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1. Introduction 

 
This document has three components. 
 

Section 1 

Section 1 is focussed on the three Strategic Resource Options (SROs) Southern Water is requesting funding 

for within the AMP8 price review period; these being: 

• The Hampshire Water Transfer and Water Recycling Project (HWTWRP) 

• Thames to Southern Transfer (T2ST) 

• South-East Strategic Reservoir Option (SESRO) 

The document supplies information relating to any significant movements in scope and / or cost forecast since 
the original submission. Accordingly, it also presents current cost forecasts for each SRO, supported with 
evidence relating to the confidence and robustness of the forecast. 

Each SRO is presented separately below. All costs are in 2022/23 prices.  

Section 2 

Section 2 provides evidence for the inclusion of land purchase costs as transition funding.  The land is a key 
part of HWTWRP, and is referred to as Site 72.  Purchase of the land was completed in 2024. 

Section 3  

Section 3 provides a response to some issue concerning the Havant Thicket Reservoir, which is an essential 
component of HWTWRP. 

 

2. SECTION 1 – SRO costs 

2.1 HWTWRP 

Brief Scheme Overview 

Final, treated effluent taken from Budds Farm WTW, will be transferred to a new Water Recycling Plant in the 
vicinity of Budds Farm WTW. Recycled water then transferred to Havant Thicket Reservoir (under construction 
by Portsmouth Water) where it mixes with spring water from Portsmouth Water’s Bedhampton and Havant 
Springs. When needed, water from the reservoir is transferred (c.40km) to Southern Water’s Otterbourne 
WSW. 

The scope is predominantly delivered by a Direct Procurement for Customers (DPC) Competitively Appointed 
Provider (CAP). Connections at Budds Farm WTW and  are not in the DPC CAP scope. 
Alignment works to integrate HWTWRP pipework with Havant Thicket Reservoir (HTR) is being undertaken 
by Portsmouth Water. The intention, currently, is for Portsmouth Water to submit a Cost Adjustment 
Mechanism (CAM) to Ofwat to adjust their HTR funding allowance to accommodate these alignment works. 
Until the CAM is concluded, Southern Water has accounted for this additional scope / cost as a risk as 
discussed below. 







SRN-DDR-032 - Water Resources - Strategic Resource Options 

Enhancement Cost Evidence Case 

 
 

 
6 

• Scope maturity: Business as usual work to mature understanding of scope and cost of the project 
includes SRO connections at Budds Farm WTW and  (neither of which are within 
DPC scope). This has increased AMP8 costs by a further £5.36m. Once  scope is 
better understood, leverage of an opportunity to incorporate design requirements into a separate project 
addressing a DWI Final Enforcement Order (FEO) at  will see efficiency savings for 
the project and optimise costs to the customer. 

• DPC: As overviewed above, costs associated with the alignment works tunnelled solution have been 
transferred from DPC into SWS risk, subject to the outcome of PW’s CAM application. Also in this space, 
thinking has matured relating to the DPC schedule which since the RAPID Gate 3 ‘informal’ submission 
has been discussed with Ofwat (via a ‘deep dive’ workshop on 23 May.2024). As a result, the original 
‘flat line’ profile has matured to a more considered profile. This profile is not guaranteed, and is likely to 
change through the next stages of Ofwat’s DPC process, future Market Engagement feedback, and 
ultimately award of a competitively tendered DPC to a CAP. It should be noted that the reduced AMP8 
forecast here, is offset in AMP9. As a reminder these costs (are not funded by Southern Water in AMP 
8 but provide an indication of total AMP8 project cost. When an Allowed Revenue Direction is received 
these costs will be add to Southern Water bills to align with the payments to be made to the CAP. 

