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Dear Sttephen
g Price Con
ntrols for 20
015-20 – Bu
usiness Planning Exp
pectations
Setting
Consultation Response
Please find attache
ed our respo
onse to the above consultation.
I confirm
m that it iss our inten
ntion to sub
bmit a high
h-quality bu
usiness plaan, fully supported,
approve
ed, and own
ned by our Board. In g eneral we are in agre
eement withh the princip
ples and
ut in your co
onsultation d ocument. We have tried to set o ut in our re
esponse
approacches set ou
some changes to Ofwat’s pro
oposals which should result in a better outccome for alll parties
involved
d. We have
e also indica
ated where some addittional guida
ance could h elp.
A summ
mary of som
me of the key
y points from
m our respo
onse follows
s:

We
e agree thatt a high qua
ality businesss plan sho
ould deliver good outcoomes for cu
ustomers
d the enviro
onment. We will want to deliver what we consider to bee the best outcome
and
for customerss and the environme
ent taking into acco
ount willinggness to pay and
ordability, and the view
ws of other s takeholderrs. This will however p robably re
equire us
affo
to make compromises between diffe
erent measu
ures of succ
cess. Howeever well ou
ur plan is
ere will be misunderstandings. We thereforre think tha
at Ofwat
writtten, it is possible the
sho
ould be pre
epared to enter into d ialogue be
efore asses
ssing a plaan to help rule out
dings, and to satisfy itsself that a company’s plan is not a bid, or an attempt
missunderstand
at gaming the regulatory system.

We
e are at the start of a new era of re
egulation, and we are sure that alll companie
es will be
est to subm
mit the bestt plans the
ey possibly can. We are of the opinion
doing their be
therefore, that incentives should not be so bluntt as to disco
ourage com
mpanies from
m aiming
nal’ becaus
se they arre so concerned about not beeing asses
ssed as
for ‘exception
‘ressubmission’. We sugg
gest therefo
ore that inc
centives forr submissioon of a high-quality
e reputation
nal only, an
nd that Ofwa
at should give themseelves more flexibility
plan should be
in how they assess pla
ans. Again
n, dialogue with comp
panies befoore assess
sment is
imp
portant.

We
e suggest th
hat rather th
han the thre
ee category
y approach suggested that Ofwat adopt a
four category approach. Details a re set outt in our re
esponse to Ofwat’s questions
(atttached).

We
e would enccourage Ofw
wat to enterr into dialog
gue with companies beefore submission of
ation would give comp
panies com
mfort that they were
Final Businesss Plans. Pre-consulta
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ading in the
e right direc
ction. Thiss can be do
one withoutt compromiising or pre
ejudicing
hea
Ofw
wat’s positio
on.
We
e would like to reach ea
arly agreem
ment on how
w ‘affordability’ is to be m easured.
We
e have conccerns abou
ut proposed
d Business Plan tables W1, W2,, R1 and R2. Our
con
ncerns are set out in our responsse to Ofwat’’s questions
s (attached). In partic
cular, we
con
nsider it a high priority for Ofwat to explain how they propose to u se this info
ormation
e made on an informed
d basis. We would alsso like to se
ee some
so that allocations can be
add
ditional guid
dance to help compa
anies understand the link (or innteraction) between
entives rela
ated to outco
omes, and incentives associated with the toteex menu.
ince
We
e would app
preciate some further guidance on how sho
ort-falling w ill work ins
side and
outside the tottex menu.

her in sugggesting altternative
In our response we have aimed to be constructive, eith
ould be ado
opted, or ad
dvising where we consider additionnal guidanc
ce would
approacches that co
be helpfful. Should
d you wish to discuss a ny of the is
ssues raised
d in our ressponse plea
ase don’t
hesitate
e to contact me.
Yours sincerely

Lester Sonden
Enginee
ering Directtor
encl.
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Sutton and East Surrey WaterSetting price controls for 2015-20 – business planning expectations
OFWAT consultation question

SESW Response

An incentives-based price review process
Q1 Do you agree with our definition of a
high-quality business plan? Is anything
missing? Is there anything you think we
should change?

