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About this document 

RAPID, established in 2019, is the Regulators’ Alliance for Progressing Infrastructure 
Development. We are a partnership of three water regulators: Ofwat, the Environment Agency 
and the Drinking Water Inspectorate (DWI). Natural Resources Wales is involved in an 
advisory capacity and has a decision-making role for any solution involving Wales, Welsh 
policy and legislation. RAPID provides advice and recommendations on the development of 
strategic water resources to the partner regulators, DWI, Ofwat, the Environment Agency, 
and to Natural Resources Wales (NRW). The responses to this consultation will subsequently 
feed into our advice to partner regulators and to NRW during 2022. 

This consultation document follows our discussion document1 published in June and sets out 
policy options for the regulatory and commercial framework with the aim of supporting the 
development of strategic resource options which deliver the best outcomes for customers, 
the environment and wider society now and in the future.  

We welcome views on the policy options set out in this document. 
  

 
1 The regulatory and commercial framework for strategic water resource solutions – a discussion document - 
Ofwat 

https://www.ofwat.gov.uk/consultation/the-regulatory-and-commercial-framework-for-strategic-water-resource-solutions-a-discussion-document/
https://www.ofwat.gov.uk/consultation/the-regulatory-and-commercial-framework-for-strategic-water-resource-solutions-a-discussion-document/


Executive summary  

RAPID, established in 2019, is the Regulators’ Alliance for Progressing Infrastructure 
Development. We support strategically important new water resource infrastructure supply 
solutions to meet future water needs.  

Our vision is resilient, timely, high-quality, environmentally beneficial water resources which 
are acceptable and affordable for customers. We seek to achieve this through regulators 
working together to promote the development of strategic water resource solutions that are 
in the best interests of water users, society and the environment. 

Many of the best value options to develop strategic water resources require collaboration 
across more than one water company, and often with third parties. Such strategic resource 
solutions (solutions) may require more complex commercial arrangements than projects 
which are developed by the incumbent company for its own sole use. The regulatory and 
commercial arrangements required may present new or heightened challenges – be that to 
environmental regulation, drinking water quality or economic regulation through funding and 
outcomes. We see benefits in establishing common frameworks for addressing these 
challenges: these should reduce costs for individual projects, mitigate risk of project delay, 
and help make water resource arrangements better able to adapt to challenges of the future. 

The sector has already made progress in collaborating to develop best value water resource 
options:  

• Gated process: Companies now have ring-fenced funding to develop solutions to be 
‘construction ready’ for the 2025-2030 period. RAPID (working with the partner regulators 
and NRW2) assess the quality of companies’ work on solutions at specific points (gates) to 
ensure that sufficient progress is being made, and to decide whether solutions should 
continue to receive ring-fenced funding for their further development or whether 
solutions should be removed from the RAPID programme.  

• Regional planning: The water sector is establishing arrangements for strategic regional 
planning to deliver the long-term water needs for England and Wales. The Environment 
Agency outlined these arrangements for England as part of its National Framework for 
Water Resources, published in 2020. The National Framework lists principles, 
expectations, and challenges for five regional planning groups, made up of the water 
companies and other water users.  In Wales the Water Strategy sets out its expectations.   
Each region’s plan must consider how the region will be resilient to a range of 
uncertainties and future scenarios. It must identify a set of options that provide the best 
value to customers, society, and the environment rather than simply the least cost. These 
plans will be reflected in statutory Water Resource Management Plans (WRMPs) and will 
shape investment in water resources over many years through business plans. This 
includes shaping which of the RAPID solutions in the gated process progress to delivery. 

 
2 Natural England is engaged in the process through the Environment Agency. 

https://www.gov.uk/government/publications/meeting-our-future-water-needs-a-national-framework-for-water-resources
https://www.gov.uk/government/publications/meeting-our-future-water-needs-a-national-framework-for-water-resources
https://gov.wales/sites/default/files/publications/2019-06/water-strategy.pdf
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Solutions involving sourcing water from Wales must demonstrate benefit to the economy, 
people/society, and environment of Wales. Proposals that affect Wales will have regard to the 
interests of Wales, in particular sustainable management of its natural resources and Welsh 
legislation and policies in particular the guiding principles.  

We have structured this consultation into four main areas, as set out below.  Our aim is to set 
out the different policy options that might be available in developing and implementing the 
regulatory and commercial framework.  We explain the different options and seek input as to 
whether these are a) the right range of options and whether there are any gaps in our 
thinking, and b) whether we should narrow down the options in any way at this stage or 
further develop thinking in particular areas.  There are a few areas where we are providing 
stakeholders with a preferred option (e.g., allocation of water in a drought and the model for 
procurement of infrastructure) and seek views on whether it is the right time to narrow down 
on these component parts of the framework. 

Planning for long-term outcomes 

We explore how we ensure that companies are incentivised to deliver the right resources, at 
the right time, in the right place and achieve best value for customers, society and the 
environment, and how the range of incentives may result in unintended outcomes/perverse 
incentives. 

Development activities 

• We consider the extent to which a RAPID type framework is necessary over the longer 
term for development of strategic water resources and whether changes to the RAPID 
framework might be necessary.   

• In procuring major new infrastructure such as the strategic resource solutions, 
competitive procurement models are likely to offer benefits for customers and therefore 
we are requiring that companies and other stakeholders use Ofwat’s framework for Direct 
Procurement for Customer (DPC) or Special Infrastructure Provider (SIPR) model where 
appropriate.  Further we discuss the options of who should procure the infrastructure and 
the pros and cons of different parties.  Broadly, there are 5 options: provider, beneficiary, 
third party, joint venture and hybrid option. We don't intend ruling any of the options out 
at this stage, however we would expect companies to make the case for the option they 
select with robust justification. 

• We set out a number of options in relation to the water trading incentive including the 
current approach, adopting an adjusted approach, or looking at the proposals from the 
NERA study on bulk supply agreements and pricing3.  We are seeking views on which of 
these may be the most advantageous for RAPID solutions.  

 
3 NERA Economic Consulting report: Review of Bulk Supply Contracts and Pricing in the English & Welsh Water 
Sector - Ofwat 

https://www.ofwat.gov.uk/publication/nera-economic-consulting-report-review-of-bulk-supply-contracts-and-pricing-in-the-english-welsh-water-sector/
https://www.ofwat.gov.uk/publication/nera-economic-consulting-report-review-of-bulk-supply-contracts-and-pricing-in-the-english-welsh-water-sector/


• Securing investment is key to the successful development of the regulatory and 
commercial framework and we explore to what extent companies are incentivised to 
optimise efficient use of solution and what investment signals are necessary to ensure 
assets are funded.  We propose that as part of PR24 Ofwat considers whether there are 
appropriate incentives in place for solutions where there may be low utilisation.  We also 
discuss the allocation of risk between investors, companies and customers and the extent 
to which public water supply customers should bear stranding risks/subsidising other 
sectors.  

• Water companies have identified, jointly with the Environment Agency, DWI, Natural 
England and NRW, some regulatory issues which may prevent the solutions in the RAPID 
programme progressing or may affect choices of the optimal programme from an 
environmental and water security perspective.  We set out the high-level risk assessment 
of aspects of the regulatory framework and their impact on RAPID solutions, undertaken 
by the Environmental Regulations task and finish group and seek views on the pathway for 
resolution.   

Construction 

RAPID has a role in approval of projects up to the start of construction.  Beyond this, we 
consider the roles and responsibilities of the different partner regulators and how best to 
organise their involvement during the construction stage of the strategic water resource 
development.  We set out options for regulatory oversight and whether it might be 
appropriate to extend RAPID's role. 

We set out the current dynamics regarding negotiation of risk allocation and the different 
drivers of stakeholders.  We are seeking views as to what the best approach to incentive 
regulation might be to ensure that the balance of power isn't skewed, and that customers 
and companies are allocated risks and rewarded in the most appropriate manner to achieve 
the best value outcomes. 

Service Delivery   

• We set out the options for development of the contractual structure for water trades and 
design and delivery of the infrastructure supporting the strategic water resource 
solutions. There are a number of ways of organising the commercial arrangements and 
depending on the solution, there may be advantages of some models over others.  We 
expect companies to develop their proposals for commercial arrangements in line with 
the options and to provide robust justification as to why a particular model is favoured 
and the benefits of the model selected.   

• Standardisation can bring significant benefits and we explore the extent to which the 
arrangements should be and could be standardised.  
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• We consider how trades should be treated in a price review, and whether the sunk costs 
which represent the capital expenditure elements can be passed through, and how any 
economic profit elements and variable costs could be treated. 

• To ensure that a charging framework is in place which ensures users pay a fair price, we 
set out some proposals around how charges could be structured into fixed and variable 
elements, as well as other options, in particular the thinking from the NERA study, and the 
benefits or otherwise for applying different charging regimes in different situations. 

• We propose that the framework adopts a fair shares approach to allocation of water in a 
drought and that we will further develop this approach and mitigate implementation 
issues which were raised in our previous discussion document. 

• Finally, we explore how we could move to a more co-ordinated network and the role a 
system operator could take in the future. 

We want to ensure that opportunities are not foreclosed by the policy choices that we make 
and so are taking an approach of consulting on a wide range of policy options, which also 
reflect the early stage of development of the market for these solutions.  We discuss how the 
regulatory and commercial framework might need to change in the longer term and how to 
enable transition to such a future model. 

We welcome comments on the policy options which we set out in this consultation.  

RAPID’s role is to provide advice and recommendations to the partner regulators, DWI, Ofwat, 
the Environment Agency, and to Natural Resources Wales. The responses to this consultation 
will subsequently feed into our advice to partner regulators and to NRW during 2022. It will   
inform the work of the Environmental Regulations task and finish group and the Ofwat price 
review 2024 methodology, which will be consulted on this summer.  

  



Responding to this consultation document  

We welcome any comments on this document. Please email them to rapid@ofwat.gov.uk.  

The closing date for this consultation is Wednesday 26 January 2022. If you wish to discuss 
any aspect of this document, please email us at rapid@ofwat.gov.uk. 

We intend to publish responses to this consultation on our website at 
www.ofwat.gov.uk/regulated-companies/rapid.  We will also share responses with our partner 
regulators (Ofwat, the Environment Agency and Drinking Water Inspectorate), and with 
Natural Resources Wales. Subject to the following, by providing a response to this 
consultation you are deemed to consent to its publication. 

If you think that any of the information in your response should not be disclosed (for example, 
because you consider it to be commercially sensitive), an automatic or generalised 
confidentiality disclaimer will not, of itself, be regarded as sufficient. You should identify 
specific information and explain in each case why it should not be disclosed (and provide a 
redacted version of your response), which we will consider when deciding what information 
to publish. At a minimum, we would expect to publish the name of all organisations that 
provide a written response, even where there are legitimate reasons why the contents of 
those written responses remain confidential. 

In relation to personal data, you have the right to object to our publication of the personal 
information that you disclose to us in submitting your response (for example, your name or 
contact details). If you do not want us to publish specific personal information that would 
enable you to be identified, our privacy policy explains the basis on which you can object to 
its processing and provides further information on how we process personal data. 

In addition to our ability to disclose information pursuant to the Water Industry Act 1991, 
information provided in response to this consultation document, including personal data, 
may be published or disclosed in accordance with legislation on access to information – 
primarily the Freedom of Information Act 2000 (FoIA), the Environmental Information 
Regulations 2004 (EIR) and applicable data protection laws. 

Please be aware that, under the FoIA and the EIR, there are statutory Codes of Practice which 
deal, among other things, with obligations of confidence. If we receive a request for 
disclosure of information which you have asked us not to disclose, we will take full account of 
your explanation, but we cannot give an assurance that we can maintain confidentiality in all 
circumstances.  

  

mailto:rapid@ofwat.gov.uk
mailto:rapid@ofwat.gov.uk
http://www.ofwat.gov.uk/regulated-companies/rapid
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1. Background 

Water is a precious resource. Our water resources are coming under increasing pressure 
from population growth, economic development, and climate change. Society expects that 
water will be available for users while also protecting and improving the environment we live 
in. While water shortages are forecast to be most acute in the south and south east of 
England, severe drought is a widespread risk that needs to be managed. These factors all 
contribute to a growing sense of urgency that we need to act now to develop new strategic 
resource solutions to avoid severe restrictions to water use in the coming years. 

In 2018 the water regulators realised that they needed to do more to meet the scale of the 
challenge. WRMPs are where water companies must plan how they will provide a secure, 
resilient, and wholesome supply of water to their customers, at an affordable price while 
protecting the environment. Companies’ WRMPs, and their business plans (submitted as part 
of Ofwat’s price review 2019 (PR19)) included few solutions involving cross-company 
collaboration. Yet such strategic water resource solutions may be vital over the next five to 15 
years to meet future demands.  

1.1 RAPID  

RAPID is intended to benefit England and Wales. We are a partnership of three water 
regulators: Ofwat, the Environment Agency and DWI. NRW is involved in an advisory capacity 
and has a decision-making role for any solution involving Wales, Welsh policy and legislation.  
We work closely with both governments in England and Wales. The Environment Agency leads 
our engagement with Natural England. 

RAPID was established in 2019. Our vision is to facilitate the delivery of resilient, timely, high 
quality, environmentally beneficial water resources which are acceptable and affordable for 
customers. We will achieve this through regulators working together to promote the 
development of strategic water resources infrastructure that is in the best interests of water 
users, society, and the environment. 

We are supporting strategically important new water resource infrastructure supply solutions 
(strategic resource solutions or solutions) to be developed by water companies with funding 
secured in PR19. Alongside the project-specific work, we recognise that the regulatory and 
commercial framework for strategic water resource infrastructure needs to develop, both to 
facilitate the best of those projects and to encourage and support ongoing optimisation of 
water resources into the uncertainties of the future. 

As our 2021-22 forward programme sets out, RAPID’s role is to: 

• deliver the gated process to approve funding to progress the strategic water resource 
solutions.  

https://www.ofwat.gov.uk/publication/rapid-forward-programme-2021-22/
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• implement the National Framework; and 
• develop the regulatory and commercial framework to support timely delivery of water 

resource infrastructure. 

1.2 The National Framework and regional plans 

The water sector is establishing arrangements for strategic regional planning to deliver the 
long-term water needs for England and Wales. The Environment Agency outlined these 
arrangements for England as part of its National Framework for Water Resources, published 
in 2020. In Wales the Water Strategy sets out its expectations. 

The regional planning groups focus on integration, collaboration, and co-ordination between 
water companies and with other sectors to safeguard water resources for all.  

Each region’s plan must consider how the region will be resilient to a range of uncertainties 
and future scenarios. It must identify a set of options that provide the best value to 
customers, society, and the environment rather than simply the least cost. These plans will 
be reflected in statutory WRMPs and will shape investment in water resources over many 
years through business plans. This includes shaping which of the solutions in the gated 
process progress to delivery. Where a solution is a cross border one, then Wales will be part of 
the regional planning process. When solutions affect Wales, Welsh Government, NRW, Ofwat 
and DWI are key members involved in the decision-making process. Any further development 
involving sourcing water from Wales must demonstrate benefit to the economy, 
people/society, and environment of Wales. Any proposals that affect Wales will have regard to 
the interests of Wales, in particular sustainable management of its natural resources, carbon 
targets and Welsh legislation and policies (including the guiding principles for water resource 
management plans). The regional plan for Water Resources West is being shaped by both 
English and Welsh considerations and includes partners from both sides of the border. 

1.3 WRMP and water resources planning guideline 

WRMPs4 set out how water companies (in England and Wales) intend to achieve a secure 
supply of wholesome water for customers and a protected and enhanced environment both 
now and in the long term. The duty to prepare and maintain a WRMP is set out in sections 37A 
to 37D of the Water Industry Act 1991. Plans are produced at least every 5 years and reviewed 
annually. Within their WRMPs water companies plan for at least the next 25 years. Water 
companies should take a leading role in a more holistic and integrated approach to water 
management exploring all opportunities to deliver cross sector mutual benefits, for society 
and the environment.  

 
4 The water resources planning guideline explains the legal requirements and technical approaches that water 
companies should follow to develop a WRMP in England and Wales. 

https://www.gov.uk/government/publications/meeting-our-future-water-needs-a-national-framework-for-water-resources
https://gov.wales/sites/default/files/publications/2019-06/water-strategy.pdf
https://gov.wales/sites/default/files/publications/2019-06/water-resources-management-plan-guidance.pdf
https://www.gov.uk/government/publications/water-resources-planning-guideline/water-resources-planning-guideline


1.4 The regulatory and commercial framework 

RAPID is developing the regulatory and commercial framework to support the timely delivery 
of strategic water resources infrastructure. We are asking the water sector to develop water 
resources in a new way recognising that the current regulatory and commercial 
arrangements may need to change to support this. We also further acknowledge that the 
legislative framework in England and Wales differs and therefore cross border solutions may 
require differing approaches. 

This degree of change will inevitably expose challenges and issues. We have committed to 
improving the existing regulatory framework so that emerging points, be they opportunities, 
gaps or barriers, are addressed through our work in support of each partner regulator and 
NRW.  

1.5 Working groups 

RAPID has established three working groups with fellow regulators and the industry to 
develop thinking on areas of the regulatory and commercial framework for strategic water 
resource solutions. These working groups are advisory only, and will not limit broader 
consultation on these issues, whether in the present document or subsequent consultations. 
The areas covered by the three working groups are as follows: 

• WG1 - Standardisation: to explore the development of standardised commercial 
principles and approaches for shared water resources and bulk transfers. The group 
informs and advises on standard approaches to contractual provisions, which might 
extend to the development of draft heads of terms or policy guidance. The contract terms 
may be used in bulk supply agreements, and potentially other contracts (between water 
companies and third parties).   

• WG2 - Pricing, incentives and risk: the allocation of risk between parties and the 
pricing provisions are pivotal to ensuring that parties have incentives to trade when it is 
economically efficient to do so. This working group is considering the structure of pricing, 
the existing trading incentive mechanism and potential gaps and issues with incentives, 
and how different commercial models can accommodate multi-party and multi-sector 
projects. 

