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1. Summary 
We support the need to protect the environment and the iconic chalk streams in the region, and the need to 

do so in ways that meet the needs and expectations of our customers. Recent abstraction reductions in 

place to protect the chalk streams mean there is now a significant supply and demand deficit in Hampshire in 

dry weather. We have an agreement with the EA that allows us to mitigate the risk in the short term via 

drought orders and drought permits. However, this is not a long-term solution and we are committed to 

delivering a strategic resource option (SRO), as a new water supply, by March 2030 or earlier of possible.  

We need to deliver a wide-ranging solution within the decade, including consumption and leakage reduction, 

new storage facilities, new transfers from other companies and enhanced network transport capabilities. This 

presents challenges in terms of protecting the environment and providing best value to our customers, but 

also offers opportunities to take some significant steps in delivering our vision to create a resilient water 

future in Hampshire. Our timescales are very tight and speed of review by all regulators will be critical. 

We also support the developments in enhancing the role of regional water resource plans, with the emerging 

regional plan produced by WRSE, and have provided all our SRO options to WRSE for consideration as 

options for the regional plan.  We welcome the opportunity to respond to RAPID’s consultation on the 

regulatory framework to support large scale new water resource projects. 

At our interim update in September 2021, we announced that we had developed a sufficiently strong 

evidence base and options appraisal option to identify that the original desalination option was considered 

not likely to be consentable at the chosen location at this time. At our Gate 2 submission in December 2021, 

we confirmed that we had identified a new best value option that can provide our customers in Hampshire 

with the resilient water they require.  This necessitated change the preferred option from our approved 

WRMP19 plan, and hence required not just very strong evidence but extensive engagement with all the 

regulators and Defra. 

The creation of ring-fenced funding at PR19 to explore and develop multiple alternative solutions in parallel 

was helpful to the decisions Southern Water needed to make, and the time frame in which they needed to be 

made. Similarly, the creation of RAPID to oversee the funds and support the development of solutions in 

parallel was helpful, as it provided a forum where discussions could be had with RAPID and its component 

regulators and a framework designed to identify the best value option from a long list.  

For these reasons we consider that RAPID may have a continuing role to play after the current round of 

gates is concluded, providing that the particular requirements it would address are carefully identified by the 

WRMP and PR24 processes, that there are sufficient new large intercompany schemes to justify and the 

processes used are streamlined to become less burdensome. We have also indicated a number of areas 

where we believe regulatory intervention could be justified.  

Our response focuses on those areas where we believe our experience with the Havant Thicket reservoir in 

its original and proposed enhanced form have general lessons. Our response is not specific to those options, 

but is written from the point of view of a ‘generic importer.’ 
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1) Supporting new strategic solutions – RAPID section 2.2.1 

 

Context 

RAPID and the gated process was created at PR19. A regular succession of gates and the large volume of 
work needed to answer the gate templates adequately has become quite burdensome. Two broad options 
for the future are set out.  The first is that RAPID continues in some form with streamlined gates, e.g., 
reducing the level of detail submitted at the gates, or replacing formal gates with a series of checkpoints.  
The second would be to create a set of financial incentives to ensure that suitable multi-company options are 
put forward and collaborative working occurs without RAPID oversight. 
 

Response 

Southern Water has needed to either confirm desalination at Fawley as the choice of the largest option, or to 
replace that option with an alternative that would be able to deliver the same quantity of water to be available 
in the same time frame. At our interim update in September 2021, we confirmed we would not continue with 
the desalination option. In our accelerated Gate 2 we confirmed we will replace it with an enhanced use of 
the Havant Thicket reservoir, including addition of a direct pipe to the reservoir and a water recycling plant as 
an additional source. 

 
Southern Water has found the gate process generally helpful in achieving this outcome: 

a. PR19 provided funding to develop both options in parallel, ensuring that by Gate 2 two the options 
and all the variants could be compared directly side by side; 

b. Funding was provided to ensure that the work carried out and the evidence collected was of 
sufficient maturity and quality to enable a robust option appraisal process to identify the “best value” 
option; 

c. Ofwat and the other stakeholders in RAPID agreed at our request to an accelerated pattern of gates 
for Southern Water only solutions, to enable us to continue to aim for delivery of our main SRO 
option by March 2030; 

d. RAPID provided several fora where we could engage with all the regulatory stakeholders in a 
common way, to a clear timetable and with expectations for the gates set out in advance; 

e. PR19 identified a new option as a potential substitute for desalination.1  Placing this option in the 
accelerated gates made a comparison with the alternatives possible, and the funding provided 
enabled quick development to be done, given that this option was not present in the WRMP19 plans 
of the partner companies; 

f. Since gate 1 one RAPID has demonstrated flexibility in the timing of the gates to respond to project 
needs rather than stick to the original timetable set out in PR19. 

