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Bioresources, Whitfield, and Wetlands 

The majority of the qualitative dimensions for the Bioresources, Whitfield, and Wetlands, projects indicate 

that the market-based delivery route is ‘likely have a net benefit’ when compared to the in-house delivery 

model, with an aggregate score of +6 for each project. These assessments are on the basis that the projects 

will be tendered under the late tender model. Under this model, the special purpose vehicle (SPV) will be 

responsible for DBFOM of the project. Additionally, the Bioresources project presents a unique opportunity to 

enhance its commercial attractiveness by selling electricity produced by the plants, thereby creating an 

additional revenue stream. 

The net benefit of delivering these projects under the market-based delivery approach, as opposed to an in-

house model, stems from several key benefits, including the ability to effectively manage our delivery 

capacity by transferring delivery responsibilities to the SPV. Additionally, the SPV brings innovation to both 

construction and operation phases, leverages a broader supply chain and investor network. Market-based 

delivery enables price discovery, risk identification, and mitigation throughout the project’s lifecycle along 

with an opportunity to exceed our baseline obligations, achieving greater environmental and social impact. 

Furthermore, a market-based delivery route is expected to align customer billing with service availability and 

reduce bill volatility. However, due to the uncertainty surrounding revenue commencement for market-based 

delivery projects, the net benefit currently remains comparable to that of in-house delivery. 

A potential disbenefit of delivering these projects under a market-based delivery approach is the reduced 

flexibility in modifying the project scope. Additionally, managing and coordinating these projects with the SPV 

and its subcontractors may introduce additional complexity. 

Local Authorities Highway SuDS 

The majority of the qualitative dimensions for SuDS indicate that a market-based delivery route is ‘neither 

likely nor unlikely to have a net benefit’ when compared to the in-house delivery model, with an aggregate 

score of +4. For reasons explain in section 3 and 11.4 of the main document, we have identified that this 

assessment does not provide a true representation and is therefore not meaningful. We believe that delivery 

of SuDS in collaboration will deliver benefits for customers as described in Sections 11 and 11.1 of the main 

document. 

 

Quantitative VfM methodology 

This section outlines the VfM assessment methodology. The methodology considers the quantitative and 

qualitative VfM and the combination of both to evaluate the VfM of projects under DPC and market-based 

delivery. 

The Quantitative VfM test can help demonstrate the monetary benefits that DPC and market-based delivery 

models can bring to customers compared to in-house delivery. The base case Quantitative VfM test 

generates a Net Present Value (NPV) of the required revenue stream to deliver a project under factual (DPC 

/ market-based delivery) and counterfactual (in-house) cases. The NPV savings under the base case 

scenario is utilised to assess whether delivering the project through DPC or an market-based delivery model 

would provide better value to customers. This assessment considers both the absolute amount of savings 

(i.e., the NPV savings figure) and the relative difference in savings between the factual and counterfactual 

models (i.e., the percentage difference in NPV savings). 

The VfM analysis is based on Ofwat’s standard DPC assumptions from PR19 and their updated view on 

WACC and development cost assumptions for PR24. These standard assumptions considered for VfM 

analysis will need to be reviewed to assess whether any project specific adjustments are required to better 

reflect nature of these projects.  

Quantitative VfM Assessment  
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In the Quantitative VfM model revenues are calculated under both delivery models and then discounted at 

the social time preference rate to produce an NPV. The NPV for the two delivery models and the key value 

drivers are compared to determine the VfM of each delivery model.  

Both delivery models have different revenue and cost profiles. Revenues under the factual (DPC and 

market-based delivery) begin after the commissioning of the asset post-construction and assume a realistic 

project finance model, with a set tender revenue stream for the project. If improved contractual terms are 

identified with earlier payments, then these should be considered for the factual scenario. Revenues under 

the counterfactual (in-house) reflect the regulatory model and start revenues earlier, with costs to customers 

peaking at the end of construction. Figure 11: Quantitative VfM calculation flow illustrates the NPV 

calculations for both factual and counter factual scenarios. 