• WG3 - Co-ordinated operations: co-ordinated management of water will be essential to 
the successful operation of solutions. This working group, supported by the Baringa Mott-
MacDonald consultancy study, is to identify barriers to co-ordinated operations primarily 
in England (work is yet to be undertaken on looking at the interests of Wales) involving 
two or more companies and to determine immediate and longer-term actions that may be 
needed to overcome them.  

In parallel with this consultation, we are reviewing the progress made in the working groups 
and exploring what the best structure might be for our next steps. The integrated nature of 
the policy issues and the priorities we jointly agree upon make a review of our working 
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arrangements a helpful exercise at this point. We will discuss any proposed changes to the 
structure outlined above with the working group members. 

In addition, the Environment Agency, in conjunction with Natural England, NRW and RAPID, 
has established a dedicated Environmental Regulations task and finish group with industry 
stakeholders to assess issues with respect to each solution and suitable mitigation measures.  

1.6 RAPID Regulatory and commercial framework discussion 
document 

In June 2021 we published our discussion document on the regulatory and commercial 
framework. We set out a number of potential regulatory gaps and barriers and sought 
feedback from stakeholders.  It set out that for the most part we are looking to build on 
existing arrangements, providing additional detail and clarification as required.  In other 
areas, we are looking to develop new approaches based on established regulatory concepts 
and principles.  

Four broad themes were discussed, along with commercial aspects.  In this consultation 
document we build on these themes, taking into account responses to the discussion 
document and setting out our latest thinking and providing policy options.  A summary of our 
updated views based on responses to the discussion document are set out below: 

• Uncertainty over rights to water, risk of stranding and security of supply obligations.  
There are a number of areas where the lack of clarity around rights to water could impede 
the development of shared water resources or large scale water transfer.  Some of the 
issues identified include: 

o Abstraction rights – rights cannot be reserved.  The lack of certainty around key 
rights and permissions until significant capital has been sunk is considered a 
major risk of stranded investment. 

o The allocation of rights to shared water resources – If rights are considered 
interruptible during times of system stress recipients of the water cannot rely upon 
its availability when needed.  This acts as a disincentive to shared resource 
development and transfers.   

o The allocation of risk of shared resources – It is important that there is an 
appropriate allocation of risk over the lifecycle of the project.  Inappropriate 
allocation of risks between parties and across different solutions may distort 
decision making to the detriment of some customers.   

 
• Clarity of environmental quality regulation requirements.  There is a complex suite of 

regulations to protect and improve the natural environment.  These include regulations to 
prevent the transfer of invasive non-native species between water bodies and rules to 
protect water bodies from deterioration. Most of the strategic resource options have 
significant issues to overcome in relation to these regulations.  In developing solutions 



localised issues need to be taken into account and weighed against the wider societal and 
environmental benefits to ensure that we don't prevent solutions from progressing which 
may have overall more substantive benefits, particularly where more localised issues can 
be mitigated and managed or offset.  These are difficult policy trade-offs that need to be 
resolved.  
 

• Wholesomeness and customer acceptability of drinking water.  Drinking water quality 
regulation requires that water is wholesome, which includes being acceptable to 
customers.  The introduction of new sources, mixing of water types or transfer of water 
has a number of risks to drinking water quality although these can be mitigated in a 
number of ways depending on the specific challenge; whether it be through customer 
engagement, additional treatment or conditioning, and operational controls to introduce 
new water in a managed way.  Risk assessments should be carried out before any 
significant change, and compliance with drinking water quality regulation can be verified 
once new arrangements are in supply.  Depending on the scale of the change these 
measures may be more involved and require appropriate time to plan, therefore it would 
be prudent to identify these situations early in the solution development. 

• Potential missing or misaligned incentives to drive the correct behaviours and 
outcomes.  There are limited incentives to reward companies for identifying the best 
portfolio of supply-side interventions.   

o The regulatory framework places financial incentives separately for delivery of 
demand-side and supply-side options which may distort decision making in that 
the outcomes may have unintended consequences. 

o Regional solutions may be considered to be riskier and may provide a different 
distribution of benefits to water company shareholders, making joint solutions look 
less attractive to one or more parties. 

o We need to understand how the costs, benefits and risks of joint solutions might be 
shared across customers, investors, communities, and the environment.   

o Third party development and potentially in some cases ownership of solutions 
provides opportunities to secure greater benefits through the delivery and 
operation of the projects, but potentially creates gaps in the regulatory framework 
with respect to enforcement of drinking water quality issues. 

We received 13 responses to the June discussion document.  The responses were broadly 
supportive of our approach, although individual stakeholders provided specific comments 
and suggestions including around the allocation of rights, the risk of stranded assets and the 
gaps relating to the development of multi-party/multi-sector solutions. 

A summary of responses is provided in Appendix 1. 
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2. Policy options 

Our aim is to develop a framework which delivers the best outcomes in the best interests of 
water users, society, and the environment through: 

• The evaluation of a portfolio of options – delivering resources in the right place at the 
right time (including planning and incentives to choose the right investments).  For 
example, do companies make higher returns or bear less risk from some types of 
infrastructure than others?  How do we ensure that companies are incentivised to develop 
the solutions which in the long-term offer the greatest benefits? 
 

• Delivering best value solutions – linking to the different models for funding investments, 
the allocation of risk between parties and customers/users under those models, and 
ensuring that the intended outcomes of the investment are delivered (i.e., how do you 
procure and construct solutions)? How do you ensure that companies are incentivised to 
choose the most appropriate delivery models for the projects and select those with the 
optimum outcome for customers/users/society (best value)? 

 
• Optimising the water systems through effective operational management – the co-

ordination of operational decision making and protections for customers/users to ensure 
that resources are managed effectively and are in the right place at the right time – this 
links to outcomes, incentives, the commercial contracts, and operating arrangements, 
both in how the solutions are set up and then how they respond to changes over their 
lifetime. 

We want to ensure that opportunities are not foreclosed by the policy choices that we 
make.  This includes collaboration beyond the water sector, where we have 
commissioned consultants, CEPA to advise on suitable commercial models. 

In this chapter, we set out policy options. We have structured the policy areas to broadly align 
with the lifecycle of new infrastructure solutions: 

• Planning for long-term outcomes, which links to the water resources planning process 
and the development of regional and local plans 

• Development activities, including the solution feasibility work, procurement of solutions 
• Construction, including the allocation of risks and commercial models 
• Service delivery and operations 
• Future proofing of our frameworks 

  



2.1 Planning for long-term outcomes 

2.1.1 Best value/aligning incentives 

The National Framework and regional group process, along with the updated WRMP 
guidance, has led to significant improvements in the water resource planning process, with 
more collaboration evident. Together with the new funding model introduced at PR19 and the 
gated process overseen by RAPID, existing and new potential solutions are being more 
thoroughly considered which will lead to better value outcomes as decisions are taken over 
which solutions to progress. 

Within this framework, the onus is on the water companies and regional groups to produce 
the best value plans, engaging extensively with stakeholders to ensure that they take 
account of all relevant information including interactions beyond the water sector.  Ofwat set 
out in their PR24 May consultation5 some considerations on best value planning and how to 
achieve this. 

PR246 is building on this framework by requiring that companies position their five-year 
business plans in the context of long-term delivery strategies.  Ofwat has recently published 
a discussion document on these long-term strategies and common reference scenarios that 
they will need to consider. The strategies will bring together all the strategic planning 
frameworks, including WRMPs, and express key enhancement activities as adaptive 
pathways.  The strategy as a whole should be tested against a range of scenarios, including 
the common reference scenarios.  

We recognise that companies may currently face incentives which favour particular types of 
solutions, or have perverse incentives/unintended consequences, for example: 

• within-company options that are independent of others. For example, local supply 
development rather than transfers 

• those that are within their own control. For example, infrastructure intended purely for 
public water supply in one company 

• types of options eligible for enhancement allowances  

This could suggest a bias against planning for solutions likely to be procured through Direct 
Procurement for Customers (DPC), against better use of existing assets or changes to 
operational practice, and against reliance on imports, multi-sector options, services provided 
by others or nature-based solutions.  Whilst these incentives may have a financial element, 
they are arguably also embedded in the culture of the sector which appears to be changing.   

The implication of this is that companies may face incentives (e.g., attracted to RCV growth) 
to give particular emphasis to some types of project and/or to be less innovative or ambitious, 

 
5 PR24 and beyond: Creating tomorrow, together - Ofwat 
6 PR24-and-beyond-Long-term-delivery-strategies-and-common-reference-scenarios.pdf (ofwat.gov.uk)  

https://www.ofwat.gov.uk/consultation/pr24-and-beyond-creating-tomorrow-together/
https://www.ofwat.gov.uk/wp-content/uploads/2021/11/PR24-and-beyond-Long-term-delivery-strategies-and-common-reference-scenarios.pdf


The regulatory and commercial framework for strategic water resource solutions – a consultation 

15 

which could lead plans to diverge from the mix of solutions that represents best value.  It is 
therefore important that any perverse incentives are addressed to improve coherence with 
our aim of best value long-term planning.  

The PR24 process provides an opportunity to address each of these issues, for example 
through adjusting the incentives relating to DPC, and developing new approaches for dealing 
with enhancement costs associated with trading, so this should not detract from planning for 
best value.  This will include promoting the most appropriate solutions for the circumstances, 
whether that involves nature-based approaches, strategic interconnection, innovative ideas, 
or more traditional solutions, and recognising the value in developing options and taking 
decisions at the right time. 

Within RAPID, we have not developed options for dealing with all these barriers mentioned 
above but we have instead focused on the water trading incentives, including how imports 
are addressed in price controls.  This is discussed further in sections 2.2.3.  We are also 
working with the sector to develop approaches to promote multi-sector projects where this 
can provide better value than solutions focused solely on public water supplies.  This is 
discussed further in section 2.2.4. 

Questions for stakeholders 

• Are there other barriers and challenges to best value planning that have not already 
been identified in the May consultation on PR24 or that apply differently to the types of 
solutions being considered by RAPID? What needs to be done to address these issues? 

 

  



2.2 Development activities 

2.2.1 Supporting new strategic solutions beyond the existing solutions  

The PR19 provision of funding for the development of multiple strategic water resource 
solutions together with the RAPID gated process, has been successful in progressing the 
delivery of infrastructure.  This was recognised in the responses to our June discussion 
document. There may, however, be other ways in future of delivering this outcome but at 
lower cost. 

Developing a regulatory and commercial framework for the timely delivery of strategic water 
resources infrastructure is a key role of RAPID. Successfully addressing barriers and gaps and 
aligning incentives to support delivery of strategic water resource solutions could impact the 
scale of regulatory intervention required in future i.e., beyond the existing RAPID solutions. 

While a gated process can help to drive and monitor a solution’s progress, it can be resource 
intensive, both for companies and for RAPID. Consideration is required as to whether it is 
required in future. It’s important to note that the scale of future infrastructure required will 
be dependent on progress of existing solutions and the quantum of water supply delivered, 
together with demand side initiatives. There are a number of options regarding future 
regulatory intervention: 

• Existing RAPID gated process with streamlined gates 
o Our aspiration is that, should it be required in future, there is a more streamlined 

approach to the gated process. A more streamlined approach could involve 
reducing the level of detail required in submissions ahead of gateways, or a move 
to check-point meetings rather than set-piece gates.  A streamlined approach 
could be an interim step prior to the future removal of the gated process. 

• Development of financial incentives 
o An alternative approach to the gated process of progressing infrastructure, at 

lower cost and with less regulatory oversight could be through effective financial 
incentives, together with other measures to ensure that the collaboration 
delivered by RAPID is not diminished. 

At this stage we propose that the option for a future gated process for investments beyond 
the current solutions should be kept open.  A decision should be made when the scale of 
future investment required is better understood and learning from the current gated process 
for existing RAPID solutions has been fully captured. 

2.2.2 Procurement of new infrastructure  

As set out in our June discussion document, it is important that the substantial investments 
that will be required to meet future water resource needs, which are often characterised by 
high costs or complexity, are efficiently procured and delivered. 
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We see competitive tendering for delivery as being just as applicable to strategic water 
resource solutions as to a single water company project.  We expect that, the major 
components of these projects that are sufficiently large and separable will be procured by 
DPC (or in England Special Infrastructure Projects Regime (SIPR)) where applicable. We also 
note that it may be necessary to explore alternative models in Wales. 

As part of developing their procurement strategy, solution sponsors are expected to assess 
the suite of delivery routes available and prepare value for money analysis on the best value 
option for customers. In Wales we would expect this assessment to include its commitment 
to complying with Welsh legislative and policy framework, for example the requirement for 
procurements to focus on supporting local skills development.  We require companies’ 
submissions for Gate 3 (or earlier depending on project timings) to include a strategic 
business case for using DPC or SIPR as appropriate, alongside comparisons with alternative 
procurement options.  Components of solutions that are not separable, or lack sufficient 
scale, could be delivered by water companies under the traditional price control model.  

In some cases, where solutions involve multiple water companies (such as trade of water 
from one or more companies to others, or a reservoir used by multiple companies), there may 
be a choice of options for who competitively tenders the solutions:  

• the provider/exporting company/company where the assets are located  
• the importing/beneficiary company  
• a joint venture between them 
• a third party 
• hybrid option where one company leads procurement with defined involvement from the 

others  

Each of these options have advantages and disadvantages, which may vary depending on the 
characteristics of the project. 

Provider:  advantages include that the provider is likely to have best local knowledge and 
relationships, better able to integrate the design with its existing system, best placed to take 
ownership after the Competitively Appointed Provider (CAP) contract ends and would be 
relatively straightforward to regulate.  However, important disadvantages are that It would be 
less affected by the outcome of delivery so face weaker incentives to facilitate delivery of 
efficient trades and may not want to enable alternative sources which benefit other parties.  

Beneficiary: has most at stake in securing the best outcome and should be best able to 
specify the outcomes sought, whilst also being relatively straightforward to regulate.  
Disadvantages are the opposite of the advantages for the provider model and that it may be 
reluctant to facilitate alternative uses which could compete with its own use of the asset.  

Joint venture of water companies: could have the advantage of combining the interests and 
expertise of provider and beneficiary; but on the downside may be more complicated to 
regulate, especially if it is an incorporated joint venture as it will be unlicensed and hence not 



subject to regulation directly from Ofwat or DWI.  It may be possible to regulate through the 
parent companies but this adds complexity because there would be a need to ensure 
appropriate pass-through of licence obligations. One way of doing this could be through 
undertakings. 

Third party: a third party which is not the water company (may be a company which 
specialises in procurement) would run the procurement, this may allow incumbent water 
companies to bid.  However, there is still a need for a water company to contract with the 
CAP. This is because costs will need to be recovered from customers to pay a CAP and only 
water companies are able to do this.  As yet, this is not a fully developed option: it is being 
considered in PR24 as a potential option across all DPC projects and would be relevant for 
solutions if adopted as an option more generally. 

Hybrid option: potential alternative where one water company takes the lead but with explicit 
contractual involvement of the other involved companies.  This could provide a way to take 
the best elements of the beneficiary/provider models and mitigate the concerns. 

Having considered these alternatives, we do not see a particular requirement for the same 
approach to be taken for all solutions.  We therefore propose that the strategic water 
resource solutions should develop their own proposals for which approach should be taken 
and expect sponsors to demonstrate why a particular procurement model represents best 
value based on the nature of the individual solution, considering the implications for risk 
allocation and management.  This flexibility was supported by respondents to our June 
discussion document.  Where one water company is to lead the procurement, the solution 
sponsors will need to demonstrate how the involvement of other companies will be secured, 
why the lead company is best placed and how its interests align with the best outcome for 
customers, society, and the environment.  They will need to set out what happens after the 
CAP contract ends. 

If the sponsors propose a model involving a joint venture or third party running the 
procurement, they would need to address these questions as well as explaining how the joint 
venture or third party can be effectively regulated, and any process envisaged for dispute 
resolution.  

2.2.3 Water Trading Incentives 

Water trading is where water companies or third parties buy water from each other. They can 
be for raw or treated water. Most current water trades between water companies were 
agreed before privatisation, and amount to only 4 to 5% of water going into supply.  

To support new trades between water companies, Ofwat introduced a new set of financial 
incentives at PR14 which were retained at PR19. The new incentive allowed exporting 
companies to retain a greater share of the profits for new trades. To address a concern that 
companies were reluctant to acquire water that they hadn’t developed themselves, Ofwat 
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also introduced a new incentive for companies to import water via trades, allowing them to 
retain some of the savings that they made by doing so.  The incentive takes the form of a one-
off financial adjustment derived from a forecast of future profits.  

In addition to the incentives, Welsh Government expectations are that any proposal for a new 
(or modification to an existing) water transfer agreement from a water resource zone in 
Wales to a water resource zone in England, or a water resource source which might be 
transferred through Wales should be subject to a detailed analysis and explanation of the 
following:  

• the economic, environmental and wider benefits for Welsh citizens 
• any risk of deterioration of Water Framework Directive Regulations water body status 

and/or causing any adverse effects to designated sites or in the catchment and/or 
preventing biodiversity and resilience of ecosystems, within the areas / water resource 
zones affected by its implementation in Wales 

• that planned to at least resilience of at least 1:500 drought conditions for those resource 
zones affected by trading bulk agreement by time of implementation of the transfer/bulk 
agreement– thus ensuring they will not have an adverse effect on the resilience of water 
supplies for Welsh consumers or the environment 

• there is sufficient water in the donor water resource zone at no additional cost for current 
and potential future users in Wales (allowing for economic growth and development), 
including private water supplies and all other cross sector water use 

• Wales has statutory targets to reduce greenhouse gases, therefore proposals should 
include an assessment of their carbon impact in Wales from the outset7. 