At a high level, we agree with the four bullet points which you have used to describe a “high-quality”
business plan. However, because there is little detail to say how these points will be interpreted and
judged, it is difficult to fully support your definition.
Our thoughts on each of the bullets follows:


Designed to deliver good outcomes for customers and the environment and ensure companies
meet their statutory obligations;
How will a “good outcome” be defined? A good outcome for customers may be interpreted as
delivering everything they ask for at the price they are willing to pay – however this may not be
possible.
Customers could have conflicting “good outcomes”. For example they may we willing to pay £10
for reducing leakage by 5 Ml/d. But for the same money they could actually get 20 Ml/d of new
water. So for £5 they could have lower bills and more water and greater resilience (a
Government priority) but not reduced leakage.
A good outcome for the environment is perhaps easier to define but success may not be so easy
to measure. In some areas, the company may have to make a compromise between what is
good for its customers and what is good for the environment. Customers may not be willing to
pay anything towards the environment.
The definition does not include other stakeholders
We acknowledge that it will be up to each company to make a good and clear case for its
preferred plan and explain why it considers it delivers a good outcome for customers and the
environment, but because it is subjective, Ofwat and other stakeholders may not agree. We
propose therefore that Ofwat will need to commit sufficient resource to liaise with a company after
submission, but before marking its plan, to ensure that there are no misunderstandings. In
particular this should apply if Ofwat is considering assessing a plan as “resubmission”.
We agree the plan should set out how each company will meet its statutory obligations.



Contains accurate and efficient projections and estimates without inflated costs
Agreed, but the phrase “without inflated costs” is not required if projections and estimates are
accurate.
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Sutton and East Surrey WaterSetting price controls for 2015-20 – business planning expectations
OFWAT consultation question

SESW Response
By efficient projections and estimates do you mean projections and estimates that demonstrate
that the company’s activities will be carried out efficiently?


Is not a ‘bid’ and does not seek to game the regulatory process
Agreed, but again, because it is a subjective measure, we believe it will be important for Ofwat to
ensure it can commit sufficient resource to be able to liaise with a company before marking the
company’s plan. For example, what Ofwat may interpret as gaming may be considered by the
company to be a legitimate estimate made for uncertainty.



contains fair proposals to share ‘pain and gain’ with customers
We agree with the idea expressed here, but it is quite difficult to see where customers will accept
the concept of shared pain. Perhaps this could apply where two sided incentives are part of a
basket in which under-performance is balanced with over-performance.

Q2 Do you agree that our preferred package
of reputational, procedural and financial
incentives will incentivise high-quality
business plans? If not, what do you think we
should add to the package, or change?

All companies will want to submit high-quality business plans, but not all will succeed in Ofwat’s
opinion. Is it right that Ofwat is setting itself up as judge and jury? Because there are no draft plans,
companies will be striving to get it right first time without a full knowledge of the rules, or the criteria by
which their plan will be judged.
No company will want to have its plan assessed as ‘resubmission’, but a company is going to have to
make a judgement as to whether it is worth making the additional investment needed to get its plan
into the ‘exceptional’ bracket.
We think it is right to encourage companies to do more than the minimum that is required through
incentives, but if there is to be a financial incentive then it is important that the criteria for judgement
and the scale of the incentive are clear so that a company can judge whether it is worth making the
additional investment required to gain the reward. Some companies will find it much easier to achieve
a plan that will be assessed as ‘exceptional’ as a consequence of their geographical location, water
resource position, or historic investment. Is this fair on the companies that have more difficult
investment decisions to make and more difficult plans to write?
Perhaps therefore, for PR2014, the reward for producing an ‘exceptional’ plan should not be financial.
We also think it is important that Ofwat gives itself more flexibility for dealing with a company that has
tried hard but has maybe failed in one small area, or in just one element of its plan. We do not agree
that one element classified as ‘resubmission’ is sufficient to classify all elements of the plan as
‘resubmission’. Would it be reasonable for example if one element of the plan was assessed as
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OFWAT consultation question

SESW Response
‘resubmission, but the other elements were assessed as exceptional, that the whole plan was
assessed as ‘resubmission’?
We do not agree that a resubmitted plan that meets Ofwat’s tests should continue to be classed as
‘resubmission – like the Water Resources Management Plan process, a company should have the
right to submit a statement of response which deals with Ofwat’s queries and objections and allows
the status of its plan to be upgraded. The company would already have been sufficiently penalised
through a reputational incentive having been assessed as ‘resubmission’ and by the additional
investment it will have to make to get its plan upgraded.
Generally we consider that Ofwat should be more flexible in their proposed approach and there needs
to be more dialogue before submission, and before publishing assessments.