 



   

 

 

Figure 11: Quantitative VfM calculation flow 
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Quantitative VfM sensitivity analysis 

In addition to the base case analysis, sensitivity analyses were conducted for each project using Ofwat’s 

standard DPC VfM assumptions established during PR19 as described in the Quantitative VfM model 

assumptions section. Where relevant, the variables have been updated in accordance with the revised PR24 

methodology.  

The competitive delivery cost, which refers to the procurement cost incurred by the incumbent water 

company when delivering the project through competitive delivery, has been revised. Previously set at 1% of 

capital expenditure (capex), this cost is now divided into two components: 1) a fixed cost of £9 million, which 

the company will incur regardless of project size, and 2) a variable portion of 0.55% of whole life total 

expenditure (totex).  

The sensitivity analysis considers seven11 selected variables for both low and high case scenarios. These 

variables are: 1) contract period, 2) equity IRR, 3) gearing, 4) capex efficiency, 5) opex efficiency, 6) 

competitive delivery costs, and 7) bidder costs. For each project, a total of 14 scenarios are analysed, in 

addition to the primary base case scenario.  

For each variable, both the low and high case scenarios provide an output number that represents the 

difference in NPV terms. This difference is calculated by subtracting the costs to customers under in-house 

delivery from the costs under the DPC / market-based delivery model. The output is then interpreted using 

the following methodology: 

• If the variable under high/low case shows a positive difference in NPV (indicating that DPC / 

market-based delivery model may deliver value for money), it will be given a score of 1. 

• If the variable under high/low case is not applicable, it will be given a score of 0.  

• If the variable under high/low case shows a negative difference in NPV (indicating that DPC / 

market-based delivery model may not deliver value for money), it will be given a score of -1. 

The scores of all variables are then aggregated for each project, resulting in a single amount from a range of 

-14 to +14.  

The NPV savings from the base case scenario are considered in round with the aggregate score from the 

sensitivity analysis. The dual-factor analysis strengthens the robustness of the initial VfM derived from the 

base case.  

The overall score from the quantitative analysis is then categorised into the following three categories based 

on the combined consideration of the NPV savings from the base case and the sensitivity analysis results: 

• Unlikely to deliver value: when both the base case NPV savings and the aggregated sensitivity 

score suggest that the project is not expected to deliver VfM for the customers under DPC / market-

based delivery. 

 
 
 
 
 
 
11 Depreciation sensitivity analysis has been excluded from this report. Ofwat guidance is being followed by 
using the straight-line depreciation method. As a result, the acceleration of depreciation sensitivity has no 
effect, which would differ if reducing balance method was being used. Also, the residual value between in-
house delivery and  delivery are aligned. This decision is commercially motivated, aimed at preventing the 
manipulation of residual value to bias VfM results in favour of either in-house or market delivery. 
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Appendix B – Alternative Metering Service – VfM 

Executive summary 

This paper presents our analysis to ensure our consumers get Value for Money (VfM) for smart metering 

services which we intend to start offering in AMP8. VfM is a fundamental principle of economic regulation, 

enabling consumers to benefit from fair pricing and high quality of service.  

After a study we conducted and presented in our Smart Metering Enhancement Business Case paper12, we 

determined that of a range of options, proactively replacing the water meters we installed across our water 

stressed region in AMP5, would represent the lowest marginal cost and greatest benefit to cost ratio for our 

customers.  

The approach to replace our meter portfolio and upgrade them to Smart AMI Meters was allowed by Ofwat at 

PR24 Draft Determination published in July 2024, enabled by the sector wide Meter Replacement Base Cost 

Adjustment (Ofwat file name. 1. Base Adj_PR24-DD-Meter-replacements-adjustment.xlsx), and Meter 

Upgrade enhancement (Ofwat file name PR24CA32_W_Metering). This document considers the allowed 

base and enhancement costs in AMP8, with ongoing OPEX costs for the remaining 15 year service term 

remaining in-line with our assumed costs communicated in the Smart Metering Enhancement Business 

Case. This paper does not consider the deliverability of the Smart Metering programme within the allowed 

unit rates, or the impact of Price Control Deliverables to the proposed delivery approaches.  