There are differing approaches to incentives we could take, and these are discussed below. 

Current approach: the water trading incentive allows exporters to retain 50% of the lifetime 
economic profits (that is, the profits over and above the normal return on capital invested) for 
all new qualifying trades. Importers benefit from an import incentive of 5% of the costs of 
water imported under new agreements. The export incentive is capped at 100% of the 
economic profit for the years the export operates in the control period. The import incentive 
is capped at 0.1% of the importer’s wholesale water revenue in each year of the control 
period. The trade must comply with an Ofwat-approved trading and procurement code which 
ensures that only economically and environmentally beneficial trades receive an incentive 
payment. Trades are assessed as part of the price review, and reflecting this, payments are 
made in subsequent review periods. 

Adapted approach: one option could be to apply the trading incentive in an adapted form as 
it has been to Havant Thicket reservoir, the incentive applies after its construction. There are 
two key adaptations, the first is that, in principle (and subject to certain conditions being 

 

7 Enquiries should be addressed to decarbonisationmailbox.@gov.wales 

 

mailto:decarbonisationmailbox.@gov.wales


met), Ofwat has already stated that the incentive will apply. This provides the trading parties 
with a degree of comfort that they would not normally expect. Ordinarily, Ofwat would assess 
whether a trade would qualify for the incentive once it has already become operational. The 
second is that the incentives are profiled over the 80-year lifetime of the bulk supply 
agreement rather than being received upfront.  

In our June discussion document, we stated that we consider that the key principles 
underpinning the existing water trading incentive (and NERA’s alternative), that the 
exporting company should be incentivised to trade, and the importing company should at 
least be able to recover its costs, are relevant for RAPID solutions as well as smaller trades.  
We said that we will work with Ofwat and wider stakeholders on how any trading incentive, or 
potential alternative, might be applied to RAPID solutions. Responses to the discussion 
document were largely supportive of our approach. Ofwat has stated that it is likely to retain 
water trading incentives as part of PR248.   

Trades undertaken through RAPID solutions are likely to have features that differ from typical 
water trades. They are likely to be more complex in nature. They are likely to be linked to the 
construction of significant new infrastructure to facilitate the trade. And they may be linked 
to long-term contracts. In order to incentivise the right behaviours for a water company 
entering into new trades as part of a RAPID solution, a suite of incentives is likely to be 
required, and this may include a trading incentive which incentivises both new and ongoing 
trades in the context of a co-ordinated system of trading.   

Although the current form of the trading incentive may be appropriate for many schemes, 
the differing features of RAPID solutions may require any incentive to trade to take a different 
form. However, to ensure a level playing field for inter-company trades, any new incentive 
would need to be designed in such a way as that it could apply to all types of trade between 
water companies, not just for RAPID solutions alone.  

New approach: any new incentive would need to ensure that the way in which it is calculated 
balances the incentive for companies to trade against the management of risks:  

• solution delivery is most directly incentivised through a one-off calculation, which 
permits higher regulatory certainty; the exporter's customers should be protected from 
volume risk (i.e., the extent to which the RAPID solution is used), which should instead be 
largely borne by the importer or its customers 

• any incentives for ongoing optimising of trading, including as part of a co-ordinated 
system, are best treated as an adjustment at each price review. Ongoing adjustments are 
important for managing volume risk, given that volumes for many RAPID solutions are 
highly weather dependent. It would only be effective at incentivising solution delivery if 
there are limits on the extent to which it is expected to be respecified at each price 
review.  

 
8  PR24 and beyond: creating tomorrow together (p.76): "We are likely to retain… water trading incentives." 

https://www.ofwat.gov.uk/publication/pr24-and-beyond-creating-tomorrow-together/
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The NERA bulk supply study recommended an exporter's incentive take the form of a mark-up 
on the costs of the trade. It proposed a mark-up that reflected the benefit of the trade (e.g., 
relative to the price of their next best water resource option). This aligns the incentive with 
optimal outcomes, though is complex to establish and calibrate. 

An alternative approach might be to consider ways in which the current trading incentive 
might be adapted to better suit the challenges of more complex longer-term trades. 

2.2.4 Securing investment and efficiency  

We recognise that there are a range of regulatory issues which may impact on the 
investability of solutions that need to be addressed across partner regulators.  There needs to 
be consideration as to when remuneration for building assets should be at risk, and how 
Ofwat should incentivise companies to deliver solutions which are in the best interests of 
customers, balancing demand side solutions with supply side ones. Further we also 
acknowledge that there may be trade-offs between customers and other users of solutions 
not least in reflecting actual demand.   

At PR199, Ofwat drew a distinction between investment in water resources assets before and 
after 1 April 2020.  Beyond that date, recognising the possibility of competitive entry or other 
uncertainties, there is the potential for exposure to risk should future investments by the 
water companies turn out not to be needed to the extent anticipated. Competitive entry was 
anticipated to take the form of bilateral markets, which is the market model in England 
where, subject to commencement of legislation, third parties trade water resources directly 
with retailers in the business market.  

Ofwat stated as part of its May 2021 PR24 consultation10 that it did not anticipate bilateral 
markets coming into effect before 2030, because interest is limited. Despite this, there 
appears to be a perception of risk from water resource investment in part due to changes in 
the resilience standard that regional groups and companies are now planning to meet. With a 
standard of securing supplies against a 1 in 500 year drought, it is more likely that, for 
example in a 5 year period, particular assets could appear not to be needed even though they 
may be necessary to meet the resilience standard.  It appears that, at a minimum, it would 
be helpful to clarify that the relevant test is the resilience standard that companies are 
required to apply and not the out-turn utilisation in a particular year. We recognise that 
significant investment in water resources infrastructure is needed in the coming years and 
there is therefore value in reducing actual (or perceived) barriers to investment and ensuring 
that the required projects are financeable. We note that experience with DPC and Havant 
Thicket demonstrates that investors can be given reassurance that recovery of efficient costs 
is not at a risk. This model can be adopted where the balance of risk between customers and 

 
9 Delivering Water 2020: Our final methodology for the 2019 price review. Appendix 5: Water resources control - 
Ofwat 
10 PR24 and beyond: Creating tomorrow, together - Ofwat 

https://www.ofwat.gov.uk/publication/delivering-water-2020-final-methodology-2019-price-review-appendix-5-water-resources-control/
https://www.ofwat.gov.uk/publication/delivering-water-2020-final-methodology-2019-price-review-appendix-5-water-resources-control/
https://www.ofwat.gov.uk/publication/pr24-and-beyond-creating-tomorrow-together/


companies is clear and solutions demonstrate strength of the demand requirement over 
time.  It may be appropriate to have different models for projects at the margin. 

As noted in section 2.1 above, we also note that water companies may face incentives to plan 
for more investment than is needed (to secure increased allowances and hence revenue 
through the price control) or for a different mix of investments than would represent best 
value.  While these issues are being addressed, it may be in customers’ interests for some of 
the risk of poor investment decisions to remain with shareholders rather than it all sitting 
with customers.  Equally, where there are different customers (for example agricultural or 
industrial customers) then apportioning risk across users of the resources will be important 
to ensure public water supply customers aren't cross subsidising other users. 

A number of additional factors may be relevant, including: 

• As noted in section 2.5 below, given the long life of water resource assets, the 
circumstances in which they are operated may turn out to be different from those 
envisaged when they were planned. Companies should then have an incentive or 
obligation to continue to optimise how their assets are used and minimise the risk of 
stranding assets/scenarios of low utilisation, which may include reallocation of resources 
to better balance supply and demand and could even go to investigating new trades. 
 

• For multi-sector assets or contracts, we need to consider allocation of risk not only 
between the water company and its customers but also other users (e.g., farmers or 
industrial users).  In general, we would not expect public water supply customers to carry 
risk for other sectors unless they are fully compensated for this. 
 

• While Ofwat does not anticipate the bilateral market for water in England coming into 
effect before PR29, there is still scope for competitive provision of water resources in 
future (including through the bidding market) and we would not want to hinder that. 
 

• The current policy for DPC provides investors with confidence of cost recovery for the 
development and delivery of a project.  This may be more attractive to water companies as 
they then do not face risk to this element of RCV.  However, it is not clear whether this 
outweighs other disincentives (lack of RCV growth/neutral impact upon companies for 
delivering a DPC scheme) and it would appear better to seek to avoid unintended biases 
and ensure that companies were agnostic to the delivery model being selected. 

In the light of these considerations, and to drive the right behaviours for example for the 
company to progress demand-side low capital intensive solutions and maintain cost 
efficiency for delivery of larger more capital intensive schemes, the policy options may 
include the following: 

• retain the current policy, perhaps with further clarification of how it would apply for 
assets to meet the resilience standard 
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• find an alternative way to allocate risk appropriately between companies and customers, 
for example through incentives for best value 

• provide additional assurance of recovery of efficient costs, perhaps on a bespoke basis for 
particular assets, with more detailed scrutiny in advance and obligations or contractual 
commitments to continue to optimise the use of the assets 

This policy area was not covered in detail in the June discussion document. We now welcome 
views on these options (or any others) and in particular on how they would support best value 
outcomes, including any differences for alternative procurement models or multi-sector 
projects.  This will then inform our recommendations to Ofwat, which will then consult and 
decide on the approach to be taken through the PR24 methodology.  

2.2.5 Other regulatory barriers to securing investment  

The water companies have identified, jointly with the environmental regulators, some 
regulatory issues which may prevent the solutions in the RAPID programme progressing or 
may affect choices of the optimal programme from an environmental and water security 
perspective.  A number of these are covered by legislation which require the environmental 
regulators to take a precautionary approach11. 

Understanding these environmental barriers and taking decisions around them that take 
account of trade-offs and provide the best national outcome is essential for delivery of RAPID 
solutions so that the solutions that have the most positive environmental impacts overall are 
taken forward.   

In our June discussion document, we set out that any transfer of water will be subject to 
legislation governing the abstraction of water from the source and the discharge of water, 
including operating agreements.  We also highlighted the establishment of the 
Environmental Regulations task and finish group.  There was widespread support for the 
establishment of this group. The Environmental Regulations task and finish group has been 
established by the Environment Agency working with Natural Resources Wales, Natural 
England, representatives from the water companies developing RAPID solutions, regional 
groups and RAPID. It is focusing on fully understanding the risks of environmental regulation 
and policy associated with RAPID solutions from all perspectives and testing interpretation of 
existing legislation and policies to consider whether changes are required, either in 
approach or in the policy itself, to deliver the best environmental outcomes. 

The output of the group is a high-level risk assessment of aspects of the regulatory 
framework and their impact on solution delivery from the solution developer’s perspective. 
This has informed the development of a programme of work to review aspects of the 

 
11 The 1992 Rio Declaration defines the precautionary principle as follows: "where there are threats of serious or 
irreversible environmental damage, a lack of full scientific certainty shall not be used as a reason for postponing 
cost-effective measures to prevent environmental degradation."  



regulatory framework. This aims to improve clarity, understanding and enhance 
opportunities to deliver RAPID solutions whilst maintaining existing environmental 
protections and ambition12 as well as protection for customers and society's future wellbeing. 

The results including actions and proposed timetable for delivery which have been shared 
with the group are set out below in table 1. 

Table 1 
Risk to 

solution 
delivery* 

Policy/position Action By when/who** 

High 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Low 

Water transfers that may 
impact upon a Habitats 

Directive site 

New advice note confirming role of 
Regional Groups in safeguarding water 

for European sites now and in the 
future. 

Position on functional linkage of land. 

Early 2022 
(Natural 

England/Natural 
Resources 

Wales) 
Exemption to meeting 

RBMP objectives 
Develop technical criteria required to 

meet Regulation 19 tests 
Spring 2022 

(Environment 
Agency) 

 
Approach to capping 
abstraction licence 

quantities 

Develop new position to clarify 
approach 

 

November/ 
December 2021 
(Environment 

Agency) 
Requirements of specific 

Welsh regulations 
No changes proposed n/a 

INNS position statement No significant changes proposed. 
Clarification that Regulation 19 cannot 
be applied to impacts caused by INNS  

December 2021 
(Environment 

Agency) 
No transfers that would 
place a water resource 
zone in supply deficit 

No changes proposed n/a 

Reserving water for 
future use 

New approach proposed December 2022 
(Environment 

Agency) 
Augmentation to mitigate 

abstraction impacts is 
deemed unsustainable 

No significant changes proposed.  
Clarify position in existing ground 

water protection position statements. 

December 2022 
(Environment 

Agency) 

*From solution developers’ perspective. ** Note: Most actions only apply to England. NRW indicates when they 
also apply to Wales.  

The policies and positions set out above have been highlighted by water companies as 
important to the delivery of RAPID solutions and wider benefits. We are seeking views as to 
whether the pathway for resolution of these policies meets the requirements of stakeholders 
and whether there are any other issues which need to be addressed. 

Additional detail regarding the policies and positions is provided in Appendix 2: 

 
12 For England as outlined in ‘A green Future: Our 25 Year Plan to Improve the Environment’ 2018. For Wales as 
outlined in the Water Strategy for Wales. 
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Water companies must also comply with the requirements of the Water Industry Act 1991 and 
the Drinking Water Quality Regulations13. These requirements include a duty to: 

• ensure that all water supplied to premises for domestic purposes (drinking, cooking, 
washing, central heating and sanitary purposes) or for food production purposes, is 
wholesome at the time of supply, meaning that it meets the standards set out in the 
Drinking Water Quality Regulations. These include standards to ensure water does not 
contain substances that are harmful to health and regarding acceptability of water to 
consumers. 
 

• so far as reasonably practicable, ensure, in relation to each source or combination of 
sources there is, in general, no deterioration in the quality of the drinking water, which is 
supplied from time to time from that source or combination of sources. 

We have been engaging with the DWI regarding any barriers within the drinking water quality 
regulatory framework which may prevent optimal outcomes and/ or which interact with other 
regulatory issues. 

The DWI expect that the risk of any consumer acceptability complaints due to changes in 
water supply source can be significantly reduced if companies effectively communicate with 
customers to explain the reason and nature of any changes and to provide reassurance that 
changes provide no risk to health. 

Water companies need to provide the investor community with confidence that assets are 
unlikely to be high risk due to rejection of water by consumers and enforcement from the 
DWI. If a company has taken reasonable measures to mitigate the risks around customer 
acceptability, it is anticipated that the risk of enforcement due to customer rejection is lower. 

However, to provide assurance and guidance, RAPID with DWI plan to develop a principles 
framework that sets out how water companies can mitigate water acceptability issues and 
determine how they could be included in the assessment process. 

The DWI has partnered with the Consumer Council for Water (CCW) to undertake a research 
project to understand public perception of water recycling for drinking water use. This 
project is planned to commence in winter 2021/22 and will have a duration of 6 months. 

The objectives of the research project are: 

• literature review summary of current published social science studies on public 
acceptance of water recycling 

• undertake a social science study of public perceptions of water recycling for both indirect 
and direct concepts 

 
13 Water Supply (Water Quality) Regulations 2016 in respect of any water undertaker whose area is wholly or mainly 
in England and the Water Supply (Water Quality) Regulations 2018 in respect of any water undertaker whose area 
is wholly or mainly in Wales. 



• determine the influence of public acceptability of water recycling if environmental buffers 
or engineered storage are in place 

• determine the influence of terminology on public acceptability of water recycling 
• establish if demographic or social factors have an impact on the public perception of 

water recycling 
• establish the impact of information and education with respect to public acceptability of 

water recycling and assess the journey from uninformed to informed including 
information on the extent of water recycling currently and consumer awareness of it. 

A final report will be produced with recommendations and strategies to inform the public on 
water recycling. This will include models and approaches for engaging both the public and 
media. 

Questions for stakeholders 

• Should the option for a future gated process for new strategic resource solutions be kept 
open at this stage? If additional regulatory intervention is required, which is the preferred 
option proposed? 

• Are there other approaches for procurement we should consider, or other pros and cons?  
Do you prefer one approach and if so what and why?  

• What is your view on the policy options set out (or any others) to incentivise water 
trading?  

• How should we incentivise companies to deliver the optimum solutions in particular how 
they would support best value outcomes, including any differences for alternative 
procurement models or multi-sector projects? What incentives should be applied to 
assets where there may be low utilisation and how should stranding risk of strategic water 
resource options be managed? 

• Does the pathway for resolution of environmental barriers meet the requirements of 
stakeholders and are there other environmental or water quality issues that need to be 
considered?  
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2.3 Construction 

2.3.1 Extending RAPID’s role beyond Gate 5 into the construction phase  

Beyond 2025, strategic water resource solutions that have completed the RAPID gated 
process will move from the development phase and enter the delivery/construction phase. In 
our June discussion document, we stated that, given the collective scale of the projects, 
consideration is required for the extent to which, and in what form, continued regulatory 
oversight will add value. In their responses to the discussion document some companies 
highlighted RAPID’s value as a central facilitator and driver of infrastructure development. 

Ofwat does not normally intervene during the construction phase of projects, however it does 
have an oversight role in the construction phase of DPC projects to ensure best value for 
customers. There can also, be separate performance commitments for a programme of 
projects or large projects such as Havant Thicket reservoir. There may be a requirement to 
report against these. Experience with Havant Thicket indicates that more engagement on 
projects may be helpful in navigating permissions. The Environment Agency’s (and NRW’s) 
role in the construction of new major infrastructure is related to the planning, consenting 
and design process and its responsibilities to assess progress of WRMP delivery. The DWI has 
an ongoing role in projects where water supply must meet the requirements of 
wholesomeness, including customer acceptability, as defined in the drinking water 
regulations in order for new water sources to be accepted into the distribution network. 

We envisage therefore that all partner regulators are likely to require oversight of projects 
due to their approval and regulatory roles. We are seeking views on whether a more co-
ordinated approach through RAPID, including all partner regulators, plus NRW and NE, might 
be advantageous/preferable and the degree of partner regulator involvement. We have 
identified three options for oversight during the construction phase and RAPID's role in this: 

Option 1: minimal involvement, no regular formal cross-regulator engagement. This would 
require modest resources to provide oversight from Ofwat the environmental regulators, and 
DWI due to their role in decision making on projects, for example, in DPC and acceptance 
testing. 