Response to the Draft Determination 

• Totex: Whole life Totex for HWTWRP had been incorrectly supplied to Ofwat in Oct 23 and Feb 24. 
Investigation into the £917m (2022/23 prices) figure supplied in Feb 24 has identified that spend incurred 
within AMP7 had been omitted, and with there are updates to capital costs. We have reviewed and 
added Opex requirements which were not previously included. This is forecast at £26.262m per annum 
primarily driven by energy costs (retained by Southern Water for now to avoid price uncertainty in the 
CAP Agreement) for the ceramic micro-filtration in the WRP alongside chemical needs required to 
achieve required water quality standards prior to HTR transfer. This is considered worst case, continually 
operating the WRP at full capacity, however this figure would therefore cover any mid-life asset renewals 
required (e.g. pump replacement etc). By applying an 80-year duration (aligned to the Bulk Supply 
Agreement (BSA) timeframe), but commencing this from HTR project start in 2021, with a 2034 
commissioning date, this gives a 67-year operational period. Employing these assumptions results in a 
Whole Life Cost of c.£3.03 bn (undiscounted). We recognise this is a significant amendment to the Feb 
24 submission but also note it is comparable to projects such as Beckton Water Recycling as provided 
in Table 1 of ‘Major projects development and delivery’ annex.  

• Ofwat’s methodology for DPC development costs as described in the ‘Major projects development and 
delivery’ annex of the DD has been considered for application to a revised cost profile within this 
response. Application of this methodology, using the above calculated revised Totex (0.55% of Whole 
Life Costs plus £9m) would suggest an AMP8 allowance of c.£16.7m, however given DPC development 
for HWTWRP commenced in AMP7, the much lower £8.36m estimate provided in the Feb 24 submission 
has been retained as the current, assured estimate.  

• SWS notes that the 2028/29 construction start year quoted in the DD is correct, aligning to the current 
P80 probabilistic schedule (i.e., there is 80% confidence) milestone reported in the RAPID Gate 3 
submission as December 2028. 

• The DD separates funding between baseline and contingent elements (refer to the ‘Major projects 
development and delivery’ annex, pg23), however SWS considered the definition of the delineation 
between these stages as ambiguous and raised an Ofwat query (OFW-IBQ-SRN-013) seeking 
clarification of these definitions. Within the response, it states: ‘Contingent expenditure: [covers] all costs 
incurred after consent is granted’. Ofwat’s response to this has helped confirm the DD response. 

• Given the connection scope at  is planned to be delivered by incorporating 
requirements into a separate project addressing a DWI FEO (see above), it is imperative that funding 
for the  scheme is provided 
within AMP8. This is to secure the ability to process the 85.5Ml/d untreated water from the Havant 
Thicket reservoir to create potable water for customer consumption, protecting on-time delivery of the 
SRO strategic benefit. 

• All land procurement is anticipated to be 100% recoverable via the price review process. 
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Confidence and Robustness Evidence 

• Our Cost Intelligence Team (CIT) has confirmed (see Appendix D) that the cost assurance exercise 
completed for RAPID Gate 2 remains relevant. This is on the basis that Gate 2 considered costs for two 
main pipeline route options, and three flow rates at 50Ml/d, 80Ml/d and 120Ml/d, with the costs supplied in 
the original PR24 submission aligning to the 120Ml/d option and highest cost route option. Total Capex at 
this time was c.£1bn. This was approved by RAPID at Gate 2. The only changes to scope since then (as 
advised above) relate to the addition of the Kennet Valley spur connection for which the methodology used 
to cost this mirrored that used for the core estimate. The only other change relates to indexation. 

• For the AMP8 period this project will be following RAPID Guidance through Gate 3 and Gate 4. It is also 
noted that the RAPID Gate 2 Priority Action relating to confirming the Gate 3 cost estimate (which accounts 
for half of the AMP8 period), including its breakdown referred to above, was accepted and closed by RAPID 
in April 2024 at Gate 3 Checkpoint 1 (refer to Appendix E). Here, the Cost Intelligence Team produced a 
‘hybrid’ estimate using bottom-up analysis of known costs and a comparative estimate for the remaining 
scope. Where appropriate, cost information to support the estimate was taken from consultant delivery 
partners and in-house resource costs. Applicable information from the more mature HWTWRP SRO (e.g., 
environmental and geotechnical surveys along a pipeline corridor, stakeholder management relating to 
Non-Statutory and Statutory consultation, etc) is considered and adjusted for complexity and length of the 
pipeline where appropriate. Lessons learned and knowledge from HWTWRP’s Section 35 application and 
DPC journey to date are also being transferred to provide confidence in T2ST forecast. 
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3. SECTION 2 – Land purchase costs 