Two alternative approaches 

In this paper, we assess two alternative approaches to funding and financing our proposed proactive smart 

meter rollout programme: 

• In-house delivery – this is a traditional approach where we will install and operate our own smart 

meters; 

• Alternative Metering Service – this involves procuring smart meter data as a service from a third-

party provider or a consortium of service providers acting through a special purpose vehicle (SPV), 

i.e., a company set up for the purpose of delivering smart meter services.  

Delivering the service ourselves in-house will require us to finance the upfront and ongoing investment in 

terms of capital expenditure and operating expenditure. Ofwat, through the price review mechanism will 

approve a level of our spending through the PR24 base and enhancement cost allowances and allow us to 

collect a revenue stream from our customers to recover these costs and make a return on the capital we 

have tied up in the water meter assets. 

Under an Alternative Metering Service approach (for this scheme, if pursued, would become “Alternative 

Metering Services”), a third party would provide smart water meter services to Southern Water. It would own 

and operate the smart meters and finance both the capital and operating expenditures. We would then pay 

the third party a service fee as an ongoing operating expenditure for the duration of the service contract 

which we have assumed to be 20 years. This allows for all smart meter assets to complete their expected 

 
 
 
 
 
 
12 Smart Metering Enhancement Business Case, 2 October 2023 
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Meters. This paper does not consider the impact of scope and incentives (either Price Control 

Deliverables or Outcome Delivery Incentives). 

We now focus on the proactive replacement of our existing water meter asset base with smart meters during 

AMP8 and consider two different approaches to achieving this.  

1) Delivering smart meter reading data services in-house (In-house approach) – we will procure, 

and install smart meter hardware, and buy data communications network services to collect and 

transmit data readings from the installed smart meters. Our costs will be subject to the PR24 

regulatory process, and we will recover the costs through bills to our customers in accordance with 

the Allowed Revenue method of cost recovery and investment return. This is the counterfactual 

scenario for this paper.  

2) Procuring smart meter reading data as a service provided to us by a third party (Alternative 

Metering Service approach) – a third party will create an operating entity (or company, possibly a 

special purpose vehicle - SPV) to provide a full smart meter data reading service to Southern Water. 

The third party service provider will likely work with partners to procure, install, and own smart 

meters, and collect and transmit data readings on a data communications network. The assets will 

be owned by the third party service provider (or the special purpose vehicle set-up specifically to 

provide this service). Southern Water will pay a fee to the third party service provider for the service 

based on meter readings received. We will then recover these service costs through customers’ bills 

based on an Allowed Revenue Directive (ARD) agreed with Ofwat. This is our factual scenario for 

this paper.  

We have developed a financial model to compare the two options described above and determine the costs 

to our customers of each approach over the lifetime of the smart meters. The comparison of the costs to 

customers forms the basis of our Value for Money (VfM) analysis. In this document, we set out how the 

model works, the inputs and assumptions as well as the results of the analysis conducted with the model.  

Structure of the paper 

The rest of the document is structured as follows:  

• In section 3 we set out the Regulatory environment and WRMP targets which smart meters will 

contribute to achieving as well as the expected benefits that competition from an Alternative 

Metering Service approach could bring.  

• Section 4 outlines the options we have evaluated.  

• Section 5 delineates the inputs, parameters, and assumptions, as well as the framework used in our 

financial models.  

• Section 6 presents the outcomes of our financial model and substantiates the Alternative Metering 

Service option as a strong VfM option for our customers.  

• Section 7 discusses the measures we will implement to protect our customers under this approach, 

including commercial arrangements and set of procurement principles.  

• Section 8 sets out our conclusions. 
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Regulatory environment and WRMP targets 

Smart meters – a key enabler to increase water resilience  

The English government set out strategic priorities for Ofwat in March 2022. The four strategic priority areas 

are shown in section 3.2 below.  

The Environment Agency has recently updated its report on the WRMPs for England21, endorsing the rollout 

of smart meters that will capture daily and sub-daily usage data and help households understand and modify 

their water usage. The EA are asking water companies to stop installing “dumb” meters that require a 

physical reading, normally once or twice per year and to rollout smart meters instead.  