 

We have some reservations about the burden the gates have imposed but we consider that there is value in 

RAPID continuing in some form after 2024.  This should be subject to: 

i. The WRMP 24 process (or others that can identify large scale new options) identifies a number of 

new inter-company or inter-regional solutions that have not already been considered during the 

gate process; 

 
 
 
 
 
 
 
1 This was the West Country Solutions North options, involving South West and Bristol as potential exporters to Southern  
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ii. A streamlined process is developed that does not result in sponsor companies believing they 

need to produce very detailed submissions to demonstrate the right quality of work to support 

decisions; 

iii. Thought is given to how to improve RAPID’s co-ordination role. At present sponsor companies 

need a high level of engagement not only with RAPID but with the National Assessment Unit, and 

individual regulators (and also members of RAPID) in their own right. 

 

 

2) Procurement of new infrastructure  - RAPID section 2.2.2 

 

Context 

The substantial investments required to meet future water needs, which are high cost or complex, must be 
efficiently procured and delivered. RAPID has set out a range 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. 

 

Response 

We agree with RAPID’s recommendation that there should not be a requirement for the same approach to 

be taken for all solutions, for two main reasons. The first is that the choice should be specific to each option, 

and justified according to which option would deliver the best delivery outcomes (e.g., time cost, complexity, 

risk allocation etc.)  The second is that even within an option there could be different types of asset where 

more than one of the options is appropriate. 

 

Examples from our recent experience demonstrate the second point.  Portsmouth Water (PW) is developing 

and building the Havant Thicket reservoir on behalf of Southern Water customers. It is the exporter, and 

while there is a long-term contract between both companies, there is no joint venture or other legal 

instrument: PW is the sole promoter of the Havant Thicket reservoir and associated assets in its own right.  

There were several reasons why this was the right choice for both parties, including PW owns the land the 

reservoir will use, it already uses the springs that will provide the water source, the delivery route for water is 

a cascade through PW’s existing network, enhanced as required. While SW could have been the developer 

of the reservoir, it would have required purchase or permanent rental of the land, an agreement about 

sources of water and would not have been able to use PW’s existing relationships with regulators and its 

customers. It would not have been plausible for SW to be the developer of PW’s network enhancements. 

 

It is now proposed to add to the volume that can be taken from the reservoir. There is a wide range of assets 

that need to be developed into a system and, without the historical precedent of PW owing the land and 

having access to water, who is best positioned to be the developer is being discussed between PW and SW 

on a case-by-case basis. 

 

The Thames to Southern Transfer provides another example of the need to consider case by case. The 

long-distance pipe between the River Thames or the SESRO reservoir could conceivably be developed and 

procured by either party, or both, or by a third party.  At present there is a working assumption between the 

companies that it will be Southern Water, as we are in the best position to demonstrate the need for the 
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solution. But the water source for this SRO is either the Severn-Thames Transfer or the SESRO or both. It 

would not be plausible for SW to be the sole developer of these options as one of the ultimate importers, and 

the developer of assets to enable transfer of water between Thames and Southern would need to be 

considered on its merits. 

 

 

3) Water trading incentives - RAPID section 2.2.3 

 

Context 

The section sets out two broad options. The first is an adaption of the existing water trading incentives, 
where economic profit is earned by the exporter based on retaining 50% of the profit measured relative to 
the next cheapest available source. It would be adapted so that the incentive only applies after construction, 
Ofwat would confirm in advance that the incentive would apply to give the exporter some certainty, and the 
incentive is profiled over the life of the bulk supply agreement instead of being received up-front.  
 
The second option would follow several principles. Ofwat would make a one-off calculation in advance to 
provide certainty to exporter, the exporter’s customers would be protected from volume risk, and the 
incentive would become a mark-up on costs rather than a share of economic profit, with regard to the benefit 
from the trade, i.e., a bigger mark-up for bigger avoided costs in the importer. 
 