• As this option relies on current resources within partner regulators and NRW it is likely to 
be lowest cost.  However, resources may be thinly spread as there is no direct allocation of 
resources within partner regulators for RAPID solutions and this activity would need to 
absorbed within existing capacity.  There is a risk that the collaboration that has been 
developed through RAPID and widely recognised to be delivering benefits will be lost 
leading to more siloed and inconsistent decision making.  

Option 2: enhanced co-ordination but still reliant on resources within partner regulators and 
NRW (i.e., a non-RAPID solution). There will be some oversight of construction through 



regular formal meetings with representatives from the different regulators. Ofwat already has 
a model of joint regulatory oversight alongside other regulators for the Thames Tideway 
Tunnel (TTT) project. 

• This option is likely to be more resource intensive than option 1, requiring more dedicated 
resources within partner regulators. It will therefore be marginally more expensive than 
option 1.  The enhanced co-ordination may mitigate an element of the risks to 
collaboration identified in option 1. 

Option 3: RAPID lite. We will continue with some of the governance around the solutions (i.e., 
a RAPID solution). 

• A co-ordinated approach through RAPID may provide the advantage of allowing the 
partner regulators to keep better abreast with progress on the solutions and ensure they 
have all the necessary up to date information to make decisions required of them. These 
decisions may span areas such as approval from the Environment Agency (and NRW) on 
environmental management of solutions during the construction phase in line with 
consents or permits, and approval from the DWI on the acceptability of new infrastructure 
into the water network. This oversight role may allow potential issues and barriers to be 
identified early.  
 
This however is likely to be the highest cost option with an on-going role for RAPID. In 
addition, time commitments will also still be required by each partner regulator to attend 
regular meetings and keep up to speed with developments.  Another consideration would 
be ensuring that governance associated with the RAPID lite option does not cut across 
existing partner regulator responsibilities and governance arrangements. 
 

• Ofwat and the partner regulators are likely to seek to increase collaboration in the future, 
and this option would help to maintain relationships. The RAPID lite option may be more 
efficient than diverting partner regulator staff away from their existing duties and 
responsibilities to work on regulatory oversight for solutions.  

We will undertake further work on scoping out the detail of the regulatory oversight required 
during the construction phase of solutions, the requirements from the partner regulators, 
and the implementation of the potential options set out above. 

The scale of ongoing regulatory oversight required for individual solutions will also be 
dependent on areas such as the cost of the solution, its complexity, the procurement 
strategy, the specific commercial arrangements in place, and the numbers of parties 
involved. More expensive and complex solutions would require more oversight, for example 
experience with TTT suggests that a potential CAP may see benefits from having direct 
engagement with regulators through a liaison committee. Therefore, a risk assessment of 
each solution regarding the ongoing regulatory oversight required could be undertaken after 
Gate 3, when the procurement strategy for the solution has been confirmed. This should 
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ensure that any ongoing regulatory oversight for an individual solution should always be 
proportionate and add value. 

2.3.2 Risk allocation between partners 

We have outlined a number of commercial models which may be relevant for the delivery of 
the RAPID solutions.  The next phase of development will be to ensure that the risk allocation 
between the different parties on a project is clearly aligned.  The basis of risk allocation 
should reflect where the risk is best able to be efficiently managed.  Ofwat is developing a 
guidance note for projects using the DPC framework and intend to set out a more 
standardised basis for risk allocation between appointee business, a CAP, and customers.  A 
model for risk allocation is set out below in figure 1. 

Figure 1. Risk allocation 

 

 

  

 

 

 

 

Where the balance of power between the two companies is fairly even, the risk allocation 
process across the yellow line can be left to negotiation between the companies.  Where 
there are multiple companies negotiating this is less clear.  Where company incentives are 
aligned with customers, this may work for the purple line as well.   

We therefore propose that regulatory intervention is needed to design appropriate incentives 
and ensure that the balance of power is equal and ensure one company doesn't have leverage 
over the other company to force it to take more risk than it might ordinarily (yellow lines).  We 
also expect to check transfer of risk to customers etc (blue and green lines) as companies 
may not have incentives to agree fair allocation between different sets of users.  We explain in 
a later section the advantages of standardisation and how it may help with the allocation of 
risks and ensuring best value outcomes are achieved. 
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Where there are multiple appointees, we have proposed in section 2.4.1 below that the 
contracts may be developed in parallel or in series.  This would mean that it is likely that one 
company will procure and contract with the CAP.  This would therefore mean that a DPC 
project could be structured in isolation of the transfer of water.   

Experience in other sectors and internationally has shown that standardised approaches can 
offer benefits to bidders as well as the client organisation putting the project out to tender – 
reducing transaction costs; supporting efficient risk allocation; and ensuring contracts 
provide sufficient protection to both parties. Ofwat has considered how it might be able to 
add a degree of standardisation on DPC projects to realise some of these benefits.  As part of 
this approach, they intend to include guidance on efficient risk allocation for projects that 
are likely to follow a DPC model.  Ofwat considers a need to set out their expectation in 
respect of risk transfer in the following areas: 

• development risk (land and planning) 
• construction risk 
• operational & maintenance risks 
• financing risks 
• legal and regulatory risks 
• interface risks 
• termination and end of contract  

Ofwat plans on issuing the DPC guidance document in early 2022.  

Questions for stakeholders 

• What is the best approach for ensuring regulatory oversight for RAPID solutions beyond 
gate 5 into the delivery phase? 

• What are the types of incentive and regulation that would result in appropriate allocation 
of risk between the parties and ensure the right trade-offs are made? 
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2.4 Service delivery 

2.4.1 Structure of Contracts for supply of water  

For solutions which involve more than one water company, there will need to be contracts in 
place for supply of water and/or for utilisation of infrastructure14. 

At its simplest, this could be a bilateral contract for supply from a seller to a buyer.  For a 
more complex solution there may be more than one seller, more than one buyer and 
separately owned infrastructure such as an interconnector developed by a competitively 
appointed provider.  There may also be infrastructure which is delivered by an incumbent 
company, via a price review, and they may enter into contracts with multiple buyers. 
Through the Pricing, incentives and risk working group, we have developed options to bundle 
or unbundle different elements and to arrange contracts in parallel or series, as 
demonstrated in figure 2 below where each white oval represents a separate contract.  

Figure 2. Options for contract structure 

 

The multi-party contract, is a single contract which all parties enter into.  It has the 
advantage of covering all of the different relationships and interactions in one place.  
However, it is unlikely to be appropriate where the interconnector is delivered through DPC 
because it involves the CAP in arrangements for supply and purchase of water rather than 
focusing it on the provision of infrastructure.  It also may be less flexible to changes over time 
in which parties are involved (e.g., new buyers or sellers). 

The “in parallel” option is where sequential contracts are entered into, firstly between the 
primary buyer and a CAP for the provision of infrastructure, and then the primary buyer 
enters into a number of contracts for the supply of water in parallel.  This appears to be more 

 
14 A bulk supply agreement is defined by the Water Industry Act 1991 as an agreement with one or more water 
undertakers for the supply of water in bulk. Ofwat has specific powers in the Water Industry Act 1991 in relation to 
bulk supply agreements, for example in relation to making of codes and charging rules. The Water Industry Act 
1991 also includes provisions relating to agreements between water undertakers and third parties for the supply of 
water, termed water supply agreements, but these provisions have not yet been commenced.   



flexible and suitable for DPC elements. It aligns with our proposals on pricing and may 
facilitate third party access to the essential infrastructure, for example enabling a new buyer 
to come in and sign contracts with the interconnector operator and one buyer without 
needing to negotiate with the other buyers or sellers.  Possible drawbacks include the need 
to negotiate multiple contracts, including for example with each company upstream that the 
water passes through. It may risk missing some of the interactions between different 
elements of the chain. 

The “in series” option sees the primary buyer entering into a contract with a CAP for the 
provision of infrastructure and the CAP then sells on the water either to a seller who then 
sells onward or through a bundled contract for the supply of water with a number of buyers. 
This works on the basis of each party only contracting with the company directly upstream 
and downstream, so could be simpler for the original source of water and the ultimate 
downstream buyer (e.g., buyers 2 and 3 in Figure 1), with the intermediary risks allocated 
through the chain of contracts.  It doesn't fit as well with the DPC model that we envisage for 
an interconnector in the sense that it implies the CAP taking “ownership” of the water rather 
than just providing transport services.  This option may work better between water 
companies in situations where there is no CAP involved. It could facilitate adding new buyers 
or sellers if they are physically positioned in series with the counterparties  

In general, we see greater benefits to the “"in parallel” contract structure (particularly for 
DPC) but recognise that there may be circumstances where parties want to utilise contracts 
in series or multi-party contracts.  We therefore do not propose to mandate or rule out 
particular structures but would expect the project developers to consider the alternatives and 
justify their proposed approach, particularly considering compatibility with DPC, allocation of 
risks and flexibility to evolve in future. 

This policy area was not separately covered in the June discussion document. We would now 
welcome views on any other models that should be considered, whether there are additional 
advantages and disadvantages and whether more prescription is necessary. 

2.4.2 Standardised contracts 

In our June discussion document, we stated that standardised contracts for bulk transfers 
will be of benefit in the future, as they facilitate interoperability and strengthen both 
individual and joint undertakers' resilience. As the anticipated number of bulk transfers 
increases in the coming years to tackle regional differences in water demand, 
standardisation can aid delivery for the following reasons. 

• Economic reasons include a reduction in transaction costs. Standardisation can decrease 
the time taken to come to agreement, allowing internal resources to be devoted to other 
tasks, and enabling water transfers to begin much faster. This will also help increase the 
likelihood of reaching an agreement. 
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• Greater cooperation as a result of water transfers will also build national resilience and 
produce economies of scale through greater cooperation, saving each water undertaker 
money in the long run. 
 

• Standardisation also encourages good practice in all areas across the industry. This 
prompts better delivery of service to customers and water companies engaged in bulk 
supply agreements and other agreements for the supply of water.  

There was widespread support in the responses to the discussion document for the 
development of standardised contracts. The issues raised predominantly related to particular 
elements which some contracts may wish to specify. For example, United Utilities stated that 
arrangements may differ over continuous versus intermittent supplies and quality clauses. 
Northumbrian Water also argued that standardised contracts should allow for specific 
alignment costs to be recovered due to differing water sources among the parties involved. 
This may also include conditions on leakages. Conversely, Thames Water suggested that 
attempting to standardise all elements of contracts may lead to a framework which is too 
generalised. 

Our emerging thinking is that the key areas with opportunity for standardisation will include: 

• defining rights to service 
• operating protocols 
• payment terms 
• termination provisions 
• non-delivery provisions 
• drinking water quality protocols 

The areas that standardisation covers should be wide in scope, but not so prescriptive as to 
prevent water undertakers from tailoring contracts to specific circumstances where 
appropriate. Standardisation should include common agreement on the approaches to 'fair 
shares', discussed in further detail in section 2.4.5. This may include defining a common 
defined service levels which all customers should receive during periods of stress on the 
drinking water system. 

We support the incorporation of DWI water quality standards and protocols into standardised 
agreements which will be progressed by a working group with input from the DWI. 

We have established the Standardisation working group to explore the development of 
standardised commercial principles and approaches for shared water resources and water 
transfers. The group informs and advises on standard approaches to contractual provisions, 
which might extend to the development of draft heads of terms or policy guidance. 

The scope of the group includes the commercial and operational aspects of the development, 
construction and operation of shared resource options or transfers.  



We are currently reviewing the structure of the working groups, but we propose that a 
working group is the forum to discuss possible avenues to approach standardisation. The 
output would be an agreed set of standardised areas, the benefits of which have been 
outlined above. However, as the working group prominently voices water companies' views, 
we anticipate that the concerns of overly intrusive standardisation raised in the June 
discussion document will be avoided. 

2.4.3 Treatment of trades post-construction in future price reviews 

In PR19, bulk supply agreements between water companies, or other water trades with third 
parties, were treated as set out below15:  

• for the exporter, the approach was consistent with other third party revenues and costs; 
in particular, forecast revenues were required to exceed forecast costs, and any forecast 
profit was passed on to the exporter's customers 

• for the importer, the bulk supply charges were treated as any other base cost, and so 
funded on the basis of cross-company cost models 

We anticipate a large increase in both the volume of water traded and the quantity of 
discrete trades. In addition, key new trades will be associated with substantial capital 
expenditure. Bulk supply charges will be subject to controls to protect customers, perhaps in 
the form of charging rules. This may mean that it would be proportionate for at least some of 
the larger or capital intensive trades to be subject to more detailed reporting, scrutiny and 
assessment. We have identified issues and options below.  

In the absence of a competitively appointed provider, the enhancement expenditure 
associated with a trade should be subject to regulatory challenge analogous to that for other 
enhancement expenditure. 

While the sunk costs associated with a trade are already reported on an ongoing basis for the 
exporter, it may also be proportionate to do so for the importer. In a price review, for the 
importer these sunk costs could then be funded similarly to its own sunk enhancement 
expenditure. This is distinct from the current approach where all the importer's bulk supply 
charges are funded as base costs. Separate reporting and funding of enhancement costs 
would be passed straight through and is consistent with the approach developed for Havant 
Thicket and has parallels with DPC arrangements. It is also consistent with having fixed 
charges to cover fixed costs, irrespective of the volume traded (as we discuss in the charging 
section).  

With larger trades at least, we think that the ongoing costs of a trade for the exporting 
company should be subject to greater reporting and challenge. This is distinct from any 
volumetric bulk supply charges. Our intention is that the economic profit of the trade takes 

 
15 Most were not eligible for the water trading incentive, which is a one-off calculation for trades established from 
2015 onwards. 
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the form of the water trading incentive, with any profit over and above that to be returned to 
the exporter's customers in the form of lower bills (be calculated as revenue net of the water 
trading incentive and incremental costs). The exporter may report on and forecast the 
ongoing costs, subject to more detailed regulatory accounting guidance. Alternatively, they 
may be forecast using relevant price review cost models, reflecting long run average 
incremental costs. These choices are closely linked to how charges are specified, discussed 
in section 2.4.4 below. 

This topic was not wholly covered in our June discussion document; therefore we are now 
setting out the issues and policy options and invite comments. 

2.4.4 Charging for bulk supply and strategic solutions 

In our June discussion document, we set out our proposed approach to charging the 
beneficiaries of a RAPID solution.  We proposed that efficient fixed costs could be recovered 
through charges to the beneficiaries of the strategic transfer (which are ordinarily the 
importing companies) that are payable irrespective of whether the water resource is used 
(fixed charges). This is consistent with the approach for the Havant Thicket transfer.  

To give the right signals for utilisation of the water resource, where a water company is 
paying the fixed charges described above, we proposed that volumetric charges should be 
set equal to variable costs. 

Generally, respondents to the discussion document supported this potential approach to 
fixed charges and volumetric charges for RAPID solutions. Some respondents said that the 
approach was only practical for some solutions. Some respondents questioned how charges 
might apply during operational outage or drought conditions; and whether charges should 
and could be stable and averaged where appropriate. An issue raised in responses was 
whether charges should include a margin above costs, both in the context of trades between 
Welsh and English companies, and more generally. 

As outlined in our June discussion document, for solutions developed through DPC or other 
competitive process, a potential approach would be for the CAP to levy charges on the water 
companies as follows:  

• the CAP could levy fixed charges. These charges could be set to reflect the fixed cost of 
the solution, as established through the competitive procurement process and any 
subsequent agreed contractual variation 

• the CAP could also levy volumetric charges. To minimise volume risk, these could reflect 
the variable costs to the CAP as established through the competitive procurement 
process and any subsequent agreed contractual variation 

• there could be deductions on these charges, which could take the form of liquidated 
damages (where appropriate) or performance deductions, for example, related to 
availability, service outages, and other performance requirements 



In cases where there is more than one water company that is benefiting from a DPC (or 
other) solution, the fixed costs could be recovered in proportion to volumes of water allocated 
under firm rights arrangements. 
 
While the above approaches that we set out in our June discussion document represent one 
possible way forward, we recommend that Ofwat gives further consideration to how 
utilisation risks could be shared between different parties and between water companies and 
their customers.  
 
While a mix of fixed and volumetric charges may work well for new discrete infrastructure, 
not all new trades will take that form. We are therefore considering options for water 
companies' charges for water trades with other water companies, which would be specified 
in bulk supply agreements: 
 
• (1) fixed and volumetric charges, consistent with the approach for DPC described above 
• (2) charges calculated with reference to companies' published wholesale charges but 

adjusted for specific differences in cost (wholesale minus). This is the approach used in 
bulk supply charges for new appointee (NAV) water companies 

• (3) charges set to reflect long run average incremental costs (LRAIC), as recommended by 
NERA, or 

• (4) requirements take the form of principles. This is the approach that Ofwat uses for 
some other key water company charges 

These charges could be incorporated into Ofwat charging rules16, having regard to relevant 
government charging guidance17. This may result in different approaches or calibrations, for 
example for bulk supply between English and Welsh water companies. 

Under any charging option, we would anticipate that the price review process would be such 
that only efficient (incremental) costs of the trade, plus any water trading incentive, would be 
funded. To the extent that revenues exceeded these costs, they would benefit the customers 
of the exporter in the form of lower water bills.  

Under the variable and fixed costs option (option 1), the importer would pay the fixed costs 
irrespective of the volume of water used. Variable charges would reflect variable costs (plus 
any mark-up incentive). This may work well for new discrete infrastructure because the costs 
are readily identified and there is no significant (potentially lumpy) capital maintenance 
expenditure. It may also be attractive for some RAPID solutions, for which water volumes may 
vary significantly according to the weather. By setting the volumetric charge to equal variable 
costs (plus mark-up), the water resource should not be under used.  