The National Infrastructure Commission has also referred to the installation and use of smart meters to 

enable better demand management of water in its second national infrastructure assessment22. It sets out 

the need for an increase in investment in water infrastructure on both the supply and demand side. It notes 

the requirement for increased (enhancement) spending on water infrastructure in PR24 and beyond and that 

“The public should be supported through a mix of … smart technology such as increased use of smart water 

meters, and public information such as education campaigns to help consumers understand their water 

consumption.” It continues, “The majority of the investment needed will come from private capital. ….There is 

private finance available but, to secure it, …predictable regulatory models that allow rates of return 

commensurate with the level of risk, better strategic policy direction from government, increased use of 

competition and good infrastructure design [are required]”. 

Hence, smart meters are a key enabler for increasing the resilience of the water industry in England and 

Wales through helping customers become more aware of their water usage and play an active role in 

managing their consumption of it.  

An example of possible future demand-based water pricing was illustrated by the recent vote by elected 

officials in the French city of Toulouse. On 4 April following the vote, the mayor announced demand-based 

pricing with higher prices for water during summer months (June to October) and lower prices in winter 

months (November to May)23. Should variable pricing for water be introduced in England, smart meters will 

be invaluable to enable customers to monitor and modify their water consumption accordingly.  

Delivering smart meters via an Alternative Metering Service route will introduce competition into this service 

within the water sector. This has been done successfully in the energy sector for the benefit of customers.  

WRMP requirements and linkages to business plans 

With reference to Ofwat’s duty of furthering the long-term resilience of undertakers’ water supply and 

wastewater systems, and noting that smart metering is a critical enabler to meet WRMP requirements, the 

diagram below illustrates these priorities and indicates the placement of smart metering within them.24 

 
 
 
 
 
 
21 A summary of England’s revised draft regional and water resources management plans, 21st March 2024, 
Environment Agency 
22 The Second National Infrastructure Assessment, National Infrastructure Commission, October 2023  
23 Tap water fees for homes to be seasonal in Toulouse (connexionfrance.com) 
24 February 2022: The government’s strategic priorities for Ofwat - GOV.UK (www.gov.uk) 
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Using markets and promoting competition 

If we take an Alternative Metering Service approach to smart meter (data) services, the competitive tendering 

process that would be required would introduce competition into this part of the water sector. By involving the 

market, this would determine if competition can deliver the same service for customers at a lower cost. We 

believe this approach is in line with the fourth strategic priority of the government for Ofwat: using markets to 

deliver for customers. We believe it is also in line with Ofwat’s aims and thinking for using competition to 

deliver water infrastructure more cost-effectively for customers26. 

In a similar vein, the returns made by any third party and its investors will be market led, with competition 

ensuring a good deal for customers and the market determining the rate of return.  

In the next section we describe the options we have assessed for our smart metering rollout programme. 

 

  

 
 
 
 
 
 
26 Competition stocktake report final (ofwat.gov.uk), July 2022 
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The internal costs that will remain with us are for the creation and operation of a smart meter operations 

centre, IT integration with the smart meters, programme resource to cover costs associated with the setting 

up of the smart meter programme and operational resource to cover business as usual roles in the 

operations centre over the duration of the contract.  

Revenues for the third party will be based on service availability and the successful transmission of data 

readings from the installed smart meter asset base.  

We envisage the meters will take hourly readings. Once per day, 24 reads will be bundled into a data packet 

and transmitted to us. From our market engagement to date, 1 packet with 24 readings is the emerging 

standard given the balance we need to strike between granularity of data and lifespan of the smart meters 

which have a finite battery life.  

The pricing mechanism in our financial model is a per data packet one to allow the third party service 

provider to recover its costs and make a return for investors. All the costs envisaged for successful delivery 

of the service by a third-party provider are added. These are divided by the total number of data packets 

expected to be provided during the lifetime of the contract. The costs of the service if delivered by a third 

party would all be converted into an operating expenditure stream for us. These operating expenditure 

payments allow the third-party to recover its costs and make a return. This mechanism allows for payment 

based on data provision and therefore has a built in performance incentive. If data is not provided, no 

payment is made. We note that the commercial negotiations will determine the details of the Service Level 

Agreement that a third-party would operate to.  

The Alternative Metering Service model approach would mean no capital expenditure on our part for the 

smart meters or their installation. The smart meter assets would sit on the balance sheet of the third party.  

