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Executive Summary  
Given the step change in investment in the water sector, Ofwat has requested that water companies' Boards 
review and provide assurance on their plans' deliverability. This technical annex contains the results of a 
study into our delivery capability and actions that we will be taking forward to ensure that the AMP8 business 
plan is deliverable. 
 

We took a structured approach to satisfy Ofwat's deliverability requirement, following four key steps: 

a) Identified the delivery challenges faced by Southern and the water sector more broadly; 
b) identified a set of delivery requirements that need to be in place to address these challenges and de-

risk delivery; 

c) Reviewed our capability and capacity measures against these requirements; and  

d) Identified priority actions to address the gaps in our assessment. 

 
The chapter structure follows this four-step approach, and key findings are summarised below:   
 

i. Delivery challenges: we have identified seven sector wide challenges, as well as challenges arising 
from our operating model. These include:  

• Supply market capacity will be stretched given the scale of investment. There will be intense 
competition for skilled labour and materials; 

• The significant scale of the water sectors’ portfolio of works will be more complex; and 

• Sector-wide challenges are accentuated by recent challenges in our delivery performance, which is 
reflective of a lack of capability in certain areas of our business. 

 
ii. Delivery requirements: reflecting on these challenges and lessons learned from AMP 7 delivery, we 

summarised the key requirements into four areas, which we used to review the current and planned 
delivery measures we have in place. 

 

iii. Review of delivery measures: we established that we largely have a set of measures that will support 
the delivery of our PR24 plan, a number of which have been implemented as a result of our Turnaround 
plans and lessons learned from AMP7, including: 

• Implementation of our procurement and contracting strategy, which involves refreshed framework 
procurements aligned to our delivery needs (incl. the adoption of strategic delivery partners), 
proactive engagement and onboarding of suppliers (at least 12 months in advance of AMP 8), and 
supplier performance and relationship management that incentivises delivery of outcomes; 

• Focussing on preparing our procurement function for the challenge of increased use of our supply 
chain; 

• Strengthening of our operating model for capital delivery, with initiatives focussed on improving the 
efficiency of our Asset Lifecyle Process (ALP) and better prioritising and phasing investments, 
which will ultimately improve schedule certainty and cost control; and 

• Establishing alternative delivery routes where planned enhancements could better be delivered by 
third parties, which will enable us to share the burden of delivery. 

 

iv. Priority projects: the review has identified gaps in our current delivery capability, and we have 
developed a set of six priority actions to address, including:  

• Development of additional programme management and transformation capability, as well as 
establishing alternative delivery capability and processes; 

• Enhancing commercial capability to support the delivery of category plans for the supply chain; 

• Embedding a refreshed asset data strategy and approach; and 

• Develop a workforce plan focused on the capital delivery step-change.   

 
When we account for a) the changes we have implemented in our Turnaround plans; b) the capability and 

capacity measures that are in place or being implemented in the business; and c) the priority actions which 

will be implemented from this deliverability review, we are confident that our business plan proposed for 

PR24 is deliverable, subject to the mitigations and regulatory approvals in this business plan. 
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1. Introduction 

This document captures the steps we are taking to ensure our PR24 business plan is deliverable. This 

includes our assessment about our current ability to deliver, and the priority actions we need to take to 

address the specific challenges we are facing both internally at Southern Water and those impacting the 

water sector more broadly.  

 

 

2. Our Approach 

We acknowledge Ofwat’s requirement for the business plan to be deliverable and have undertaken an 

exercise to provide confidence to both our Board and Ofwat. We started by assessing the key challenges 

that we are facing at Southern Water and in the water sector and determining what would be required to 

ensure these are addressed. This enabled us to review the measures we currently have in place, which 

highlighted a number of gaps that exist at Southern Water. As an outcome of this process, we have 

developed a set of six priority actions that we have committed to, to further de-risk the delivery of our 

business plan. Figure 1 illustrates the key steps we took in this process. 

 

Figure 1: Summary of our approach to assessing deliverability 

 
 

The structure of the technical annex follows this four-step approach.  