3.1 Introduction 

The Hampshire Water Transfer and Water Recycling (HWTWR) project is a Strategic Resource Option (SRO) 
and is an essential component of our WRMP19 and WRMP24 plans. It is currently going through RAPID gate 
3 and is the selected option for remedying the largest component of the supply / demand deficit identified in 
our West Hampshire region in WRMP19 and rdWRMP 2024. The option is in the process of being re-confirmed 
as the selected option in WRMP24.  The statutory consultation ahead of a planning application under the DCO 
route will begin in Summer 2024. 

HWTWR is the flagship project within the Water for Life Hampshire (WfLH) programme, aiming to deliver up 
to 90Ml/d to customers in Hampshire during a drought scenario. It facilitates abstraction reductions from the 
Rivers Itchen and Test, to protect delicate ecosystems.  The details of our plans for the HWTWRP are given 
in our enhancement business case SRN29 Water Resources Strategic Resource Options and in our RAPID 
submissions. 

The HWTWR scheme is dependent upon a water recycling plant (WRP). A comprehensive site selection 
activity identified “Site 72” as the preferred site, given the need to locate the WRP close to Budds Farm 
wastewater Treatment Works (WwTW) and the Havant Thicket Reservoir, and the need to consider likelihood 
of achieving planning consent, environmental impacts and other criteria. The work done to identify site 72 is 
described in our RAPID submissions, particularly Annex 5 of the gate 2 Submission.2 The importance of this 
brownfield site is illustrated in the high altitude photograph attached in Supporting Information 1 below, which 
shows its closeness to the Budds Farm WwTW which will be its source of water, and the Havant Thicket 
Reservoir, into which it will discharge. We will own the land and the Competitively Appointed Provider (CAP) 
will then be granted rights to use for the WRP and other CAP activities via a lease or similar arrangements. 

 

 

 
 
 
 
 
 
2 Annex 5: Options appraisal process – future needs assessment, December 2021, Section 3.1.5.1 onwards 
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Figure 1 Schematic of the transfer from Havant Thicket to  including WRP 

 

In our October 2023 business plan, we included the purchase costs of Site 72 as £47.4m based on our then 
external valuations of the land3. We were anticipating completing the transaction in 2026 and populated the 
data tables accordingly. Since then, we have successfully negotiated with the owners of the land and have 
completed the purchase in April 2024 for substantially less than the original valuation estimates. The final cost 
is £14.5m before costs of agent fees and stamp duty.  

We notified Ofwat of this possibility in our response to Query OFW-OBG-SRN-223 dated 26 February 2024.   

We have now removed the original costs from the AMP8 data tables and added the reduced amount into 
2024/5. The impact on our data tables will be in CW3, CW8 and as this is a DPC scheme, SUP12.  

 

3.2 Cost update 

Our October 2023 plan contained £47.4m for the purchase of site 72.  The table below identifies the original 
estimated costs, those as at the February 2024 data table update and the final costs now the purchase has 
completed. 

 

 
 
 
 
 
 
3 See enhancement business case SRN29 Water Resources Strategic Resource Options, table 8. 
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At stage 1 parcels of land were selected against multiple criteria including existing land uses, land conditions, 
parcel size and others.  A total of 17 parcels were identified at stage 1, all of which were taken forward to stage 
2.4  

At stage 2 the proximity of the sites to sensitive environmental locations nearby was examined, including SAC, 
Ramsar, SPA, SSSI, Scheduled Monuments, AONB, ancient woodland, grade 1 and 2* listed building and 
others. Following stage 2a, seven parcels progressed to stage 2b. Stage 2b considered conflict with previously 
granted planning applications. All seven sites proceeded to the next stage. 

At stage 3, criteria considered potential impacts on or from flood plains, rivers, drains, schools, care homes, 
hospitals and other factors, 39 in total.  5 sites (sites 68, 70, 71, 72 and 75) proceeded to the next stage. 