Our thoughts on each of the options follows:
Q3 Which of the options (elements earn
procedural and financial rewards; two
elements earn procedural and financial rewards
category approach; two-process approach for
We would strongly support an option in which elements are individually assessed and
retail; later decisions on resubmissions) do
incentivised.
you think we should use, if any? Why?

two-category approach
We propose a four category approach for each element as follows:


Exceptional (or enhanced)
Good (or standard) – further improvement required to reach exceptional status
Acceptable (but further information required) – should be able to achieve good, but unlikely to
achieve exceptional
- Unacceptable (or resubmission) – only required where a submission is totally inadequate
two process approach for retail
Don’t see any advantage in this – just need to assume that most of these elements will fall into
Acceptable or Good



later decisions on resubmissions
Agree with this which could fit in with the four category approach described above.

If a company can satisfy Ofwat on resubmission or following receipt of additional information, without
causing the regulator significant additional work, then it should be entitled to the available incentives
for the final category into which the plan element is placed.
Ofwat 130524
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SESW Response
We consider that Ofwat should carefully consider the idea explained above especially because this is
the first review being carried out using this new approach.

Q4 Do you think that our proposals will be
effective in meeting our objective of handing
back ownership of the business plans to
company Boards?

Ofwat 130524

Our Board has always taken ownership of our Business Plan submissions.
Our Board does however welcome Ofwat’s direction of travel with the introduction of outcomes and
the greater involvement of customers, whilst trying to reduce the regulatory burden.
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SESW Response

The risk-based review in detail
Q5 Do you agree with the four high-level
groups of tests (outcomes, costs, risk and
reward, affordability and financeability) are
the right ones? If not, what do you think we
should add or remove?

Our view is that the high-level groups you have selected are the correct ones to focus on. We suggest
however that some early engagement with companies is required to discuss their proposals. It would
look a bit silly, for example, if Ofwat assessed a company’s plan as ‘resubmission’ in January 2014 on
the basis that it disagreed with the company’s proposed outcomes.
Our comments on each of the groups are as follows:


outcomes
We agree that Ofwat’s proposed tests for outcomes should look at what companies are proposing
to deliver for customers and the environment in the periodic review period, including proposed
rewards for delivery and penalties for non-delivery. The tests also need to look beyond the five
year period to see how the proposed measures dovetail into a longer term outcome – a good
example of this would be resilience based schemes that might produce little or no measurable
benefit in the short term.
We note and agree in principle with the key assessment criteria for the risk-based review tests for
outcomes. Is it Ofwat’s intention to give some further guidance on these criteria?
We agree that the CCG’s report should be taken into consideration as part of Ofwat’s tests.



costs (wholesale)
It is difficult to comment on Ofwat’s tests for wholesale costs without knowing how they are going
to work. Clearly analysis of historic and forecast costs are an essential part of any model. With
regards to comparative cost information, does Ofwat anticipate requiring information additional to
what has been asked for in the tables issued as part of this consultation?



costs (retail)
We agree with the proposed risk-based review tests for retail costs, however, despite the
assurances regarding robustness and comparability given by Ernst and Young at the wholesale
workshop on 7 May 2013, we remain concerned about the wide range of ACTS that appear to
exist and how Ofwat proposes to deal with this issue.



risk and reward
We acknowledge, and accept in principle, the risk based review tests for risk and reward.
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SESW Response


affordability
We would like to understand how Ofwat proposes to assess affordability. There should be a
common agreed test across the industry. One approach may be to look at the number of
customers that are in “water poverty” and how a company’s proposals are likely to impact that
figure.



financeability
We agree in principle with the proposed risk-based review tests for financeability.



performance in 2010-2015
We agree in principle with the proposed risk-based review tests for performance.