 
16 Section 40E and 40G of the WIA 1991 (enacted by the Water Act 2014) allow Ofwat, following consultation, to 
publish and revise rules about charges which may be levied by water undertakers on other qualifying persons 
under bulk supply agreements). This power has not been commenced in relation to bulk supply agreements 
between a water undertaker whose area is wholly or mainly in England and a water undertaker whose are is wholly 
or mainly in Wales.  
17 water-charging-guidance.pdf (gov.wales) and Water industry charging: guidance to Ofwat - GOV.UK 
(www.gov.uk) 

https://gov.wales/sites/default/files/publications/2019-06/water-charging-guidance.pdf
https://www.gov.uk/government/publications/water-industry-charging-guidance-to-ofwat
https://www.gov.uk/government/publications/water-industry-charging-guidance-to-ofwat
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The wholesale minus charging approach (option 2) is becoming well established and 
understood for bulk supply agreements with NAVs. Under this option, it is  likely that there 
would need to be an adjustment to the charge for the specific costs of the water resource 
(the marginal rather than the average cost of water). It is an approach that can be applied 
even when the costs associated with the trade are not readily observable, for example 
because the water is supplied using existing infrastructure of the exporting company. It is 
distinct from the other charging options because it would recover not just the incremental 
costs of the trade, but potentially some fixed costs (already borne by the exporter's 
customers) as well. As the volumetric charges are relatively high, they may result in less 
trading, and may not be compatible with co-ordinated operations. They may result in 
reduced water bills for the exporter's customers.  

The NERA study recommended charges that are based on incremental long run average costs 
(option 3). In principle this option should set charges that result in optimal volumes of trade. 
Where the incremental costs relate to new, discrete, infrastructure, this is effectively the 
same option as set out for DPC (with fixed and volumetric charges). Where the costs are 
shared with existing activities, they are harder to measure, they may be highly bespoke, and 
there is no agreed methodology for their calculation.  We therefore do not think such an 
approach would reduce the transaction costs of establishing a trade. 

The option that uses principles rather than a methodology for setting charges (option 4) is 
similar to current arrangements, where bulk supply charges are required to reflect cost, but 
Ofwat does not specify how the costs should be calculated. We understand, on the basis of 
responses to our June discussion document and other engagement, that water companies 
would prefer more prescriptive guidance on the setting of bulk supply charges, for example to 
reduce negotiation costs. In addition, for future trades we think that greater prescription of 
charges would better protect customers.  

We are reflecting on how charges might differ in the context of multi-sector trades through 
the CEPA study.  

2.4.5 Allocation pricing of water during drought and operational events  

We understand that in order to ensure a secure, sustainable, and affordable supply of water 
through the development of new shared water resources and strategic transfers, there will 
need be increased clarity around the operation of these resources and transfers at times 
when water supply systems are under stress, such as drought or operational events. In order 
to introduce further clarity around the operation of these shared resources and allocation of 
water at such times that limit the availability of water, in our June discussion document we 
laid out the following principles for an approach to allocating water:  

• there should be good outcomes for customers of both water companies, the exporter, and 
the importer (or potentially multiple water companies) 

• the environment and society should be protected 



• water companies should be incentivised to plan, manage, and operate their costs 
effectively  

We outlined three broad approaches for the allocation of water in times of limited availability:  

• guaranteed rights – rights are firm for the recipient 
• interruptible supplies – the exporter is only required to make water available until such 

time as maintaining the bulk supply would increase the likelihood of drought measures or 
supply interruptions to its own customers 

• 'fair shares’ - an agreement that would take into account the circumstances in both the 
exporter's and the importer's supply areas when providing for the allocation of water, with 
the aim that customers of the exporter and importer receive a fair (potentially similar or 
equivalent) level of service 

We proposed that the more collaborative 'fair shares' approach was the only one consistent 
with the principles above. Our key point is that where water is allocated between two 
companies, within the framework of environmental regulation, we need to think separately 
about the implications for four parties: the two companies (or their shareholders) and the 
two sets of customers.  A 'fair shares' approach for water allocation would minimise the most 
harmful impacts such as reduced water supply between the customers and contain financial 
mechanisms to allocate risk between companies.  This should – in principle - lead to better 
customer outcomes than either firm or interruptible contractual approaches to the allocation 
of water between companies. 

The bulk of responses to the discussion document supported the principles of a ‘fair shares’ 
approach and welcomed further development of the approach, despite some concerns 
expressed over anticipated difficulties in implementation. We therefore confirm our intention 
to take the ‘fair shares’ approach forward and develop a more detailed framework.  

There were some practical considerations raised by respondents regarding a ‘fair shares’ 
approach. Some respondents questioned whether there will be sufficient recourse against 
third parties for poor performance or sub-optimal operational decisions, and expressed 
concern that perverse outcomes might occur where counterparties underperform their 
obligations, but where there are expectations of achieving a shared outcome.  

To address these concerns, we propose that contracts should generally commit a provider to 
meeting a defined service level (e.g., availability of water or transport capacity) with 
associated compensation if that is not provided, within defined operational parameters. 
Where the parameters are exceeded such that customer supplies are at risk, water would be 
reallocated based on the fair shares principle, potentially with different compensation 
levels.  Development of the specific parameters and mechanisms would be for the companies 
involved, subject to determination by Ofwat if they cannot agree or potentially Ofwat 
oversight depending on the regulatory treatment of the contract (e.g., if it relates to a DPC 
process). 

We also propose that work to establish what compensation thresholds might look like in 
practice and the operating protocols needed to support them, as well as possible definitions 
is undertaken at a working group.  While we are currently reviewing the structure of the 
working groups, we envisage that the group would encompass members of the existing co-
ordinated operations and Standardisation working groups. 
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As explained in our June discussion document, we believe the fair shares approach is 
consistent with the duties that water companies have under section 37 of the Water Industry 
Act 1991.  

Section 37 is a water company’s general duty with respect to supply. It requires a company to 
develop and maintain an efficient and economical system of water supply within its area and 
to ensure that arrangements are in place to meet its supply duties. It relates primarily to its 
own supply area but also encompasses an obligation under section 37 to maintain, improve 
and extend its water mains pipes to provide for a bulk supply made pursuant to an Ofwat 
order under section 40(3) of the Water Industry Act 1991. 

Section 37 is in essence, a planning duty. The positions of an exporting water company and 
an importing water company in entering into a bulk supply agreement are: 

• an exporting water company will need to plan to meet its section 37 duty and to meet its 
contractual obligations to transfer water under a bulk supply agreement 

• an importing water company will need to be able to rely on the water that it receives 
under a bulk supply agreement in accordance with operating rules in meeting its section 
37 duty 

Section 37 does not prevent or limit a company's ability to enter into contractual obligations 
with regard to the supply of water including entering into contractual arrangements 
providing for a fair shares approach in circumstances of drought and operational stress. As 
long as it does the necessary planning through its water resource management and drought 
planning to be able to meet both its section 37 duty and its contractual obligations then it is 
free to enter into those obligations.  An exporting company may itself also be an importing 
company. In considering how it meets its section 37 duty and its contractual obligations to 
supply water, it should be able to take into account any transfers that it will receive.  

We believe that it is important that under normal operation (i.e. in the absence of a drought or 
other operational stress event where fair shares applies) the circumstances in which supplies 
supporting strategic transfers can be interrupted or reduced are clearly defined to provide 
legal certainty and appropriate allocation of risk so that both the supplying water undertakers 
and receiving water undertakers are able to plan their investments to ensure they are able to 
meet their section 37 duties.  

In drought circumstances, it will be important there is consistency between fair shares 
contractual arrangements and company drought plans. 

2.4.6 Co-ordinated Operations 

As regional plans are beginning to select solutions to meet future water resources needs, it is 
critical that these projects can be delivered, and where appropriate, operated in an effective 
and co-ordinated manner. The delivery and operation of these infrastructure projects will 



require decisions around asset utilisation, access to capacity, and volumes of water supplied. 
As discussed in Section 2.4.1 above, a variety of contractual agreements could be required as 
we move to greater sharing of resources facilitated by the construction and operation of 
assets specifically designed to be owned and operated for the benefit of multiple parties 
across multiple sectors and across borders.  

In our June discussion document, we highlighted the importance of co-ordinated operations. 
This was recognised in responses to the document, with Thames Water and United Utilities 
also stating their view that a system operator will be required.  

This move towards greater collaboration and sharing has important implications beyond 
contractual arrangements for how future assets are delivered, operated, and paid for, and 
current regulatory and commercial arrangements may need to change to support this shift. 
RAPID is committed to improving the existing regulatory framework to the extent necessary 
in order to address any gaps and barriers to effective co-ordination in the water sector.  

RAPID commissioned Baringa and Mott MacDonald to complete a study on regional co-
ordination in the water sector. The goal of this study is to review current and emerging 
arrangements in the water sector in England (with consideration of interfaces with Wales) 
and to identify potential future requirements for improving the institutional and regulatory 
framework so that it better supports and incentivises the co-ordinated planning, 
development and operation of new and existing water resources to deliver greatest public 
value across multiple sectors, in addition to resilient public water supply.    

Baringa and Mott MacDonald have identified fifteen potential requirements for increasing the 
scope of regional co-ordination. The study prioritises these proposed requirements into three 
groups: those that could support the near-term delivery of current plans, including proposed 
solutions and implementation of regional plans; those that could have significant impact for 
future planning, delivery, and operation; and those that could be considered to refine future 
planning, delivery, and operation. 

The study is envisioned to be an initial exploration to identify areas in which co-ordination 
can be increased, rather than a set of recommendations or roadmap for the evolution of the 
water sector. At this stage, the report is still in draft form and will be published as soon as it 
is finalised in the new year, alongside a supporting note proposing our next steps for this 
work.    

In parallel and complementary to the Baringa and Mott MacDonald study, the Co-ordinated 
operations working group has been considering barriers to regional co-ordination in the 
broad categories of system definition, system operation, commercial and financial 
arrangements, and multi-sector cross-cutting categories. We are currently reviewing the 
structure of our working groups but propose that a working group develops simulated case 
studies loosely based on solutions and other potential future developments in order to test 
different commercial and operating scenarios that may illustrate any gaps or issues with 
current arrangements and regulatory frameworks. As mentioned in the section above, we 
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have also proposed that a working group involving members of the existing Co-ordinated 
operations and Standardisation working groups considers potential compensation thresholds 
and operating protocols under a fair shares approach.  

Questions for stakeholders 

• What is your view on the areas identified for standardisation of contracts? Are there any 
other areas that should be considered? 

• Do you agree with the issues and options set out for the treatment of trades in future 
regulatory periods? 

• Do you agree with the options set out for charges associated with bulk supply 
agreements? Are there any other options that should be considered? 

• Do you agree with our next steps for the development of a fair shares approach for the 
allocation of water during drought and operational events? 

• Do you agree with the proposed next steps for co-ordinated operations? Are there specific 
barriers to regional co-ordination that should be considered? 

 

 

 

 

 

 

 

 

 

 

  



2.5 Future Proofing  

Over time, we expect to see substantial changes to the water resource landscape, as new 
solutions are delivered and through future rounds of water resource management plans.  The 
way in which individual assets are best used may change substantially from what is 
envisaged when they are designed, both in terms of their utilisation but also potentially the 
parties involved.  This is one reason for encouraging unbundling of contracts where practical, 
enabling third party access, and precluding destination clauses (i.e., allowing resale). 

Some of the planning undertaken by regional groups and the modelling commissioned by 
RAPID suggests that we could eventually see a profusion of trading within and between 
regions.  If this transpires, it seems likely that efficient operation of the system would require 
a more integrated approach, probably with the multitude of bilateral contracts and scheme 
operators being superseded by a coherent multi-lateral arrangement (such as an industry 
code) and a system operator on a broader scale.  We recognise that moving from a structure 
of bilateral arrangements to a multi-lateral model can be a difficult transition.  But it seems 
both premature and overly cumbersome to try to impose a single multilateral model now, 
before we have experience of growth in trading.  

To address both these issues (change in use of individual assets and transition to a more 
integrated system), we believe that it should be possible to build into contracts or licences, 
as appropriate, provisions to review the specific arrangements.  This would need to be done 
without undermining the basis on which assets have been financed and the allocation of 
risks, and without undue bureaucracy.  But it would need to be clear that all parties 
(including CAPs and water companies) would need to cooperate with such changes.  This 
could involve contractual or licence obligations to support industry developments and/or, 
perhaps particularly for individual assets, incentives to continue to optimise the use of assets 
including through finding alternative or additional uses. 

To support potential future flexibility in use of assets and resources, we are of the view that 
destination clauses (i.e., specifying where the water must be used, and thereby precluding 
re-sale) should only be included in water supply contracts where strictly necessary on 
environmental or drinking water quality grounds; this should be governed by environmental 
or drinking water quality regulation.  

Questions for stakeholders 

• How significantly might the optimal use of assets vary over their lifetime? 
• Over what timescale is it realistic to see a fully integrated water trading system at a 

regional level, with dozens of trades? How should these developments best be managed? 
• Are there any other circumstances where destination clauses would be appropriate? 
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3. Next steps 

We welcome responses to this consultation document by 26 January 2022 from all interested 
parties and will take them into account as we develop RAPID's analysis and proposals for the 
regulatory and commercial framework for strategic water resource solutions. 

In parallel, we continue to develop our thinking on standardisation, pricing, incentives and 
risk and co-ordinated operations and will continue to engage representatives from industry 
and other regulators for more detailed discussions. The Environment Agency, in collaboration 
with RAPID and others will continue to lead on the pathway for resolution of environmental 
barriers as set out in this document.    

We look forward to seeing the water resources proposals of each regional group when they 
consult on their initial plans from January 2022. Informed by the regional plans, water 
companies will be submitting their draft water resource management plans in the autumn of 
2022.  

We will continue to liaise closely with our partner regulators, NRW and Natural England to 
work to improve the regulatory framework and to ensure that our advice is as useful as 
possible, while engaging with the water companies and other stakeholders to understand 
their issues and concerns. 

The feedback we receive from this consultation will help to inform our proposals and that of 
the partner regulators, including those actions identified by the Environmental Regulations 
task and finish group in table 1. It will also inform the Ofwat price review 2024 methodology 
which will be consulted on this summer. 

Question for stakeholders  

• We welcome views on our proposed next steps, including additional activities that we 
should be undertaking. 

 



4. Questions for stakeholders 

Chapter  Questions for stakeholders  

2.1 Planning for long term 

outcomes/ Best 

value/aligning incentives  

 Are there other barriers and challenges to best value planning that have not 

already been identified in the May consultation on PR24 or that apply differently to 

the types of solutions being considered by RAPID? What needs to be done to 

address these issues?  

2.2 Development activities 

/Other regulatory barriers to 

investability  

Should the option for a future gated process for new strategic resource solutions be 

kept open at this stage? If additional regulatory intervention is required, which is 

the preferred option proposed?  

 Are there other approaches for procurement we should consider, or other pros and 

cons?   Do you prefer one approach and if so what and why? 

What is your view on the policy options set out (or any others) to incentivise water 

trading?  

 How should we incentivise companies to deliver the optimum solutions whilst 

securing investment and in particular on how they support best value outcomes, 

including any differences for alternative procurement models or multi-sector 

projects? What incentives should be applied to assets where there may be low 

utilisation and how should stranding risk of strategic water resource options be 

managed? 

Does the pathway for resolution of environmental barriers meet the requirements of 

stakeholders and are there other environmental barriers that need to be 

considered? 
 

2.3 Construction/  

 Risk allocation between 

partners 

What is the best approach for ensuring regulatory oversight for RAPID solutions 

beyond gate 5 into the delivery phase?  

 What are the types of incentive and regulation that would result in appropriate  

allocation of risk between the parties and ensure the right trade-offs are made? 

 

2.4 Service delivery / Co-

ordinated Operations 
What is your view on the areas identified for standardisation of contracts? Are there 

any other areas that should be considered? 

 Do you agree with the issues and options set out for the treatment of trades in 

future regulatory periods? 

Do you agree with the options set out for charges associated with bulk supply 

agreements? Are there any other options that should be considered? 

Do you agree with our next steps for the development of a fair shares approach for 

the allocation of water during drought and operational events? 

Do you agree with the proposed next steps for co-ordinated operations? Are there 

specific barriers to regional co-ordination that should be considered? 
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2.5 Future Proofing  How significantly might the optimal use of assets vary over their lifetime? 

 Over what timescale is it realistic to see a fully integrated water trading system at a 

regional level, with dozens of trades? How should these developments best be 

managed? 

Are there any other circumstances where destination clauses would be 

appropriate?  

3. Next steps 

 

 We welcome views on our proposed next steps, including additional activities that 

we should be undertaking 

 

 



Appendix 1: Summary of Reponses to June 2021 RAPID 
Discussion Document 

Introduction  

In June 2021, we published our discussion document concerning RAPID’s work on the 
regulatory and commercial framework for strategic water resource solutions. We explained 
how our work fits in with the established and developing framework for planning water 
resources, and with wider work, including in Ofwat’s 2024 Price Review and RAPID’s gated 
process. We outlined the work to date, and the work we are currently undertaking with 
industry, our partner regulators and with Natural Resources Wales.   

We set out our initial thinking on the regulatory and commercial framework including key 
issues, and in some cases possible approaches for their resolution. Among the issues we 
considered were arrangements for transfers under drought conditions and times of 
operational stress, charging and incentives, major project delivery, environmental regulation, 
drinking water quality, multi-sector solutions, and co-ordinated operations.  

We have taken the responses to the discussion document into account as we have further 
developed RAPID’s thinking on the regulatory and commercial framework for strategic water 
resource solutions set out in the Autumn Consultation.  

This appendix summarises the responses to the discussion document. The full 
representations that respondents submitted are available on our website.  

