparators; three near comparators were identified in 
this commission. The three comparators are similar in size and complexity; and were 
AMP5 deliverables. Suitability of the selection of comparators was confirmed by our 
independent auditor, as stated in Section 5 of this representation. 
 
We have used the findings of this commission as the basis for our comparison of the 
Project Related Costs (PRC’s or on-costs) for Woolston WTW at ‘agreed target cost 
stage.’ We have then benchmarked against the PRC’s against other on-costs applied 
to large complex projects in the industry. To enable a like for like comparison, the 
cost breakdown had been aligned to the format used in the commission.  
 
From this analysis we established a split of £42.199m direct works costs and 
£21.200m of on-costs (this includes SWS overheads).  This equates to a direct works 
cost uplift of 50.33% to the sum of all on-costs. In comparison, at ‘outline estimate 
cost stage’ the direct works cost uplift was 74.86% (or £35.435m direct work costs to 
the sum of the on-costs and SW overheads of £26.527m).  
 
In comparison, the analysis undertaken in August 2013 found the following: 
 

 Brighton & Hove WTW (value £237m) had a Direct Work Project Related Cost 
uplift of 55.33%  

 Comparator 1 (value £159m) as an uplift of 49.35%  

 Comparator 2 (value £127m) had an uplift of 62.34%  

 Comparator 3 (value £40m) had an uplift of 48.93%  
 
In short, it appears that the ‘agreed target cost stage’ on-costs (including SWS 
overheads) applied to Woolston WTW are comparative, if not at the lower end of the 
range, to industry benchmarks.  
 
The average PRC @ detailed cost stage for external comparators = 53.54% 
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The average PRC @ detailed cost stage for all comparators = 53.99% 
 
Therefore the PRC for Woolston is better than the average comparators. 
 
Table 4 below summarises the Woolston scheme direct and on-costs against the 
benchmarked schemes. It is noted that benchmarking costs are based on pre-
efficiency values to enable comparisons to be drawn out. 
 
Table 4: Benchmarking of on-costs 

Scheme / Benchmarking Direct 
Work 
Cost 
(£m) 

On-
Costs 
(£m) 

Total 
Cost 
(£m) 

Direct 
Work 

Cost % 
of Total 

Cost 

On-
Cost % 
of Total 

Cost 

Uplift % 

Woolston 'Detailed Cost' Stage 42.1 21.2 63.3 66.52% 33.48% 50.33% 

Woolston 'Outline Cost' Stage 35.4 26.5 62.0 57.19% 42.81% 74.86% 

Brighton & Hove WTW  152.6 84.4 237.0 64.38% 35.62% 55.33% 

Comparator 1 106.5 52.5 159.0 66.96% 33.04% 49.35% 

Comparator 2 78.2 48.8 127.0 61.60% 38.40% 62.34% 

Comparator 3 26.9 13.1 40.0 67.15% 32.85% 48.93% 

 
Although we have highlighted here that on-costs have improved and are more robust 
now compared to those presented in September 2013, it should be recognised that in 
the ‘Change Control Audit Report’ compiled independently by Halcrow in March 2013 
(and sent to Ofwat as part of the Change Protocol process) at this ‘outline estimate 
costs stage’ it states that: 
 
“We have reviewed the estimate of on-costs to allow for design, overheads, etc. 
These have been estimated using percentage add-ons to the total nett Direct Works 
Cost. Based on our experience of similar costing exercises, we consider that these 
percentage additions are reasonable bearing in mind the complexity of the phasing 
and the scope of the proposed works. 
 
Southern Water’s costs represent about 5% of the total Contractor’s Cost, which 
would appear to be a realistic assessment based on the Company’s experience.” 
 
This Halcrow independent audit report recognised that Southern Water used a robust 
approach to on-costs and overheads at the ‘outline estimate cost stage.’ Therefore, it 
is fair to state that enhancement of these on-cost and overhead profiles at the 
‘agreed target cost stage’ further support the view that these costs are fully, if not 
more, robust and reasonable for a project of this size and complexity.  
 
By carrying out this additional benchmarking exercise we can therefore further prove 
that on-costs (which include Southern Water’s overheads) are well defined, robust, 
reasonable, accurate, and in line with the rest of the Industry. 
 
We request that the £40.4m AMP6 National Environment Programme element is 
recognised in full in the Final Determination totex baseline. 
 
2.4  Evidence – Performance Commitment 
 
A financial penalty based ODI for scheme non-delivery has been included as set out 
in Annex 1. The penalty is based upon the incremental totex in conjunction with the 
50:50 sharing totex menu mechanism. 
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We request that the financially incentivised ODI is reflected in the Final Determination 
ODI framework. 
 

3. Board Engagement 

 
The Board approved the Woolston STW scheme costs in April 2014.  These are now 
the ‘Detailed Costs’ that the project is now following. The Board has supported the 
case as part of our overall Draft Determination representations. 
 
 

4. CCG  

 
As this is a representation wholly associated with the application of cost efficiency 
challenges in the Draft Determination no specific CCG support was required. 
 
 

5. External Assurance 

 
This representation has been independently assured by Halcrow Management 
Sciences Limited, a subsidiary of CH2M HILL.  Their ‘Review and Assurance of Draft 
Determination Representations, Summary Report’ dated 2 October stated: 
 
“Our sample checks on data presented in the Company’s representation has 
confirmed satisfactory trails to both internal and external information sources. On this 
basis we conclude that the evidence base for the representation is robust. 
 
We reviewed the selection of industry comparators used in the benchmarking for 
Woolston and can confirm they are both recent and appropriate.” 
 

6. Annexes    

 
Annex 1 Performance commitment: Woolston STW 
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Annex 1  Performance commitment: Woolston STW 

 
For more details refer to Section 13, Outcome Delivery Incentives. 
 
Detailed definition of performance measure: Delivery of Woolston STW scheme in 
accordance with requirements set out in the National Environment Programme, or as 
agreed with the Environment Agency, by 31/03/2020. 
 
Incentive type: Financial – penalty only 
 
Performance commitments 

  Starting 
level 

Committed performance levels 

 Unit 2014-15 2015-
16 

2016-
17 

2017-
18 

2018-
19 

2019-20 

PC   n/a     Delivered 

Penalty collar       Not 
delivered 

Penalty 
deadband 

      Delivered 

 
Incentive rates 

Incentive type Performance levels (£m) Incentive rate (£m) 

Lower Upper 

Penalty Not delivered Delivered 20.2 

 
Additional details 

Necessary detail on measurement 
units 

Failure to deliver the scheme by 31/03/2020 will 
result in a financial penalty of £20.2m. 
Customers will get back the remaining £20.2m 
scheme costs through cost performance 
incentives. 

Frequency of PC measurement 
and any use of averaging 

Performance will be measured following the 
expected scheme completion date on 
31/03/2020. 

Timing and frequency of 
rewards/penalties 

Penalties will apply following the expected 
scheme completion date on 31/03/2020. 

Form of reward/penalty RCV adjustment 

Any other information or 
clarifications relevant to correct 
application of incentive 

 

 
 
 
 
 
 
 
 
 