 
 

3. Delivery Challenges 

4.1 Our plan and performance 

Reflecting on the delivery of our PR19 schemes, we have identified gaps and put corrective measures in 

place to improve our performance as evidenced in our AMP7 turnaround plans. A lack of capability in certain 

areas of our business (e.g. commercial and contract management, asset management, and portfolio 

planning) and operating inefficiencies have impacted past performance, and we recognise this as a 

challenge heading into AMP8.  

 

Delivering the level of investment relative to AMP7, at an increased run rate, represents a significant step-up 

in required delivery capacity. This would be a challenge under normal business circumstances and is 

accentuated in the context of our previous delivery performance.    

 

A summary of our planned wholesale expenditure by investment type is shown in the graphs below. 
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Supplementary evidence  

British Water3 has outlined that the short-term periodic nature of price controls contribute to continual re-

evaluation, reiteration, and rescoping of plans. Additionally, it cited that cyclical expenditure programmes 

make the water sector’s procurement processes slow and adds multiple levels of approval and complex 

governance. This creates friction for suppliers and higher costs for customers.  

 

A lack of visibility or frequent re-scoping of the commercial pipeline in a high demand environment (from 

other water companies and adjacent sectors) may negatively impact our relationships with our supply chain 

partners and their ability to allocate resources to meet our requirements. Further, if key suppliers remain 

cautious to demand and do not elevate production, it could constrain the entire market and challenge 

deliverability. 

 

Measures required to address challenge: 

◼ Early engagement with suppliers; 

◼ An investment prioritisation plan; 

◼ Robust processes and tools to manage the portfolio of work; 

◼ A programme management framework; and 

◼ A change control framework. 

 

 

4.2.3 Competition for skilled labour 

Overview 

The significant increase in scale of AMP8 and the introduction of new technologies and business models, will 

drive demand for resources, particularly specialist talent, against a backdrop of high industry churn and an 

ageing workforce. 

 

Supplementary evidence 

In AMP8 we will see a greater deployment of nature-based solutions (e.g., wetlands, catchment solutions, 

natural flood management, SuDS), which will increase demand for specialist skills (e.g., surveying and 

investigation work, laboratory work, habitat assessment).  

 

The ongoing digitisation of the water sector will contribute to the high demand for data analysts, data 

scientists and data engineers, where adjacent industry demand will limit availability. Adjacent industries will 

also limit the availability of asset management and project management experts to oversee the increased 

volume of work in AMP8. (By engaging them in capital programmes such as Tideway, Battersea power 

station, national grid, HS2, the Heathrow expansion and others.)4  

 

 
 
 
 
 
 
3 British Water open letter to Ofwat, published in September 2022, page 3 
4 Stantec report for Water UK on AMP8 Deliverability, Phase 1&2 analysis – Final Report (early view of AMP8 data), page 49. 
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With suppliers pulling out of the water sector or even failing5 (for example the collapse of Midas6 and 

Keltbray’s acquisition of North Midland Construction (NMCN) 7, after NMCN was forced into administration in 

20208), there has been a significant drain of supplier talent. This attrition is made more acute by an aging 

workforce and a lack of tools available to upskill those entering the industry. 

 

   

 

 

 

 

There is currently high10 employment in the UK and the water sector is constrained by its workforce 

delivering AMP7. Recruitment and training could take years11 and the sector already faces a tough market. 

This affects both the water companies and its supply chain.  

 

Measures required to address challenge: 

◼ A comprehensive supply chain strategy; 

◼ A talent acquisition and retention plan; 

◼ A collaborative approach to working with supply chain partners; and 

◼ A procurement plan that leverages the skills and knowledge of supply chain partners. 

 

 

4.2.4 Competition for materials 

Overview 

Competition for specialist materials and equipment across the water and other sectors is expected to 

intensify and an inability to procure necessary materials (including chemicals) at the right quantities, time and 

price will impact deliverability. 