The structure of the In-house Allowed Revenue cashflows are shown in section 5.2.4 and Alternative 

Metering Service cash flows in section 5.2.5 below. 

 

Model calculation flow for In-house PR24 traditional cost recovery route 

The diagram below displays how cash flows are modelled under the traditional in-house service delivery 

route. 
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• Cost sharing mechanism: if Southern Water spends less than the allowed amount, it can retain 

some of these savings and allocate the remaining benefit to customers through reduced bills.  

• Outcome delivery incentives: Southern Water can receive financial rewards if they outperform 

Ofwat set targets for reducing PCC, leakage, and business demand. 

Our modelling assumes that we will meet targets but neither over, nor underperform. 

Yearly cash flows of allowed revenue are discounted to estimate a net present value (NPV) using the social 

value discount rate set out in the HM Treasury Green Book (3.5% in real terms).  

For the purpose of our VfM financial model, we assume that the Allowed Revenue cost recovery mechanism 

and return on capital (WACC) remains constant over the life of the contract, even though it spans four price 

review periods.  

 

Model calculation flow for the third-party Alternative Metering Service Route 

If we take an Alternative Metering Service Route, cashflows split into:  

1) recovery of costs incurred in-house (£41.7m), plus a return, via the same Allowed Revenue 

mechanism described above;  

2) recovery of costs incurred by the third-party service provider (£198.8m before inflation and cost 

efficiencies) plus a return; and  

3) recovery of financing costs.  

For the recovery of costs incurred by a third-party, our starting assumption is that the capex and opex are the 

same as the costs we envisage incurring if we deliver smart meter services in-house. We aggregate the 

capex and opex costs, subtract any costs because of efficiencies that we expect a third-party to achieve (and 

would negotiate into a contract), add any reasonable additional costs the third party might incur, Apply 

inflation to these costs. We then determine the level of financing required for the programme and with 

assumed cost of finance, we add the financing costs to the capex and opex costs.  

We aggregate the capex, opex and financing costs and divide these by the expected number of packets of 

data to get a cost per data packet.  We would pay the third-party for the successful delivery of data packets. 

These payments would be an operating expenditure for us. We would recover these opex payments from our 

customers through an allowed revenue directive (which we would need to agree with Ofwat).  

For our model, we assume that the payment stream (or the price per packet) will be agreed for the duration 

of the contract (subject to inflation price increases) despite the contract running over four price control 

periods.  
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- we expect specialist entities who have delivered large scale metering programmes can 

leverage operational, financial, manufacturing, and supply chain partnerships to achieve 

better value. Delivery risk can be reduced through supply chain resilience - 3rd parties can 

provide quality assurance and volume protection, while fixing foreign exchange rates (for 

hardware sourcing for example) over the lifetime of assets; 

- a competitive tendering process can push vendors toward most efficient cost benchmarks 

(e.g., lowest PR24 submission and RFI respondents are 10-15% more cost efficient), while 

an “outcome based” model incentivises vendors to assure performance over time by utilising 

the optimal technologies; 

- this is “first of its kind” in Water Metering. Bidders will see an opportunity to invest to prove 

the model with Southern Water and develop their service offering to other water companies 

to gain market share (via the ownership of meter assets). 

We have run sensitivities on these drivers to test the robustness of the VfM business case. The sensitivity 

analysis is presented in section 0 below. 
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scenario, our customers could see costs for smart meter services over 20 years nearly £27m lower than if we 

delivered them in-house.  

This suggests that there are risks, mainly tied to the costs of financing. In the base case and high case, 

Alternative Metering Service is considerably cheaper for our customers over the 20 year programme life 

saving them up to £27m.  

  





SRN-DDR-39 Market-Based Delivery  - Appendix 2 Smart Meter Value for Money  

 
 

 

 
169 

these reasons we considered what our strategy vis-à-vis water meters should be in AMP8. The study in our 

Smart metering Enhancement Business Case in October 2023 showed the most cost effective (in terms of 

marginal additional costs) and beneficial (in terms of the benefit to cost ratio) meter replacement strategy 

was one of proactive replacement of all the water meters of our customers, both HH and NHH, with smart 

water meters using AMI technology in AMP8. This technology would allow measurement and recording of 

granular (hourly) water consumption by each household or business, and this will allow us and our 

customers to track water consumption and identify excessive or unusual consumption patterns and take 

action to reduce total consumption.  