At stages 4 and 5, the risks to obtaining planning consent and the network configurations at each site were 
evaluated.  The highest scoring site was site 72, with site 71 (an adjacent site) identified as a back-up. Site 72 
had an existing planning consent but is undeveloped, whereas site 71 is already occupied by some existing 
developments. The configuration of the option using site 72 was taken forward to the evaluation of all options 
at Gate 2, using Mutli-Criteria Decision Analysis. The final decision was the selection of HWTWRP as the 
selected option, which depends on use of Site 72. 

 

3.4 The costs could not have been foreseen in PR19 

It was not possible for Southern Water to apply for the relevant costs at PR19. At the time, the selected option 
was desalination, which was located at Fawley, not Havant.  The decision in the PR19 determination was to 
cancel any Southern Water specific funding requests and to replace them with an allowance calculated by 
Ofwat and to be administered by RAPID as the new water resource infrastructure regulatory body.  Funding 
was provided to develop desalination and water recycling options in parallel, but both Ofwat and RAPID have 
made clear that the development funding provided does not include any allowance for land purchase.  

The definite need to buy site 72 could not have been foreseen by either Ofwat or Southern Water, and no 
funding has been provided at PR19 for land purchase, neither for site 72 nor for any other alternative, including 
the original preferred option of desalination.  

3.5  Spending the money in AMP7 provides best value for 
customers. 

It was necessary, for a number of reasons, not only to progress the purchase of site 72 during AMP7 but 

also to expedite completion of the purchase in the period following submission of our October 2023 plan to 

ensure best value for our customers. These reasons include: 

 

• Site 72 was being actively marketed by its owners as a design and build opportunity for a logistics 

hub (see particulars in Appendix 5). 

• They were in advanced negotiations with a potential purchaser.  

• The landowner was unwilling to enter into an option-to-purchase only agreement for us to purchase 

the land in the future once we had secured all regulatory consents  

• They were due to commence an £8M programme of remediation works on the site which would not 

necessarily have directly benefited our proposed development of the site for the HWTWR project, 

and the site owner would have looked to recoup this cost in any future sale price 

 
 
 
 
 
 
4 Site 72 was the 72nd site considered for a list of all feasible sites for all the options to be considered at Gate 2, not just the water 

recycling options. 
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• Had further site remediation and site development activities been progressed by the site owner as 

they originally planned, the site value and, therefore, the cost of purchasing the site itself in future 

would be significantly more for Southern water’s customers, and there would potentially have been 

the additional cost of relocating businesses. 

Early acquisition of the land, therefore, delivers an efficient outcome for the project as a whole in line with the 
Land and Property Purchase Costs guidance provided by RAPID in May 20235.  We completed the purchase 
agreement with the current Site 72 owners in April 2024. This has brought the expenditure into AMP7 and 
hence we are applying for transition funding.   

The business plan forecast was based on the external advice we had received from our agents, Fisher 
German, prior to beginning negotiations with the site owners and was based on the originally projected date 
of 2026 for completion. An extract is provided in Appendix 4, and the key recommendation was: 

“[W]e would suggest that the purchase could be in the region of £45,000,000 to £50,000,000 plus VAT.” 

£50m was used as the internal estimate by Southern Water. In the business plan we applied a common set of 
adjustments to input costs to align with our view of benchmarking efficient costs. These adjustments resulted 
in the value of £47.4m set out in our enhancement business case SRN 29. 

This initial assessment of the value of the site was based on early discussions with the agents acting for the 
site owners. These agents were incentivised through the development of the site and a resulting profit share, 
and the higher value reflected a developed site generating a rental income and reflecting an element of profit 
forgone. We subsequently negotiated directly with the site owners enabling us to agree a price for the site 
based on the value of the site today and not taking into account profits forgone. Accelerating the timing also 
enabled us to avoid the significant cost of the remediation works. By taking this action and agreeing the sale 
as early as practicable we have saved our customers approximately £32m.   

The rigour of the site selection process meant that no alternative site would offer a better option for HWTWRP.  
Early purchase has ensured the direct costs to customers are as low as possible.   