 

Supplementary evidence 

Macroeconomic pressures and supply chain disruptions resulting from COVID19, China’s influence over the 

global supply chain, and the war in Ukraine, have already strained supplies in the UK and raised material 

costs. While this has resulted in increased stock piling across the sector, it is unlikely to be sufficient to meet 

the step change in investment or to fill the gap in specialist equipment and materials required, such as:  

 

◼ Greater demand for laboratories: Lack of access to laboratories could impede biodiversity 
investigations; 

 
 
 
 
 
 
5 Stantec report for Water UK on AMP8 Deliverability, Phase 1&2 analysis – Final Report (early view of AMP8 data), page 48. 
6 https://www.constructionnews.co.uk/financial/administrations/midas-collapses-into-administration-09-02-2022/ 
7 https://www.keltbray.com/2021/10/11/keltbray-acquires-infrastructure-assets-from-nmcn-plc/ 
8 https://www.globalwaterintel.com/news/2021/40/uk-water-contractor-in-administration-as-losses-rise 

 
10 Office of national statistics, Labour market overview, UK: June 2023, 

https://www.ons.gov.uk/employmentandlabourmarket/peopleinwork/employmentandemployeetypes/bulletins/uklabourmarket/june2023

#:~:text=Main%20points,employees%20and%20self%2Demployed%20workers. 
11 Stantec report for Water UK, Working in collaboration with British Water, On AMP8 Deliverability, Phase 3 analysis – Final Report 

(early view of potential AMP8 supply chain capacity), page 19. 
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Measures required to address challenge: 

◼ A comprehensive supply chain strategy; 

◼ Early engagement with suppliers; and 

◼ A capital and operational expenditure plan. 

 

 

4.2.5 Portfolio complexity 

Overview 

The water sectors’ portfolio of works will be more complex in AMP8, driven by a shift to novel solutions (e.g., 

nature-based solutions) and the growing interdependence between a larger programme of works and the 

complexity the increased capital delivery alongside both business transformation and stable operations. 

Further, as the frequency of extreme weather events increase due to climate change, water companies’ 

attention may be required to divert to managing supply disruptions and incidents. 

 

Supplementary evidence 

The water sector’s portfolio of works is expected to be more complicated between 2025-203015, driven by a 

combination of a significant increase in volume (circa 2x for the sector) and type of work (e.g., complex 

enhancements that leverage new and novel technologies).  

 

Multiple programmes of interconnected works will be running concurrently, with greater interdependencies 

between them and with supply chains. This will make the delivery of AMP8 investments complex and 

challenging to manage. The delivery portfolio challenge will be exacerbated by internal business change 

programmes that we will be implementing concurrently during AMP8 (e.g., the roll-out of our new ERP and 

CRM systems), as well as the need to continue to deliver on stable operations and base business 

concurrently with the step change in capital delivery.  

 

The ongoing digitisation of the water sector may be challenged owing to the restricted supply of key 

components like water loggers, storm screens, monitoring devices, chips/micro-processors.  

 

New and novel skills and technologies will be crucial to achieving companies’ net zero ambitions. These 

range from nature-based solutions and net zero interventions to Artificial Intelligence (AI) and digital tools. 

However, as highlighted by British Water16, the regulatory setup of the water sector means water companies 

have not had to develop or deploy novel or new technologies at this pace or scale before. For example, to 

meet regulatory and statutory obligations, water companies have sometimes taken a more cautious 

approach to deploying new technologies. They have favoured existing techniques that provide greater 

certainty that investments will deliver benefits to customers and the environment. As referenced in the Water 

UK report on AMP8 Deliverability17, the slow deployment of advanced technologies and unclear technical 

standards will affect delivery, making stretching targets difficult to achieve. 

 

 
 
 
 
 
 
15 Stantec report for Water UK on AMP8 Deliverability, Phase 1&2 analysis – Final Report (early view of AMP8 data), page 8. 

 
16 British Water open letter to Ofwat, published in September 2022, page 4. 
17 Stantec report for Water UK on AMP8 Deliverability, Phase 1&2 analysis – Final Report (early view of AMP8 data), page 9. 
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Operational incidents caused by extreme weather events have a devastating impact on aging infrastructure 

and can disrupt operations (e.g., the freeze-thaw incident of 201818). As per the UK Met Office19, the UK is 

expected to experience more extreme weather events over the coming AMPs, owing to climate change. 