  

https://www.ofwat.gov.uk/consultation/the-regulatory-and-commercial-framework-for-strategic-water-resource-solutions-a-discussion-document/#Responses
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Discussion Document Responses 

In June 2021, we published our discussion document concerning RAPID's work on the 
regulatory and commercial framework for strategic water resource solutions. We welcomed 
comments from stakeholders and asked for responses to 4 questions: 

Q1. Which aspects of our initial thinking do you agree with or disagree with? What other 
approaches would you advocate and why?  
Q2. What have we missed that also needs to be progressed?  
Q3. We welcome views on our proposed next steps, including additional activities that we 
should be undertaking.  
Q4. We welcome views on NERA Economic Consulting’s recommendations and our initial 
thinking on them. 

We received thirteen responses to the document from the following organisations: 

• Anglian Water  
• Northumbrian Water  
• Severn Trent   
• Thames Water  
• United Utilities  
• Yorkshire Water  
• Affinity Water  
• Bristol Water  
• SES Water  
• South East Water  
• Dŵr Cymru  
• West Country Water Resources Group (WCWRG) – A regional water resources management 

group in South West England 
• All Company Working Group (ACWG) – A working group that is formed of eight water 

companies: Affinity Water, Anglian Water, Severn Trent Water, Southern Water, South 
West Water, Thames Water, United Utilities and Wessex Water 

Overall, the responses to the discussion document concerning RAPID’s work on the regulatory 
and commercial framework for strategic water resource solutions were positive. In the main, 
respondents tend to agree with our initial thinking, next steps as well as our views on NERA's 
recommendations. More specifically, respondents tend to agree that: 

• fixed charges are suitable for recouping investment costs 
• the direct procurement for customers (DPC) model is appropriate for strategic resource 

options (SROs), although other options should not be ruled out 
• contract standardisation can be beneficial 
• they are content with the task and finish group, and our plans to tackle the issues from 

the environmental framework  
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• fair shares are a logical solution, but will be difficult to implement 
• analogies to the energy market are not valid at present time 

We have carefully considered all proposals by respondents. 

1.1 Responses to Question 1 

Q1: Which aspects of our initial thinking do you agree with or disagree with? What 
other approaches would you advocate and why?  

Topic: Market Design (2.1) 

What we said in our June discussion document 

We viewed the market design as an enhanced version of the current model: regional 
identification of need; water companies and others (in and out of region) putting forward 
solutions with varying timeframes, regional selection of the best value options. 

We proposed not to use alternative models in the short and medium-term. An energy-like 
model was not deemed optimal as it is not practically achievable in this timeframe, and the 
characteristics of water are not as homogenous as energy. However, further analysis of these 
issues may be warranted in a five-to-ten-year horizon as more interconnections occur and if 
the problems associated with mixing water from various sources can be satisfactorily 
addressed.  

We also stated that terms in bulk supply agreement contracts and/or competitive tenders and 
other contracts could cater for future strategic transfer solutions. 

Respondents’ Views  

Of the four respondents that responded to this topic, three agreed with RAPID's outlook that 
analogies to energy were not optimal at the present time. This was due to issues such as lack 
of homogeneity, costs of transport and operational complexities. Respondents also inclined to 
agree that with the prospect of future developments, this decision should be reviewed in the 
future.  

Thames Water was the only respondent to disagree with RAPID's view and analysis that an 
energy-like model is not optimal at present time. They note that energy market and 
commodity models could solve many of the complexity issues faced in the water market.   

Thames Water explains that charging methodologies for future interconnectors will have to 
consider the same issues and economic theory as energy markets. Solutions used in those 
markets have been tried and tested, so they should be explored for water.  



They state that while we have highlighted water heterogeneity as an issue to adopting an 
energy-like model, gas of a different quality calorific value or composition can be treated, 
and the economic and regulatory theory of this is akin to water (albeit the technical issues 
are distinct). Thus, this issue should be considered, even if later rejected.  

Additionally, Thames Water notes that the bulk supply model likely to be adopted by RAPID 
has its origins from the turn of the 20th century. Finally, they suggest that the Pricing, 
incentives and risk working group should consider the following: 

• Complexity issues related to multiple bi-lateral contracts 
• Intra contract coordination 
• Timing and contract foreclosure issues for new or competing contracts 

 

Topic: Procurement of solutions and tendering (2.2) 

What we said in our June discussion document 

Direct Procurement for Customers (DPC) is where a major project is built, financed, and 
operated by a competitively appointed provider (CAP). Where a major project meets certain 
eligibility criteria, the water company should consider whether it would be beneficial to 
customers to deliver the project via DPC. We see having a CAP, such as through a DPC model, 
as being just as applicable to SROs as to a single water company project. We believe that by 
outsourcing the delivery of infrastructure projects using DPC, water companies can achieve 
significant benefits for customers. This includes both through innovation and lower whole life 
costs of the project.  

As a minimum, companies are required to look at feasibility and eligibility for DPC at gate one 
and two versus the traditional route for delivery in-house. Submissions for gate three should 
include a strategic business case for using DPC alongside comparisons with alternative 
procurement options. We anticipate a finalised procurement strategy to form part of gate 
three, with procurement itself occurring as part of gate four.  

We are also considering whether it may be appropriate that the CAP delivering some projects 
might benefit from being licensed - and therefore be directly subject to regulation by Ofwat 
and the Drinking Water Inspectorate (DWI) - using the Water Industry Specified 
Infrastructure Projects regulations (SIPR). 

 

Respondents’ Views 

There was a consensus towards our approach. South East Water went a step further in its 
support and declare that the DPC model is inherently well suited to SRO projects, and that it 
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should be the presumed option where more than one company is involved as the CAP is well 
positioned to resolve some of the problems identified with resource sharing throughout the 
discussion document.   

Yorkshire Water says that it will be essential to understand how separate licensing 
agreements affect the risk for the CAP in the delivery of solutions via DPC. WCWRG makes the 
same point, stating that the ownership of risk in decision making when using DPC needs to 
be clarified.  

ACWG and Severn Trent both suggest that an open mind should be kept for this issue, and to 
allow companies to take forward different solutions that may be better for customers, 
highlighting Havant Thicket as an example. Similarly, WCWRG assert that the operational 
requirements of the solution need to be fully embedded in the design and procurement - 
water companies possess most of the knowledge and experience of operation of water 
resources, so they should be incorporated into the procurement.   

Severn Trent would also find it beneficial to investigate whether a CAP can legally lay and 
maintain pipes, as well as wanting assurance about the construction and maintenance of any 
solutions.   

Bristol Water voice their view that generally for construction and operating costs, a single 
buyer tends to be the option that encourages efficient procurement without the risk of 
misallocating risk once the project is in operation.   

United Utilities agree that DPC should be assessed as a procurement route for RAPID 
solutions at gates one and two, which allows for a strategic business case at gate three. 
Nonetheless, they express concern that the timing will not be aligned with the current gate 
four (2024) as the timing of procurement activity will be determined by the date the solution 
is required.   

Finally, to reduce commercial uncertainty and maximise interest from the market, United 
Utilities propose that the procurement of DPC solutions only progress once there is clarity 
regarding the regulatory framework for SROs. 

 

Topic: Financing the RAPID solutions (2.3) 

What we said in our June Discussion document 

To facilitate efficient funding of the RAPID solutions, we will engage with the investor and 
financing community to build understanding of the commercial delivery models being 
proposed for the different solutions. We anticipate that several solutions are likely to be 
competitively tendered and we want to attract a deep and varied investor base. We will look 



at ways to ensure consistency of the framework across RAPID solutions and look to 
standardise the commercial frameworks to the extent possible, to provide a clear pipeline of 
projects for which investors and financiers can invest/lend to.  

Respondents’ Views 

There was agreement from both the respondents specifically commenting on this topic that 
engagement with the investor and financing community would be beneficial.  

Thames Water highlight that there is a need to reassure investors regarding long term 
regulatory commitment to SROs, a pipeline of projects, and the risks associated with the 
rates of return.  

United Utilities remark that the appropriate timing of this engagement regarding specific 
SRO opportunities will need to align with the individual programmes of each project to 
maximise the interest of potential investors. 

 

Topic: Contract Standardisation (2.4) 

What we said in our June discussion document 

Standardising contract terms should reduce transaction costs of establishing new contracts, 
help promote good practice, and mitigate the risk of future coordination problems. This 
applies both to bulk supply agreements and other contracts, for example with a CAP. We 
anticipate that parties would have some freedom to agree to diverge from the standard 
terms.  

Respondents’ Views 

There were five responses on this topic. Overall, respondents agreed that contract 
standardisation would be beneficial, however they suggest that there might need to be extra 
considerations.   

Northumbrian Water supports the standardisation of contracts with bespoke changes in 
specific circumstances, in particular the intention to include key areas such as 
arrangements during times of operational stress such as droughts. They give an example of a 
bespoke contractual arrangement: if the disinfection of water varied between importer and 
exporter, i.e., chlorination and chloramination. They note that the standard contract would 
need to allow for specific alignment costs to be recovered before water could be imported.   

United Utilities agree with standardisation however they point out that some contractual 
terms may differ between arrangements. For instance, continuous versus intermittent 
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supplies, or quality clauses. They suggest that standardisation could encompass standard 
options to accommodate these differences in trading arrangements.   

Thames Water are also supportive of contract standardisation though they feel it may be 
unrealistic given that the projects might have differing elements to their structure (such as 
relative capital intensity and scale, different risks from reservoir, transfer schemes and 
desalination, different utilisation rates, different partners, and sources of water). Hence, a 
standard contract might only be able to be quite general.   

Anglian Water and South East Water both state their support for contract standardisation. 
South East Water adds that it will help them because of the relatively small size of the 
company, meaning they might have resource limitations when delivering DPC or RAPID 
solutions.   

 

Topic: Drinking Water Quality (2.5) 

What we said in our June discussion document 

Water companies must comply with the requirements of the drinking water quality 
regulations.   

For all transfers (raw, partially, or fully treated water), the importing company is responsible 
for the risk assessment required under the drinking water quality regulations, relating to 
wholesomeness of drinking water, and ensuring appropriate treatment is implemented prior 
to supply. Exporting companies must supply appropriate information to enable the importing 
company to properly risk-assess its supply. 

Respondents’ Views 

All respondents to the topic agreed with the water quality approach and that it should not be 
compromised because of transfers.  

United Utilities add that standardised contract terms need to consider the water quality 
implications of transfers involving both river systems and third-party interconnectors which 
are outside the direct control of exporting and importing companies.  

United Utilities also believe that they should engage with both the DWI and customers to any 
change in water source which may impact customer perceptions of water quality because of 
trading. 

 



Topic: Charges (2.6) – Fixed Charges (2.6.1) and Volumetric Charges (2.6.2) 

What we said in our June discussion document 

We set out RAPID’s initial thinking on how charging could work. Firstly, we propose that 
beneficiaries of the strategic transfer are charged a fixed amount to cover the efficient fixed 
costs, irrespective of whether the water resource is used (like the Havant Thicket transfer). 
Also, customers of importer water companies should pay a fair contribution, and generally 
this should be no greater than the next best water resource (or demand management) 
alternative. These fixed charges would ordinarily be passed through from the importing 
company to its customers’ bills, and the exporter’s customers should be no worse off, paying 
only if they receive a share of any new capacity.  

We propose that volumetric charges be set equal to variable costs where a water company is 
paying the fixed charges described above.  

We note that in practice there may be other considerations and trade-offs. For example, 
Ofwat must have regard to government guidance when it sets charging rules. Current 
guidance from both Defra and the Welsh Government emphasises the importance of stable 
charges, which might suggest some averaging over time.  

Moreover, the Defra guidance says that the distribution of costs should be fair and 
proportionate, and that de-averaging of network costs should be avoided; the Welsh 
Government guidance states that customers of Welsh companies should get fair value for the 
use of resources consistent with competition law. 

Respondents' Views 

There was widespread support for RAPID’s proposed approach to charges for RAPID solutions, 
in terms of fixed charges to manage the risk of stranded assets and volumetric charges. 
Some specific points were raised, which come under the categories of pricing, costs, the 
Defra guidance on avoiding de-averaging network costs, utilisation and Wales.  

Pricing  

Thames Water considers that volumetric charges are likely to be low with little variation and 
be small compared to the fixed charge, and that they will not necessarily reflect supply and 
demand conditions in a drought.   

Anglian Water states that RAPID’s proposal that fixed charges are no more than the cost for 
the next best alternative option leaves open the potential for companies to charge 
significantly more than the true cost, in the case that the next best alternative is significantly 
more expensive. This could lead to customers paying more in the long term and will be an 
issue that spans the life of the asset. They therefore recommend that the work on contract 
standardisation and charging should seek to address this.   
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South East Water considers that if fixed charges are set efficiently, the variable costs are the 
obvious solution to variable charges but suggest this calculation can be complicated by 
economies of scale.   

Costs  

Bristol Water states that the main challenge is to make sure costs are as observable as 
possible so they can be reflected in any pricing approach. Where they are discrete, the 
volume can also be recorded and shared. Where the system is interconnected, a wholesale 
minus approach such as used with new appointees and variants (NAVs), plus the benefit of 
the solution net of any trading incentives is likely to work best.   

While South East Water agrees with the prospect of Ofwat cost assessments, they stress that 
Ofwat should avoid making ‘heroic assumptions’ that might act as a disincentive for 
companies to engage in the process at all, for fear of being unable to finance it.   

WCWRG agrees that charging should be split between fixed and volumetric charges, but says 
that within these two broad categories there are several other types of cost that also need 
consideration:   

• Maintenance  
 

They state that the solutions must be maintained so they can operate at the design capacity 
when required, which will require routine maintenance and regular capital maintenance to 
ensure their asset health is maintained. For large solutions with multiple sites of complex 
assets this will be a significant annual cost that will need to be recovered by the exporting 
company from the importing company.   

• Lumpy capital maintenance 
   

They provide an example related to exceptional capital maintenance required at Wimbleball 
dam in 2014. Wimbleball is a joint water resource for South West Water and Wessex Water. In 
response to steadily rising drainage flows through the south abutment and foundation it was 
necessary to undertake major remedial works in 2013 and 2014, at a total cost of circa £10m. 
The cost was shared between the two companies based on an agreement dating back to the 
original construction. The work was funded at PR09 by Ofwat as an exceptional capital 
maintenance item.  

They mention this to highlight that the SROs will more than likely require lumpy maintenance 
during their design lives and that the cost will need to be recovered outside of base 
maintenance. 

• Electricity  
 



They note that one of the largest components of the volumetric operating costs will be 
electricity consumption for pumping and ask who takes the risk of changes in the future cost 
of electricity.   

• Commissioning and sweetening flows   
 

Piped transfers will require flow to be conveyed for commissioning, any recommissioning and 
for sweetening and conditioning flows. These requirements will apply all year round and not 
just when there are droughts. Thus, the water transferred may not be required to meet 
demand and may have to be used in preference to other cheaper sources.   

• Regulatory treatment   
 

They recommend setting out how the regulatory regime will treat the volumetric charge to 
the recipient company in a drought. They ask for clarification on whether the volumetric cost 
is at the risk of the water undertaker or are they intended to be recoverable. 

Defra guidance on avoiding de-averaging network costs 

United Utilities queries Defra's guidance that “network costs” should not be de-averaged, as 
though it may be appropriate for the underground water network, it may not be appropriate 
for water treatment costs.   

Yorkshire Water states that Defra guidance on charging stability and avoiding de-averaging 
of network costs could be challenging and will need consideration.  

Northumbrian Water discusses the averaged versus deaveraged approach for pricing 
decisions for bulk supplies. They think averaged approaches work well for smaller cross 
border supplies where the assets used have already been built and incorporated into the 
average price control building blocks as it keeps the charging regime simple. For RAPID 
solutions, where a large new asset for supply is required, there is a case for de-averaged bulk 
charging, based on the costs of the asset. Where a bulk supply uses up capacity in an existing 
resource such that the timing of a new resource is advanced, a long-run incremental cost 
approach would seem appropriate.  

Utilisation 

In resilience terms Yorkshire Water would expect to see variable utilisation with periods of 
extremely high or low use. They say that the balance of fixed to variable costs will be 
important in the context of charging stability, but this may not be practically achievable 
depending on the anticipated utilisation pattern of the assets.   
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United Utilities points out that a contract will also need to consider how to manage the risk of 
over-utilisation because in this case such volumetric charges would be insufficient. They 
suggest this may be in the form of a contractual penalty, or for volumes above the contract 
threshold to be charged at a higher volumetric rate (e.g., to ensure recovery of long run-
marginal costs).   

Yorkshire Water raise a few points on the use of financial protections if transfers are used less 
than planned. Firstly, there is a risk the importing company could face penalties if they make 
less use of the transfers, for example they may be less reliant on transfers if they have 
improved leakage reduction. The incentives to reduce leakage could therefore be 
undermined by the financial cost for reduced utilisation. Secondly, these financial 
protections might create a perverse incentive to use a transfer during periods when it is not 
required, to avoid a penalty.   

Affinity Water suggests that there is a need to set principles that consider solution type, as 
apportioning costs according to capacity and operating costs will only work for certain 
solution types. Whilst a framework based on capacity and operating cost is appropriate for 
schemes that are constrained by capacity of infrastructure, such a framework is not 
appropriate for solutions that are constrained by seasonally varying raw water availability and 
storage. In such cases the solution costs may, for example, be apportioned according to 
effective storage reservation, or proportion of yield taken under specified hydrological 
conditions.   

They therefore propose that framework principles are categorised separately according to a 
small number of source categories, designed to facilitate charging structures based on the 
amount that a given company uses the parameter that ultimately acts as the constraint on 
the solution water resource benefit.   

Wales 

The Dŵr Cymru response addresses Ofwat’s proposal of fixed charges and the reference to 
the Welsh government guidance that customers in Wales should get fair value for the use of 
resources consistent with competition law. They note that for water trades originating in 
Wales, the return will need to cover both the fixed and variable cost of the transfer, plus a 
margin appropriate to meet government policy and guidelines.   