  

 
 
 
 
 
 
5 Letter from RAPID to All Company Working Group, Land and Property Purchase Costs, 23 May 2023. 
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• do not refer to the fact that Portsmouth Water’s customers are now forecast to benefit from the 

reservoir, and so therefore, may need to contribute towards the funding; and 

• allow Portsmouth Water a company-specific uplift on the allowed cost of debt associated with the 

reservoir 

 

 

4.3 Our response 

Cost allowance 

We understand that Portsmouth Water is in the process of developing an updated set of cost estimates for 
Havant Thicket for submission to Ofwat. Our understanding is that this submission will take place significantly 
after the PR24 draft determination consultation response date, making it highly unlikely that Ofwat will be able 
to reflect this latest view of costs in the PR24 final determinations. 

Therefore, in-period cost adjustment mechanisms will need to be developed. We understand that the size of 
the cost increase is material. Therefore, there will need to be adjustments to allowed revenues during AMP8 
as the increase in costs relative to the PR19 assumptions will be too material to reasonably bear without 
additional revenue. The in-period adjustments should be back-to-back – i.e., an adjustment to Portsmouth 
Water’s cost allowance should be mechanistically reflected in Southern Water’s revenue allowance so that 
Southern Water can pass through the revenues received from our customers to Portsmouth. 

 

Outcome Delivery Incentive 

At PR19, the ODI level was calibrated to align to annual return on capital and RCV run-off associated with the 
reservoir. Due to the major increase in the cost of the reservoir, the incentive will need to be adjusted to 
maintain equivalent strength.  The delivery dates associated with the ODI will also need to be updated. We 
suggest that this is updated at the same time that Ofwat reviews Portsmouth Water’s updated cost request. 

 

Cross subsidy 

The WRMP24 (situation four) shows from 2040 onwards Portsmouth Water will require significant volumes of 
water from the reservoir to supply its own customers. As such, Portsmouth Water’s customers will need to 
provide a contribution to the costs of the reservoir, otherwise this would have the effect of Southern Water’s 
customers providing a cross subsidy to Portsmouth Water’s customer base. 

In order to address this, Ofwat would need to change its approach to the Portsmouth Water price control – i.e., 
not set the controls as a net zero position and allow Portsmouth to recover an appropriate amount from its own 
customers. 

 

Company specific uplift 

At PR19, Ofwat set a 10-year control for Havant Thicket reservoir. As part of this control, Ofwat used the 
industry wide WACC. In the draft determination, Ofwat has allowed Portsmouth Water the industry allowed 
cost of capital plus a company-specific uplift for a higher cost of debt.  Ofwat’s reasoning for this additional 
allowance relates to Portsmouth Water’s specific financing challenges, and the fact the investment is atypically 
associated with a single source of demand. 

On the first point, setting Portsmouth Water a higher cost of capital than the rest of the industry for the delivery 
of the project may indicate that it is a size effect produced by the relatively small size of Portsmouth relative to 
the scale of the project being delivered by them. Our customers may be paying more because of PW’s size. 

On the second point, it should be noted that Portsmouth Water will be earning a water trading incentive, i.e., 
an economic profit. Part of the rationale for water trading incentives is to remunerate companies with the risks 
associated with bulk supplies. Under the Bulk Supply Agreement in place with Southern Water, Portsmouth 
Water is set to make significant additional returns through the economic profits earned through the water 
trading incentives which could potentially cover higher debt costs. 





SRN-DDR-032 - Water Resources - Strategic Resource Options 

Enhancement Cost Evidence Case 

 
 

 
21 

All documents and tables referenced above can be found on our website here: Business Plan 2025-30 - 
Southern Water 
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Appendix C – T2ST Priority Action Gate 3 breakdown 

 

 

As Checkpoint 2 is planned for April 2025, the AMP 8 element of Gate 3 spend is £35.78m (in 2017/18 

prices). When indexed for PR24, this becomes £42.88m (22/23 prices). 
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6.2 Section 2 

Supporting information 1:  Location of Site 72 

Figure 2 Location of Site 72, Budds Farm Waste Treatment Works, and Havant Thicket 
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