Meter replacements and upgrade to Smart AMI Meters was allowed in PR24 Draft Determination 

Ofwat has allowed £108.55 adjustment to base expenditure for the replacement of meters, and £75.68m 

enhancement expenditure to upgrade those meters to Smart AMI. This position has been used as the input 

to our Value for Money modelling.  

Value for money for our customers - two meter replacement approaches considered  

In this paper we have considered two approaches to delivering smart meters and their services to our 

customers in AMP8: In-house delivery (the counterfactual) and Alternative Metering Service (the factual) via 

a third party service provider. We have asked the question as to which delivery approach would be most cost 

effective for our customers.  

To answer this question, we built a simple financial model to compare the implementation and lifetime 

operating costs for smart meters when delivered in-house compared to an Alternative Metering Service 

approach and the conversion of these costs into revenue streams (customer bills). Such an Alternative 

Metering Service approach involves selecting a third party to install and operate the smart water meters and 

provide meter readings to SW as a service. Ownership of the smart meters remains with the third party. 

The third party recovers its capital investment in the smart meters, its operating and financing costs through 

the charges it makes to SW. These would be based on a price paid per packet of data. One packet of data 

would be transmitted per active meter each day for its expected lifetime (15 years). These payments would 

be an operating expenditure for us, and we would recover them from our customers on a PAYG like basis.  

An Alternative Metering Service approach offers better value for money 

We found that taking an Alternative Metering Service approach using a third-party provider can reduce costs 

for SW customers. We expect the present value of savings to be in the order of £15.9m over a 20 year 

contract. The total present value of costs billed to SW customers if we follow an Alternative Metering Service 

approach are £207.1m versus £191.3m if we deliver smart meters in house and recover costs through the 

regulated Allowed Revenue process. These savings will be achieved through efficiencies in both capital 

expenditure during the five-year installation phase as well as operating costs during the operating life of the 

smart meter assets.  

Scenario testing 

We have run scenarios to test the robustness of the assumptions in our financial modelling. We found that 

value for money for SW customers is impacted mainly by the efficiencies achieved by the third-party service 

provider and by the difference in actual cost of financing (through an Alternative Metering Service 

mechanism) and the WACC that will be set by Ofwat for PR24.  

A halving of the efficiencies from 10% to 5% reduces the NPV of cost savings to customers from £15.9m to 

£7.1m. Likewise, an increase in the senior debt financing cost differential for a third party service provider by 

0.4% versus the regulated WACC would reduce the NPV of the VfM to SW customers from £15.9m to 

£13.3m.  

Less favourable assumptions still suggest better VfM with an Alternative Metering Service approach 

We prepared two alternative scenarios for our Alternative Metering Service approach, a low case and a high 

case;  
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• Low case: we halved the capex and opex efficiencies that we expect the third party to achieve from 

10% to 5% and increased the risk premium of the senior debt borrowing costs (thereby increasing 

senior debt borrowing costs by 0.40%).  

• High case: we increased the expected cost efficiencies from 10% to 15% and reduced the borrowing 

costs by 0.40% to reflect a lower senior debt risk premium.  

The Low case scenario reduced the NPV of the case for an Alternative Metering Service approach from 

£15.9m to £4.4m.  

The High scenario increased the NPV of the case for an Alternative Metering Service approach from £15.9m 

to £27m.  

This suggests that the case for an Alternative Metering Service approach to delivering smart meter services 

to our customers is a strong one, especially provided Alterative Metering Service providers can access debt 

financing at good rates that are competitive with the final determination WACC to be published by Ofwat in 

December 2024. SW customers are likely to benefit through lower bills.  

Based on our analysis, described in this paper, using a third-party service provider selected through a 

competitive tendering process to deliver smart meter data services will result in value for money for our 

customers through lower bills over the lifetime of the contract versus delivery of the same services via an In-

House approach. This is largely achieved through the introduction of competition for the provision of smart 

meter data services.  