They then raise a practical point. Further exports from Wales are most likely to take the form 
of investment in additional water resource resilience in the South East Wales region, enabling 
them to reallocate some abstraction rights on the River Wye without a detriment to 
customers or the environment. These abstractions could then be taken up for the purpose of 
transferring water to the South East of England. This scenario would require the recovery of 
the fixed cost of the network resilience ‘upgrade’, which would benefit customers in terms of 
the resilience improvement. They say it is unclear however how the ‘transfer’ of the 
abstraction rights would be treated, as the exporting water would not be exported directly 



from their network. This would require further thought and discussion with the Welsh 
Government.  

 

Topic: Charges (2.6) – Trade Incentives (2.6.3) 

What we said in our June discussion document 

Under Ofwat’s water trading incentive, all four parties (the exporter and importer and their 
respective customers) may gain from the trade: the exporting gain is shared equally between 
company and its customers; the importing company may at least cover its set up costs by 
retaining 5% of the value of the trade for an initial period; and the importing customers gain 
to the extent that the trade is cheaper than the next best alternative.  

NERA suggested an alternative to the water trading incentive, where charges were set to 
reflect costs plus a return for the exporting water company.  

RAPID proposes (in line with the NERA recommendations) that the exporting company should 
be incentivised to trade, and the importing company should at least be able to recover its 
costs in the case of both SROs and smaller trades.   

Respondents’ Views 

Respondents tend to be supportive of the overall approach regarding trade incentives. There 
were four additional comments.   

Thames Water states that incentive structures to sell may be constrained by statutory 
requirements for security of supply.   

Yorkshire Water is supportive of the overall approach in principle. However, they have some 
reservations about the concept of incentives to trade and how they could distort decision 
making. Specifically, there is a possibility that transfers get selected as options because 
there is an incentive, and not because they are the right water resource solution. They point 
out that if a trade is the right thing to do because it offers water resource resilience, then it 
should be selected through the Water Resource Management Plan (WRMP) options process. 
Complexity as well as scale of incentive should be given consideration but within the context 
of the overall WRMP.  

Northumbrian Water agrees that water trading should be incentivised and state that any 
regulatory incentive for trading should aim to ensure all four parties are no worse off and 
ideally have some share of the gains from the trade. They also recommend that Ofwat confirm 
upfront incentive qualification (as was done with the Havant Thicket trading incentive) 
alongside regulatory funding decisions, rather than with the current trading incentive which 
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companies may only become aware of several years after they have agreed on the trade. They 
believe this would give the incentive more impact in negotiations.   

Affinity Water supports the approach suggested by NERA, where incentives are provided 
through a margin on costs, rather than quasi-market-based pricing. They draw on their 
recent experiences to highlight the reasons for this.    

They claim that a system which relies on sellers using market information to price a trade at 
a point just below the next best resource option faces problems associated with both the bid 
evaluation process and lack of knowledge parity.  

In terms of process, the identification of the next best option effectively requires a WRMP (or 
Regional Plan) investment appraisal. This process cannot be run as and when required in 
response to a bid, so bidders either must provide their proposal as an input to the cyclical 
planning process or rely on simple measures such as average incremental costs (AICs) to 
form their proposal. 

The problem with the former approach means that there is limited time and opportunity 
within the planning cycle to feedback and negotiate changes to the offer. In the latter case 
then issues around timing of need, NPV considerations and, most critically, utilisation and 
capacity usage, mean that sellers are highly likely to significantly over-price their offering, 
leading to lost opportunities. 

 

Topic: Allocation and Pricing of Water During Drought and Operational Events (2.7) 

What we said in our June discussion document 

We recognised there needs to be clarity around the operation of the new shared water 
resources and strategic transfers in the event of a drought or where other operational 
circumstances limit the availability of water.   

This relates to a key concern for companies, particularly in relation to bulk supply 
agreements: that an importing company may not be able to rely on a strategic water resource 
because, for example under drought conditions, the exporting company might prioritise its 
own customers. For within-England or within-Wales trades, we propose that the approach to 
allocating water during drought and operational events should reflect the following 
principles:   

• there should be good outcomes for customers of both water companies, the exporter and 
the importer (or potentially multiple water companies)  

• the environment and society should be protected  



• water companies should be incentivised to plan, manage and operate their assets 
effectively  

We proposed that a “fair shares approach” is consistent with these principles. The agreement 
would provide for allocation of water to consider the circumstances in both the exporter’s 
supply area and the importer’s supply area with the aim that the customers of the exporter 
and importer receive a fair (potentially similar or equivalent) level of service.  

Respondents’ Views 

Most responses noted their agreement with the ‘fair shares’ approach, though several of 
these also said they think it may be difficult to implement. There are a number of suggestions 
in the responses. Affinity Water is the only respondent who is opposed to the fair shares 
approach.  

The first concern of Affinity Water relates to the equity of the solutions. Any option that is 
identified and developed by an incumbent for its own customers will be designed to a given 
Level of Service (currently 1 in 500-year drought resilience under the WRPG), usually with 
something in the order of a 90% confidence (depending on Target Headroom approach), 
which includes climate change. The application of ‘fair shares’ for conditions beyond that 
level of service is therefore reasonable, but any application before that point would mean that 
shared/traded options are not comparable with the rest of the WRMP options.   

Affinity Water’s second concern relates to the need to sanction third party operators against 
the consequences of poor operation, which can affect the amount of water that is actually 
available during drought conditions (for instance, delaying pumping to top up storage, failing 
to maintain assets leading to outages during the pre-drought period). As droughts are multi-
year events, there are also technical problems associated with fair share calculations during 
drought conditions, and an incentive for the operator to favour the more immediate needs at 
the expense of conditions later in the drought. Although there is a potential efficiency to be 
gained through fuller utilisation of solutions where control rules are more dynamic, this will 
inevitably affect drought resilience.   

Affinity Water therefore propose that the guiding principle should be that suppliers should 
commit to meeting a defined service level with associated failure penalties and 
hydrological/operational penalty thresholds, and fair shares should only be applied in the 
(highly unlikely) event that such thresholds are breached.  

WCWRG understands the rationale for a fair shares approach but thinks it needs development 
so it can be clear to all parties including customers.  

They question the concept of fairness, as what is fair to Company A may not be fair to 
Company B. For example, if Company A has not managed to resource properly it is unfair that 
Company B has a derogation in service.  
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They also say that the application of the contract may be difficult in severe droughts. As with 
the NERA report, they say that in a severe drought liquidated damages could be material and 
hence the ‘fair shares’ approach is unlikely to work commercially as the financial risk is 
unclear and unbounded. They therefore think greater consideration should be given to the 
interruptible supply approach before any final decision. That gives firmer understanding of 
outcomes and is consistent with the interpretation of Section 37 of the Water Industry Act 
(WIA) as a planning duty. Without this there may not be a robust framework for decision 
making and accountability and in effect one fails one’s planning duty as a result.   

Licence condition E requires a water undertaker to not show undue discrimination in terms of 
services, including water resources. If Company A was providing a transfer but had not 
managed those sources efficiently, requiring Company B to derogate its services under a ‘fair 
shares’ approach, essentially it is discriminating against its own customers.   

The droughts that these solutions are designed to solve are severe multi-season droughts, 
and therefore the decisions made in the early phase of the drought are critical as to whether 
the resource will be able to continue providing water in the latter stages of the drought. This 
may well be before any consideration of triggering drought plan actions. This points to the 
need for strong incentives to develop operating rules and to follow those rules.     

WCWRG sees a need to clarify the ownership of risk in decision making when using DPC and 
market approaches in contrast to the current clear statutory duty of water company boards. 
Who owns what risk in deciding strategic options and who owns the operational risk that 
ensues? They ask that the policy consultation sets out governance and accountabilities 
clearly for consideration by water company boards.  

Severn Trent suggests there could be significant regulatory and practical barriers to the fair 
shares approach (with 15 out of 23 companies being designated areas of serious water stress) 
but they support exploring how to overcome them. The barriers include that the approach 
might require a company to reduce its service to its customers due to another company’s 
performance, who might not have managed its water resources as well. Another barrier is 
pricing the risk to both companies of them having to reduce the service to their customers 
into the commercial contract.  

Dŵr Cymru and South East Water both suggest the approach may be difficult to define in 
practical and contractual terms. South East Water suggests that a CAP may help to resolve 
these issues where judgements cannot be avoided.   

ACWG note the approach will also need to cater for operational error or sub optimal error.  

Thames Water suggests that if the assets gradually increase their utilisation, then the regime 
might have to be reviewed.   

 



 

Topic: Environment (2.8) 

What we said in our June discussion document  

Any transfer of water will be subject to legislation governing the abstraction of water from the 
source, and the discharge of water including operating agreements. The transfer should be 
reviewed as part of the option appraisal through regional planning and WRMP processes. The 
cost of adhering to legislation will need to factor into the cost of any transfer/bulk supply 
agreement. This should include the cost of mitigation of ensuring the transfers are legally 
compliant.  

Where an SRO faces constraints that potentially make it unviable this needs to be identified 
early to establish if they need to be removed or revised as solutions. In other cases, 
mitigations may be possible to maintain viability of the SRO. Factors such as local risks versus 
wider national benefit at a larger scale in terms of resilient water supply, overall 
environmental gain and enhanced ecosystem resilience need to be thoroughly understood 
and worked through to secure the best value outcome overall.  

The Environment Agency, in conjunction with Natural England and RAPID, is setting up a 
dedicated Environment Regulations task and finish group with representatives from the 
water companies developing the SROs and from regional groups. This group will focus on 
understanding the environmental policy and operational risks associated with new water 
supply option development from all perspectives. Issues related to SRO's will be collated and 
an overall risk assessment across all SROs will be produced.  

Examples of relevant areas that may need consideration by companies were also provided in 
the discussion document. 

Respondent's Views 

Principally, respondents were content with our plans to tackle the issues from the 
environmental framework. Many respondents declared their support for the Environmental 
Regulations task and finish group and were happy to be involved.   

South East Water raise a few issues. They believe it may be difficult to persuade local councils 
to accept negative impact for greater environmental benefits elsewhere. Additionally, the 
cost to prevent transfer of invasive non-native species (INNS) can be expensive, so it would 
need to be accepted that the cost of mitigation could be exceedingly high. South East Water 
also say that mitigation would have to be at source so there would have to be agreement on 
how this is funded.  

WCWRG maintains that there needs to be a step change in the assessment of environmental 
issues, and this is an area where RAPID should be involved.   
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United Utilities said that they were pleased RAPID acknowledged the pressing importance of 
abstraction licensing in the viability of SROs. They added that uncertainty around licensing 
conditions over the medium to long term could hinder the business cases for solutions and 
could also serve as a disincentive to third party involvement in procurement and financing. 

Thames Water determines that the central issue in the commercial arrangement is the 
regulatory risk in changes in environmental standards and the timing in relation to regional 
and WRMP milestones to provide enough of a window to react and review changes to the 
programme, especially before consultation. These views were echoed by WCWRG who 
declared that it will be particularly challenging for plans and solutions to meet current and 
future environmental requirements, since future requirements are not yet defined. 

 

Topic: Multi Sector Solutions (2.9) 

What we said in our June discussion document 

One of the achievements of the National Framework and parallel policy development in Wales 
has been to improve consideration of water resource needs and supply from beyond the 
public water supply sector and potentially to encourage additional use of water resource 
assets, such as shared resources between sectors, or more generally integration of drought 
and flood planning.  Different sectors are likely to have different patterns of demand for the 
water resource. Understanding and modelling this utilisation, as well as establishing the 
expected financial contributions from different parties, would be important for appraising the 
value of the SRO. We expect that this will lead to some of the costs being funded from other 
sources (not just water customers) and for water customers to receive a fair share of any 
benefits relative to a single party option.   

We said that it may be possible to address most of the multi-sector issues through side 
contracts without fundamental change to the main commercial model. 

We also recognised that where the multi-sector aspects are material, this may not be 
sufficient, and that a joint venture may be more appropriate. It would be for the water 
companies concerned to ensure that they could still meet all their statutory and regulatory 
obligations and mitigate any risks that changes to the non-water company aspects of the 
project could impinge on the value to the water sector.  

We support a partnership approach where water companies work together with other parties 
to deliver broader outcomes and additional value beyond their statutory functions, with water 
companies funding their fair share of the costs of any improvements, consistent with their 
statutory functions. 

 



Respondents’ Views 

There were five direct responses to the issue of multi-sector solutions, where on the whole 
respondents agree with RAPID’s proposals. However, Yorkshire Water raises some concern on 
RAPID’s initial thinking and suggests there needs to be more guidance. 

Anglian Water welcomes the multi-sector approach and agrees that whilst most issues can 
be addressed through side contracts, a joint venture may be more appropriate where these 
are material. They believe the Pricing, Incentives and Risk work package to establish a 
working legal and commercial framework for delivery of multi-sector, multi-beneficiary 
assets, may point the way forward on these issues.   

Northumbrian Water supports any regulatory reforms that remove barriers to multi-sector 
solutions, joint ventures or DPC schemes for resource provision.   

United Utilities supports RAPID’s ambition for engagement with other sectors to maximise 
value and environmental outcomes from SRO solutions. They believe the current market 
engagement undertaken through both regional planning and company WRMPs facilitates this 
dialogue and should be fully utilised in the development of SROs.   

Thames Water suggests RAPID consider how they assess any potential agreements in terms 
of wider social benefit as highlighted in the PR24 consultation.  

Yorkshire Water argues that the specific comment on “water companies funding their fair 
share” does nothing to address the wider issues around water company customers paying for 
non-statutory outcomes. They say this will become problematic without stronger guidance 
given the greater role that water companies will play in facilitating, coordinating, and 
promoting collaborative approaches. 

There is a risk that companies will be disincentivised to take on the role outlined above. As 
the document states “It would be for the water companies concerned to ensure that they 
could still meet all their statutory and regulatory obligations and mitigate any risks that 
changes to the non-water company aspects of the project could impinge on the value to the 
water sector.” This reads as placing all the risk on water companies.   

This could result in water companies only focusing on solutions that deliver solely for public 
water supply, as this is a less risky course of action. One of the key challenges in bringing 
forward multi-sector solutions is the complexity of obligations and risks and how they are 
allocated appropriately across parties. 

 

Topic: Solution Development and Delivery Beyond 2025 (2.10) 

What we said in our June discussion document   
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Current developments in water resources are based on the developments of SROs through a 
stage gate process operated by RAPID and through regional planning groups coordinated 
through a process overseen by RAPID. There are clear improvements in the sector's ability to 
progress infrastructure. The challenge is to find a way to encourage this to happen more fully 
in future cycles, and at a lower cost.  

We aim to develop a more streamlined approach, if one is necessary, recognising the value in 
making decisions to proceed with or stop developing projects as soon as the best option can 
be robustly determined rather than in a pre-determined five yearly cycle.  

Beyond 2025, SROs that have completed the RAPID gated process will move from the 
development phase and enter the delivery/construction phase. Given the collective scale of 
the projects, it will be important to plan for the extent to which, and in what form, continued 
regulatory oversight will add value. 

Respondents’ Views 

United Utilities and WCWRG both believe that the establishment of RAPID and the gated 
process have been a positive enabler for the development of SROs.   

United Utilities recognises that the drivers for major national infrastructure enhancements 
are enduring, and therefore consideration needs to be made regarding the promotion, 
assessment, and delivery of SROs beyond the current gated process. However, they consider 
that the timings of the current gated process may not be applicable to all SROs, so they 
suggest that the phasing of SROs is reflective of the needs of each solution rather than a 'one 
size fits all’ approach. 

Thames Water is of the opinion that if there are large capital intensive projects in the future, 
then standardised contracts need to consider any new developments that can occur. For 
instance, an interconnector will allow further opportunities to trade but this can be an issue 
if standardised contracts or frameworks do not account for this. 

 

Topic: Co-ordinated Operations (2.11) 

What we said in our June discussion document 

It is critical that the projects and systems envisaged in the regional plans can be delivered 
and, where appropriate, operated in an effective and coordinated manner. Greater 
coordination of decision making will be required as we move to greater sharing of resources 
facilitated by the construction and operation of assets specifically designed to be owned and 
operated for the benefit of multiple parties across multiple sectors. The regional groups 
within the National Framework are developing coordinated regional water resources plans. 



Respondents’ Views 

Anglian Water reiterated the criticality of successful coordinated operations.   

Thames Water suggest that for this type of co-ordination to work there will need to be a 
system operator across networks. United Utilities also believe that a system operator will be 
needed as there needs to be a "controlling mind" to optimise the inputs and outputs.   

However, United Utilities wants system operators to be established under the contractual 
parties to any water trade, as opposed to a national systems operator. The operation of this 
systems operator could still be set under national guidance. However, having an outright 
national system operator may not add value in the short to medium term. These views were 
mirrored by WCWRG who added that if decisions on system operation or schemes were made 
nationally this would take responsibility for supply away from water companies. Therefore, it 
would be of use to set out what specific questions national planning is aiming to solve so that 
there is transparency on how any new framework will operate relative to the current sector 
governance.   
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2.1 Responses to Question 2 

Q2: What have we missed that also needs to be progressed? 

What we said in our June discussion document 

We asked stakeholders if there were any topics that we missed in the regulatory and 
commercial framework discussion that should be progressed. 

Respondents’ Views 

Eight stakeholders responded to this question. Three of these stakeholders had no further 
points to add to what was already discussed in the document, while recognising that novel 
issues may arise in the future as the regulatory and commercial framework develops.  

The topic of procurement and DPC raised some concerns for Anglian Water and ACWG. ACWG 
maintains that RAPID should have an open approach to DPC so that companies can take 
forward solutions where it is better for customers, specifying the Havant Thicket reservoir. 
Meanwhile, Anglian Water believes that RAPID should help in addressing how the risk of 
failure can be indemnified with DPC, particularly given the reputational risk involved. Anglian 
Water also highlights that the challenge in addressing these issues of accountability on water 
quality should not be underestimated.  