Resulting in frequent floods, droughts, coastal erosion, and other extreme events that could add another 

layer of complexity and challenge to the water companies’ portfolio of works and impact deliverability. 

Especially as workforces and resources are redirected away from planned works to manage extreme 

weather-related operational incidents. 

 

The delivery portfolio challenge will be exacerbated by internal business change programmes we will be 

implementing concurrently during AMP8 (e.g., the roll-out of our new ERP and CRM systems).  

 

Measures required to address challenge: 

◼ Early engagement with suppliers; 

◼ Governance and performance management framework; 

◼ Investment prioritisation plan; 

◼ Programme management framework; 

◼ Annual review cycle; and 

◼ A procurement plan that leverages the skills and knowledge of supply chain partners. 
 

 

4.2.6 Adapting to new business models 

Overview 

Water companies will need to manage different contractual requirements and approaches to project and 

programme management to maximise the benefits of using alternative delivery models, such as DPC. 

 

Supplementary evidence 

Direct Procurement for Customers (DPC) and alternative approaches (such as non-regulated or non-

appointed routes) are expected to play an important role in AMP8 delivery. Regulatory guidance indicates 

that DPC can help promote innovation and resilience by allowing new participants to bring fresh ideas and 

approaches to the delivery of key projects.  

 

However, this approach, alongside other non-traditional approaches to delivering the AMP 8 investments, 

are expected to add a layer of challenge to delivery, including complex contractual requirements, and a 

different approach to project and programme management. 

 

 
 
 
 
 
 
18 https://www.water.org.uk/news-views-publications/news/freeze-thaw-report-shows-water-industry-has-learned-lessons-

winter#:~:text=winter%20of%202018-

,Freeze%2Dthaw%20report%20shows%20that%20water%20industry%20has%20learned%20the,from%20the%20winter%20of%2020

18&text=UK%20water%20companies%20have%20learned,%2DThaw%202020%2D21'. 

 
19 https://www.metoffice.gov.uk/binaries/content/assets/metofficegovuk/pdf/research/ukcp/ukcp18_headline_findings_v4_aug22.pdf, 

page 7 and 8. 
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While the new business models will encourage innovation and improve cost efficiency, we will need to 

manage complex contractual requirements and use a different approach to project and programme 

management20 to ensure we maximise the benefits of using alternative approaches deliver.  

 

Measures required to address challenge: 

◼ A procurement framework that recognises Alternative Delivery; 

◼ Specialist alternative delivery capability; 

◼ A contract management plan; 

◼ Programme management framework that recognises alternative delivery; and 

◼ Risk and governance framework. 

 
 

4.2.7 Cost pressure 

Overview 

Economic forces will likely cause more volatile and inflated costs for water companies and could put 
pressure on supply chain partners to maintain margins. 
 

Supplementary evidence 

High interest rates, inflation, and high commodity prices are already negatively affecting construction activity 
and UK suppliers21 (particularly those who import raw materials, such as plastic pipes, as is the case in the 
water sector). If the water sector’s demand exceeds the supply chain’s capacity, there will be additional 
inflationary pressures. While in the long run this may attract more resources into the supply side to recover 
equilibrium, in the short run it will stress deliverability. 
 
The risk of economic pressures, particularly high inflation, interest rates, a possible recession and volatile 
prices have the potential to increase costs for the water companies. The increased costs lead to rephasing, 
rescoping and new optioneering of the portfolio and can impact deliverability. This can reduce companies’ 
profitability and squeezing supply chain partners (who may not have the headroom to absorb higher costs).  
Whilst regulatory mechanisms exist to manage external challenges such as inflationary pressures, the reality 
of the timing and magnitude of these adjustments mean that there are still impacts to intra-AMP 
deliverability.  
 

Measures required to address challenge: 

◼ Early engagement with suppliers; 

◼ Investment prioritisation plan; 

◼ Risk and governance framework; 

◼ Annual review cycle; and 

◼ A collaborative approach to working with supply chain partners. 