As smart meters are an enabler to meet environmental targets, we believe there is an appetite from investors 

to invest in programmes that offer steady, known returns and meet ESG investment goals. This along with 

the supply chain connections and purchasing power of an established infrastructure provider can, we 

believe, exercise a high degree of commercial power in the supply chain. These two factors, and the analysis 

we have conducted, lead us to believe that an Alternative Metering Service approach will be cheaper for our 

customers. 
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Appendix B-1 to Smart Meter  – VfM conceptual 
model structure and assumptions summary 

The flow diagram provided below delineates the calculation for each NPV. In our traditional route business 

plan submission for enhancement PR24, we proposed an investment of £189.2m for AMP8. In this 

evaluation, we also factor in the expected incurred costs for AMP9, AMP10, and AMP11, considering the 

lifespan of smart meters (15 years). The inclusion of AMP11 is necessary as some meters installed towards 

the end of AMP8 will still be functional during the AMP11 period. In this VfM case, we have also included 

costs for installing AMI smart meters at 33,000 unmetered sites. We had excluded the capex costs of these 

in the enhancement business plan submission as these installations had been carried over from AMP7 

The figure below shows the logic flow of the VfM financial model which suggests a cost saving of £15.9 

million if smart meters are delivered and financed through a third party via an Alternative Metering Service 

route compared to delivering smart meters in-house and recouping costs through a traditional PR allowed 

revenue mechanism.  
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Appendix C – Market engagement report 

Executive summary 

An informal market engagement was undertaken for projects identified within the market-based 

delivery programme (“market-based delivery”) as part of the Price Review 2024 (“PR24”) business 

plan submission. The primary objective of this market engagement was to gather market feedback 

and assess the potential market interest in delivering these projects based on the current commercial, 

technical, and tender developments. The engagement process involved a series of 60-minute bilateral 

meetings with potential stakeholders, including equity investors, equity investors with contractor 

business arms, and contractors.  

The feedback from the market showed a positive sentiment towards the overall programme. There 

was a notable interest from all categories of stakeholders, i.e., equity investors, contractors, and 

equity investors with contracting arm. This was across the projects proposed under both the Direct 

Procurement for Customers (“DPC”) and our proposed alternative market-based delivery model 

(“alternative market-based delivery”, formerly referred as DPC-Lite).  

Participants were keen to understand the differences between the DPC and alternative market-based 

delivery model, particularly concerning the security of Competitively Appointed Provider (“CAP”) / 

Special Purpose Vehicle (“SPV”) payments under the Allowed Revenue Direction (“ARD”) and ARD-

type arrangements in case of the contract counterparty’s insolvency. Investors noted the importance 

of Ofwat's buy-in and confidence in alternative market-based delivery model, stating that such support 

would provide them with greater confidence to participate in alternative market-based delivery 

projects. 

Most participants demonstrated flexibility and mentioned a history of investing in smaller projects with 

capex as low as £50 million, indicating a willingness to consider the smaller scale projects within the 

programme. However, a minimum capex of around £100 million was identified as a comfortable scale 

for project participation by the majority. 

Feedback also highlighted the desire for a simplified bidding process and increased transparency 

regarding project details to reduce and mitigate uncertainties. Three stakeholders (two equity 

investors and one equity investor with a contracting arm) proposed adoption of standardised 

contractual terms and project bundling to lower bidding costs and increase the overall capital value. 

Most participants preferred a contract duration of 20-30 years, in line with typical Public- Private 

Partnership (“PPP") / Private Finance Initiative (“PFI”) projects, citing increased financing costs and 

challenge in delivering value for money for contract lengths below 20 years. Participants expressed a 

preference for a late tender model, aligning with their long-term interests and their ability to add value 

to project delivery. Sandown therefore attracted less interest on account of the proposed very-late-

stage tender model (finance, operate and maintain (“FOM")). 

The market sentiment towards individual projects proposed within the programme was mostly 

positive. 

The table below provides a summary of the potential interest of participants on a project-by-project 

basis. It considers key topics detailed in section 3 of this report, which stakeholders indicated would 

influence their decision to participate in a specific project. Common overarching preferences 

applicable to all projects, such as contractual arrangements and contract tenure have not been 

captured in the table below. 

 














