On the regulatory framework, Anglian Water considers that there may be value in reflecting 
on existing multi-party resource agreements and to build in learning from these existing 
operational agreements. They acknowledge that these agreements pre-date privatisation but 
considers there to be value in evaluating existing agreements, and collating views from those 
companies working within them.  

Anglian Water also believes that RAPID could assess in more detail how to ensure there is 
sufficient capacity within the market to support timely delivery as there will be several SROs 
progressing in delivery concurrently.   

WCWRG highlight that one of their SROs involves a scenario that does not seem to be 
mentioned. This may involve three parties, each of which will require their costs to be 
recovered together with risks and operating rules; the wastewater company who will divert 
the effluent, the donor company who will abstract the water and the receiving water 
company.     

United Utilities consider that the need to engage with the wider stakeholder community may 
have been overlooked. Stakeholder support is regarded as critical in progressing SROs 
through to the delivery stage and therefore stakeholder understanding should be enhanced. 
There may be an opportunity for a co-ordinated engagement campaign inclusive of 



regulators, regional groups, and water companies to outline the national water resilience 
challenges we face and the potential for SROs to mitigate these risks.   

Thames Water suggests that the following issues need to be progressed and discussed before 
the submission of projects at gate two:  

• Limits of market solutions under certain extreme conditions for example, drought, force 
majeure etc   

• Competition issues in market and contract design i.e., buyer or seller market power 
• Nature and scope of transaction costs generated by bulk supply contracts including the 

correct value of trust and enforceability   
• Dynamic relationship between final price and more or less observable costs  
• Design of system operator function   
• Clarity on the timing of regulatory policy changes under discussion and the critical path to 

key regional, WRMP and Price Review milestones. Can available mitigations in modelling 
deal with material changes to allow us to make the right choice? 
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3.1 Responses to Question 3 

Q3: We welcome views on our proposed next steps, including additional activities 
that we should be undertaking 

What we said in our June Discussion document 

The working groups on contract standardisation, pricing, incentives and risk and co-
ordinated operations will continue to meet over the coming months for more detailed 
discussions. Issues relating to environmental policy and operational risks associated with 
new water supply option development will be picked up by the new Environmental 
Regulations task and finish group. The consultancy study on co-ordinated operations has 
recently commenced. We are looking to take forward work on commercial models, drawing on 
previous studies to recommend practical models for joint ventures and/or collaboration 
between water companies and organisations outside the public water supply sector. 

We will continue to liaise closely with our partner regulators and Natural Resources Wales 
(NRW) to work to improve the regulatory framework and to ensure that our advice is as useful 
as possible, while engaging with the water companies and other stakeholders to understand 
their issues and concerns.  

Our current plans are for a consultation on policy options towards the end of 2021, prior to the 
consultation on regional plans in January 2022. This will subsequently feed into our advice to 
partner regulators in the first half of 2022, in advance of Ofwat's consultation on the draft 
methodology for PR24. 

Respondents’ Views 

Many of the respondents deem RAPID's next steps to be sensible. Most respondents are 
supportive of the Environmental Regulations task and finish group and are keen to be part of 
this group. It is regarded to be an important group to consider the environmental risks for 
SROs. Affinity Water reiterate that they have indicated RAPID should use 'real world' examples 
in groups such as this so that it may identify framework risks and requirements. 

Severn Trent is looking forward to supporting the co-ordination working group and expressed 
their interest in seeing the consultancy study that RAPID has commissioned on co-ordinated 
operations when it is ready.  

United Utilities state that they would welcome clear terms of reference for Standardisation, 
Pricing, incentives and risk, and Co-ordinated Operations working groups to avoid duplication 
and/or omissions. Also due to the interdependencies between the groups, United Utilities 
proposes an overarching forum is established to facilitate a coherent strategic decision for 
the development of a commercial regulatory framework. 



Northumbrian Water declares that it would be helpful for Ofwat and the industry to review 
whether there are economies of scale in resource provision. Such evidence would be 
important for policy decisions around water resource planning and other areas. 
Northumbrian Water also recommends that Ofwat confirm upfront incentive qualification 
alongside regulatory funding decisions to give the incentive more impact in negotiations. 

Severn Trent consider that the gated process is working well thus far and given challenges to 
water resources there may be a need for a similar SRO process from PR24. PR19 SROs should 
be analysed to learn lessons from them, before reaching a view on their future regulatory 
oversight. Yorkshire Water mirror this view and believe that regulatory oversight can be 
reduced, and the conventional price review can be scaled back as SROs have demonstrated 
that a separate 'enhancement' investment process on a different timetable to the 
conventional price review is possible.  

Yorkshire Water would welcome further clarification with regards to 'fair shares' and how this 
sits alongside existing Levels of Service (LoS) which may differ between companies and 
customer willingness to pay to LoS. They also believe further investigation is needed into 
future fixed contracts as they may not be achievable, so the industry needs to understand 
what is practically achievable. 

WCWRG said that a consultation on the policy options for the commercial and regulatory 
framework in late 2021 prior to consultation on the regional plan in 2022 was satisfactory. 
Severn Trent want to ensure that we take account of this in companies' submissions to each 
SRO gateway as they will only be able to factor in commercial and regulatory aspects once 
the framework is confirmed in 2022. ACWG expressed a similar view to Severn Trent, stating 
that they cannot take firm approaches to the price for the SROs that are being developed 
until this workstream produces firm guidance as RAPID will still be consulting on policy 
options at the end of 2021.  

Anglian Water would like the RAPID regulatory and commercial framework programme to 
provide outputs in time to influence the post-gate two delivery strategies since the timeliness 
of the delivery of the programme is critical. 

SES Water was supportive of the overall direction of the consultation and is happy to work 
with RAPID as the framework develops and matures. 
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4.1 Responses to Question 4 

Q4: We welcome views on NERA's recommendations and our initial thinking on them 

What we said in our June discussion document 

In 2019 we commissioned NERA Economic Consulting to investigate the role of contract 
design in promoting the efficient bulk trading of water in England and Wales. NERA made ten 
recommendations to improve bulk supply agreements, and RAPID gave its initial thoughts on 
these recommendations. These are set out below: 

  Recommendation  Our response  
1  Developing a Standardised Form of Bulk Water 

Contracts to reduce the transactions cost of 
trade  

Standardisation working group (WG) to progress this.   

2  Standardisation of Water Quality 
Management Protocols Trades for potable 
water should include references to DWI’s water 
quality standards and protocols  

Agree with recommendation. Standardisation WG, with 
DWI input, to take forward. Consider extent to which 
updated version of Water UK’s protocol might satisfy 
this.  

3  Enhancing Guidance on Contract Pricing &   
Theory suggests a pricing rule based on 
incremental cost (plus a margin) would 
encourage efficient trade  

Accept industry sees guidance on pricing as a priority. 
Pricing incentives and risk working group progressing 
this. Consider more widely than incremental cost, 
emphasising difference between fixed and variable 
elements, and firmness of right to the resource. 
Discussed in this document.   

4  Dividing the gains from trade: Ofwat has put in 
place incentives for companies to trade but 
they lack transparency and impose costs on 
selling companies’ customers  

Working with PR24, we are considering role and 
specification of water trading incentive. Discussed in 
this document.   

5  Advertising Trading Opportunities: We 
recommend that Ofwat enhances current 
obligations to advertise spare water 
resources.   

Working with PR24, we are considering barriers to trade 
including improving transparency around trading 
opportunities.  

6  Ofwat clarifies companies' obligations in 
drought conditions in relation to bulk transfer 
customers  

Have set this out as part of this document.   

7  Penalty clauses are necessary to ensure 
contracts are “firm”. The only means by which 
the purchaser can receive compensation is 
through settlement or dispute process  

Agree with principle that some financial penalties are 
needed in some circumstances. The complexity of such 
arrangements needs to be proportionate to the context.   

8  Uncertainty about Abstraction Licences 
Arrangements  

Discussed in this document.   

9  Third-party Access to Infrastructure  
Regulation prescribing that it was made 
accessible to third parties on non-
discriminatory terms  

Within scope of pricing guidance. It would sit within the 
framework of planned infrastructure subject to long 
term contractual rights to water resources and funding.  

10  Prohibition of Destination Clauses 
(i.e. importers may sell water)   

We agree with this recommendation, within the 
framework of processes around security of supply. 
Recognising that water is not homogeneous, there may 
be a need to preclude further transfers on environmental 
or drinking water quality grounds, but this should be 
governed by environmental or drinking water quality 
regulation.  

 



Respondents’ Views 

There was broad support for the recommendations set out by NERA, and for RAPID’s initial 
thinking on these recommendations.  There were, however, some specific issues highlighted. 

Bristol Water voice their concerns about the pricing logic in NERA’s review of bulk supply 
agreements and pricing. They stated that Long Run Incremental Cost may not yield a useful 
pricing methodology as most strategic solutions will be based on best value rather than least 
cost. This is in line with RAPID's position that regional planning must provide the best value 
to customers, society, and the environment rather than simply the least cost.  

Thames Water raise several issues. Firstly, the issue of market power between buyer and 
seller has not been considered in enough depth. They highlight that water demand is 
inelastic for some uses and its demand profile is unlikely to be radically altered over a season. 
Coupled with statutory obligations to supply customers within its territory, it may be that 
there is an unequal relationship between parties. Exercising market power could occur not 
only during the design process.  

Secondly, Thames Water asserts that there is a risk associated with the contract due to 
potential changes in environmental requirements and policies. The standardised contract 
will need some form of commitment reassurance. Furthermore, they believe that NERA's neo 
classical static cost base approach does not reward or consider risk-taking, uncertainty and 
profit-making.   

Finally, Thames Water makes comparisons to the major industry codes of energy and states 
that the economics of the debate on the European gas model can usefully guide water 
trading design. 
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Appendix 2: Environmental Regulation Policies and 
Positions  

The Environmental Regulations task and finish group has undertaken a high-level risk 
assessment of aspects of the regulatory framework and their impact on solution delivery from 
the solution developer’s perspective. This has informed the development of a programme of 
work to review aspects of the regulatory framework. This aims to improve clarity, 
understanding and enhance opportunities to deliver RAPID solutions whilst maintaining 
existing environmental protections and ambition18 as well as protection for customers and 
society's future wellbeing. 

The results including actions and proposed timetable for delivery which have been shared 
with the group are set out below. 

Risk to 
solution 

delivery* 

Policy/position Action By when/who** 

High 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Low 

Water transfers that may 
impact upon a Habitats 

Directive site 

New advice note confirming role of 
Regional Groups in safeguarding water 

for European sites now and in the 
future. 

Position on functional linkage of land. 

Early 2022 
(Natural 

England/Natural 
Resources 

Wales) 
Exemption to meeting 

RBMP objectives 
Develop technical criteria required to 

meet Regulation 19 tests 
Spring 2022 

(Environment 
Agency) 

 
Approach to capping 
abstraction licence 

quantities 

Develop new position to clarify 
approach 

 

November/ 
December 2021 
(Environment 

Agency) 
Requirements of specific 

Welsh regulations 
No changes proposed n/a 

INNS position statement No significant changes proposed. 
Clarification that Regulation 19 cannot 
be applied to impacts caused by INNS  

December 2021 
(Environment 

Agency) 
No transfers that would 
place a water resource 
zone in supply deficit 

No changes proposed n/a 

Reserving water for 
future use 

New approach proposed December 2022 
(Environment 

Agency) 
Augmentation to mitigate 

abstraction impacts is 
deemed unsustainable 

No significant changes proposed.  
Clarify position in existing ground 

water protection position statements. 

December 2022 
(Environment 

Agency) 

*From solution developers’ perspective. ** Note: Most actions only apply to England. NRW indicates when they 
also apply to Wales.  

 
18 For England as outlined in ‘A green Future: Our 25 Year Plan to Improve the Environment’ 2018. For Wales as 
outlined in the Water Strategy for Wales. 



 

a) Water transfers that may impact upon a Habitats Directive site: Transfers out of 
catchments, and or/regional plan areas, of water that may be needed to reduce 
pressure from abstraction on European sites and Ramsar sites in that Regional Plan, 
must be developed with regards to Regulation 9(3) of the Conservation of Habitats and 
Species Regulations 2017, which expects competent authorities to restore sites to 
favourable conservation status. Regional groups should demonstrate that enough 
water is safeguarded for European sites now and in the future. Confirmation that the 
legal onus is on regional groups and water companies to do this. 
 

b) Exemption to meeting River Basin Management Plan (RBMP) objectives: The primary 
aim of river basin planning is to protect and improve the water environment. 
Regulation 19 of The Water Environment (Water Framework Directive) (England and 
Wales) Regulations 2017 can be used as a defence against a breach of the RBMP 
environmental objectives if certain criteria and stringent tests are met. For England, 
the Environment Agency propose to develop guide criteria, against each test, to 
ensure Regulation 19 is applied appropriately. If a solution is required to meet 
Regulation 19 criteria, but does not do so, the Environment Agency or Natural 
Resources Wales is unable to issue environmental permits for the scheme. 
 

c) Approach to capping abstraction licence quantities (England only): Licence capping 
refers to the removal of unutilised headroom from abstraction licences to prevent 
growth in abstraction that could lead to a deterioration in water body status or prevent 
a water body from meeting its future environmental objective. Licence capping could 
affect deployable output so water companies will need to plan to meet future growth 
through alternative solutions. A risk-based approach is taken when determining 
licence caps, based on future growth projections and water company ‘no 
deterioration’ investigations. Capping will at least be at ‘maximum peak’ abstraction 
from a ‘representative period’, but maybe at ‘recent actual’ rates where local evidence 
supports this. The Environment Agency intend to include some guidance on licence 
capping in the guidance for water companies for Water Resource Management Plan 
2024. 
 

d) Requirements of specific Welsh regulations: Welsh legislation requires any scheme 
that is within or affect Wales to meet the requirements of the Environment (Wales) Act 
2016 and Well-being of Future Generations (Wales) Act 2015. This includes additional 
requirements to ensure the biodiversity and resilience of ecosystems and ensure any 
proposals improve the economic, social, environmental, and cultural well-being of 
Wales. Natural Resources Wales has incorporated these principles into the water 
resource planning guidance and Welsh Government will include their expectations 
guiding principles. No further changes to existing Welsh regulations are proposed. 
 

e) INNS position statement (England only): The Environment Agency’s INNS position 
statement outlines their approach to reducing the risk of spreading INNS species 
between isolated and already connected catchments. A risk-based approach to 
mitigating the impacts is an important principle. However, the Environment Agency’s 
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duty under The Water Environment (Water Framework Directive) (England and Wales) 
Regulations 2017 would overrule cost considerations if they concluded that it cannot 
licence a transfer of water without expensive mitigation (i.e., full water treatment) 
because to do otherwise would mean water bodies deteriorated or failed to achieve 
good status. They are also updating the position statement to provide clarification that 
Regulation 19 cannot be applied to impacts caused by INNS. 
 

f) No transfers that would place a water resource zone in supply deficit: Any transfers 
out of a region should not be considered that threaten resilience and/or the 
environment in the donor water resource zone. This is a continuation of the existing 
approach outlined in the water resource planning guidelines (section 4.1 Developing 
your plan, section 9.5 Resilience). The Environment Agency is not proposing any 
changes to this approach. The Welsh government expectations for new transfers are 
covered by their guiding principles. 
 

g) Reserving water for future use: The Environment Agency and Natural Resources Wales 
currently treat all abstraction and impoundment applications with equal status. 
Licence applications are determined according to several criteria and on a first-come-
first served basis. This approach creates challenges for large major infrastructure 
schemes. For instance, the Environment Agency or Natural Resources Wales do not 
reserve water for future use as it ties up water others may want to use. Subsequently, 
there may be a conflict between the need to apply for a licence early versus the need 
to have proposals fully developed to enable a decision on a licence application. The 
current approach does not provide the level of assurance required by water companies 
for the development of solutions which are based on the current availability of water 
but the requirements to apply for and secure those resources could be many years in 
the future. The water companies are looking for guarantees that water will be 
available once infrastructure has been put in place. The Environment Agency has 
proposed, over the next 12 months, to investigate how a new approach could work. 
There is no proposal to change the current approach within Wales. 
 

h) Augmentation to mitigate abstraction impacts is deemed unsustainable (England 
only). The Environment Agency do not regard the use of water from a water body to 
mitigate abstraction impacts on another water body to be a sustainable use of water 
resources. Over the past 15 years restoring sustainable abstraction investigations have 
focused on resolving the cause of unsustainable abstraction rather than simply 
treating the symptoms. The Environment Agency is not proposing any change to this 
approach and propose to amend the existing groundwater protection position 
statements to clarify this. The Environment Agency recently launched a consultation 
on the statutory review of River Basin Management Plans (RBMPs) on behalf of the 
Secretary of State. The consultation is a chance for anyone to comment on essential 
information which will guide the next cycle of RBMPs. The consultation closes on the 
22  April 2022 and can be accessed here. 

 

https://eur03.safelinks.protection.outlook.com/?url=https%3A%2F%2Fconsult.environment-agency.gov.uk%2Fenvironment-and-business%2Fdraft-river-basin-management-plans&data=04%7C01%7Cniall.jones%40environment-agency.gov.uk%7Cb5beb356e8a24910656f08d99540be82%7C770a245002274c6290c74e38537f1102%7C0%7C0%7C637704928127694603%7CUnknown%7CTWFpbGZsb3d8eyJWIjoiMC4wLjAwMDAiLCJQIjoiV2luMzIiLCJBTiI6Ik1haWwiLCJXVCI6Mn0%3D%7C1000&sdata=ol9eEwD10G7xV11jyWi%2FeJLfe5vuR37m3NVi3EsOtEQ%3D&reserved=0
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