 

 

 
 
 
 
 
 
20 https://www.ofwat.gov.uk/wp-content/uploads/2023/04/DPC-Technical-discreteness-guidance.pdf 

 
21 Stantec report for Water UK, Working in collaboration with British Water, On AMP8 Deliverability, Phase 3 analysis – Final Report 

(early view of potential AMP8 supply chain capacity), page 14 and 19. 
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4. Delivery Requirements 

Summary of requirements 

We have reflected on both the sector-wide challenges and our internal challenges at Southern Water, as well 

as on best practice delivery at Southern Water and elsewhere, and identified a set of requirements and 

specific measures that need to be in place to address these challenges and de-risk overall delivery. These 

requirements can be summarised into four key dimensions: 

1. Supply chain strategy: Does SWS have a strong set of framework agreements and supplier 

relationships to provide capacity and capability, and managing it on an ongoing basis with evaluation 

based on reviewing 7 specific measures such as strategy, category planning and governance and 

performance; 

2. Portfolio execution plan: Does SWS A well-defined planning process at the portfolio, programme and 

project level, with appropriate collaboration across the business based on reviewing 4 specific 

measures including investment prioritisation and capex/opex planning; 

3. Portfolio delivery and performance management: How well does SWS track and manage delivery 

performance, efficient delivery processes, and prioritisation of works considering 8 specific measures 

including programme management, change control and risk and governance; and 

4. Strategic workforce plan:  How effective is SWS at Identifying, sourcing, retaining and training the 

right resources and capabilities, at the right time for the right work considering 3 measures related to 

capability planning, resourcing and training. 

 

The figure below provides a summary of what these requirements include and the extent to which each of 

the requirements addresses the specific challenges identified in the previous section. This emphasises the 

criticality of having a strong supply chain strategy in place.  
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There are some overarching actions within our Turnaround Plan (2023-25)22 which have also increased our 

delivery capability, captured below:  

 

• Funding to secure financial resilience - Shareholder backing has enabled both financial 

resilience and an investment to accelerate improvements in operational performance: This phase 

is broadly complete and on target to finish by the end of 2023. A further £550 million of equity is being 

injected into the group in 2023 along with a commitment of no dividends from Southern Water Services 

for the remainder of AMP7. These are to manage the impact of the high inflation and interest rate 

environment on our operating, maintenance, and funding costs, and to maintain our momentum; 

 

• Renewing management:  As part of our Turnaround Plan, we have created a new Executive 

management team, with skills and experience from inside and outside the industry. We have refreshed 

senior leadership across our businesses, with a replacement of 35% of roles. We have also refocused 

our organisational structure with a Managing Director for Wastewater and separate Managing Director 

for Water with high profile experienced capital delivery directors in both functions and have created a 

central Transformation Office, with transformation and change teams in each of our business units; 

 

• Scaling up procurement and our supply chain:  We have focused on preparing our procurement 

function for the challenge of increased use of our supply chain; 

 

• Taking a rational view of future requirements and phasing:  In preparing our AMP8 business plan, 

we have taken a rational view to prioritise investment to maximise the benefit to our environment and 

our customers, while still making the plan deliverable.  For example, we have proposed to our 

regulators that £725 million of WINEP investment could be delivered over 8 years instead of 5 years, 

phasing this spend into AMP9.  We are working with our regulators ahead of a decision; and 

 

• Planning for Alternative Delivery:  Further, we have recognised that some of the planned 

enhancements could be better delivered by third parties.  Our plans for Alternative Delivery enable us to 

share the burden of delivery with other parties.  These plans need to be agreed with Ofwat. 

 
With financial support, we have increased our capabilities to deliver increased output. We have increased 
investment in capital maintenance, recognising the short-term need for investment and the challenge we will 
face from 2025.  
 
Given this investment focus, we are already increasing our delivering investment on a scale needed to fulfil 
our AMP8 plan, as shown in the figures below. 
 

 
 
 
 
 
 
22 6579_ofwat_company_turnaround_plan.pdf (southernwater.co.uk) 


