Q6 Do you think we have set out the right Our comments on the tests for each group are given above in our response to Q5.
tests in each group? If not, what do you think
we should add or remove?
Q7 Do you think our proposals for business Our Board has always taken ownership of our Business Plan submissions.
plan assurance will be effective in meeting Our Board does however welcome Ofwat’s direction of travel with the introduction of outcomes and
our objective of handing back ownership of the greater involvement of customers, whilst trying to reduce the regulatory burden.
business plans to company Boards?
As part of its statement the Board will be keen to assure Ofwat that it owns and is accountable for the
Company’s plan. It will set out why it considers it has submitted a ‘high-quality’ business plan, and will
also set out how the Board and Company are operating transparently, with good Board leadership,
and in compliance with appropriate codes and licence conditions.
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SESW Response

Delivering focused information
requirements
Q8 Our objective in specifying the data
tables (and the August submission) is to ask
for all of the information we need, but no
more than we need. Do you think that we
have achieved this? Is there any information
that you think we might not need? Is there
any information that you think we will need
but we have not included in the data tables?

In general we are content with the information required by the proposed data tables although as we
start to fill them in there may be some questions about definitions.
We have specific comments on some of the tables as follows:


Table W1
Table W1 asks companies to relate total expenditure (totex) to the individual performance
measures associated with each outcome. For each measure the table asks for the amount of
totex to achieve the current level of performance and the incremental totex required to meet the
outcome commitment (target).
We have concerns relating to this information request. Assigning 2014/15 totex across different
performance measures will be an allocation exercise which will involve a degree of arbitrary
assessment. For example, much of the current wholesale expenditure on R&T and distribution is
to deliver a range of outcomes for customers (e.g. water quality elements (safe to drink, taste,
odour and discolouration), few interruptions and security of supply). Allocating this expenditure to
different outcomes (let alone individual measures) will require a degree of judgement.
Judgements will be poorly based if the way in which the allocations are to be used is not clear.
We consider that a higher level allocation of totex would be appropriate and also that more
detailed guidance should be provided on how the figures will be used and the degree of evidence
required to support the allocations.
The assessment of incremental totex should be more straightforward though even then it is likely
that incremental totex may be associated with more than one performance measure and
therefore needed to be allocated.



Table W2
Table W2 asks for information relating to the design of appropriate outcome incentives. We
consider that the table may not fully capture the range of information needed to assess incentive
design. It does not easily allow for cost or benefit values that change with the level of the
outcome. For example, the benefit per unit may decline as the performance increases beyond
the commitment level.
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SESW Response
We are not proposing that the table be expanded, as it appears unlikely that a useful table could
be set-up to capture all of the circumstances that companies may face. However, we consider
that this table will represent, at best, a summary that allows some cross-checks and high-level
appraisal to be undertaken. The main evidence for a proposed incentive design will form part of
the business plan submission and relate to the specific views and evidence from the company
and its customers. It will be hard to capture this in a single table.
Some guidance is required to help companies understand the link (or interaction) between
incentives related to outcomes (and associated ‘measures of success’), and incentives
associated with the totex menu.


Table W8
Our views on the AIM were made clear in our response to Ofwat’s methodology consultation.
Whilst the table itself should be straightforward to complete (subject to the Environment Agency’s
cooperation), further guidance is required as to where the costs and incentive are supposed to be
captured, and the relationship between tables W1, 2, and 3.



Table W14
We assume that Table 14 will only apply to schemes that were specifically identified as part of the
‘overlap programme’ in PR09. If not some further guidance is required.



Tables R1 and R2
Similar comments to those on tables W1 and W2 apply to tables R1 and R2.

Q9 We aim to collect data on a consistent
basis from all companies. Are the data tables
clear and well specified? Are there any areas
where we need to look again at the way we
have asked for the data to remove any
ambiguities in the request?
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Some further guidance will be required as outlined above.
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SESW Response

Application to small companies
Q10 Do you agree with our proposal to
continue to set price limits for new
appointees using a relative price control? If
not, what alternative do you prefer?

We have no comment to make on Ofwat’s proposals concerning Cholderton & District Water, or other
small companies.

Q11 Do you agree that we should set
Cholderton & District Water its own simplified
price control?

Q12 Do you think that we should develop a
new small company service incentive? If so,
what form do you think this incentive should
take?
Q13 Do you agree with our proposal that
small water companies should not be subject
to separate wholesale and retail price limits?
Q14 New appointees are growing in size. In
the future do you think that we might need to
adopt a different approach to regulating their
prices and service? If so, what circumstances
should prompt a change of approach?
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