Response 

There are aspects of this adaption precedents are provided by the development of the Havant Thicket 
reservoir by Portsmouth Water on behalf of Southern Water, and which we support as a basis for future 
trades: 
 

a) Beginning the incentive when commissioning is complete and new water is available, rather than 
at the outset, means that the importer’s customers are not paying a price that includes an above-
industry return in advance of any increase in the resilience of their supply. 

b) Spreading the incentive over the economic life of the asset or the life of the bulk supply 
agreement2 better matches the payments customers are making with the profile of benefits they 
receive. 

c) Spreading the incentive over the life of the contract also reduces the amount of the payment in 
the early years of the agreement.  By amortising the payment over a long period, customers at 
the start of the life of the agreement will pay a similar amount in real terms to those receiving 
benefits at the end of the agreement.  

 
There is an aspect of the current incentive we believe to be too weak. Capping the import incentive at 0.5% 
of wholesale water revenues reduces the value in Southern Water’s case to a few hundred thousand pounds 
a year.  Compared to the whole life cost or capital cost, both of which are £100m+, the incentive had little 
bearing on our decision to use this source rather than another. 
 
There is an aspect of the second approach that we also consider is important for future large-scale trades, 
namely the application of a mark-up to costs plus a normal return, rather than application of economic profit. 
The existing incentive permits the exporter to retain 50% of the economic profit over the asset life, with the 

 
 
 
 
 
 
 
2 80 years in the case of the Havant Thicket reservoir. 
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other 50% being shared with the exporter’s customers. It is intended that this profit is set relative to the cost 
of the next cheapest alternative. Until new infrastructure is built, we face a large supply and demand deficit in 
dry years in our Hampshire region. Fixing the deficit requires not just one large new source, but many, and 
all aspects of supply and demand play a role in fixing the deficit. The WRMP19 process had already been 
through the process of identifying the best value range of options, so replacing the volume of water the 
reservoir will supply via an alternative would result in a considerable increase in capital cost.3   
 
The existing incentive introduces a wealth transfer from the customers of the importer to the customers of the 
exporter. The larger the capital cost of the solution deemed to be the next cheapest alternative, the larger 
this wealth transfer will be in absolute terms.  In cases where it is not straightforward to identify that 
alternative, replacing economic profit with a mark-up that reflects the values of the trade will avoid unduly 
large bill incremental increases in bills of importing companies, which would occur the same time as large 
incremental reductions in the bills of exporting companies.  

 
 

4) Securing investment and efficiency – RAPID section 2.2.4 

 

Context 

RAPID sets out a range of potential or actual incentives companies may face when considering long-lived 
and potentially low use water assets.  These problems may be compounded with the move to planning to 
meet 1-in-500 year drought events without resorting to drought orders and drought permits. Companies may 
have incentives to over-invest, or fail to seek the best value mix of investments, or disfavour DPC.  Long-
lived assets may experience changes in use compared to when they were planned. Companies should have 
an incentive or obligation to optimise the use of assets and minimise the risk of stranding. It may be in 
customers’ interests for poor investment decision to remain with shareholders.  Three broad options are 
considered: 
 

Option 1: Retain current policy (RCV and DPC as alternatives) but clarify how options would meet 
the resilience standards 

Option 2: Find an alternative way to allocate risk appropriately between companies and customers 
e.g. via incentives for best value. 

Option 3: 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. 

 

Response  

Water companies are already subject to a wide range of obligations and incentives via legislation, the 
Licence, price reviews and resulting obligations and statutory guidance such as to develop WRMPs on the 
basis of “best value”. 
 
In Southern Water’s case, as with a number of other companies that have entered the DPC process, the 
Licence has been amended to give Ofwat additional powers: 

 
 
 
 
 
 
 
3 Where there are multiple solutions needed in a water-stressed area it is not always straightforward to identify a like- for-like 

comparison to calculate the economic profit. Given that each solution in the plan had already been optimised for cost and value, the only 
solution that could plausibly have added the required extra volume of water was the proposed desalination option.  This was the most 
expensive option in the plan but was needed because of the large volume of water required. It was never intended as a direction 
substitute for the Havant Thicket reservoir. 
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Ofwat may withhold consent …[to continue with the DPC process]…, including where it considers that a 
DPC Procurement Process (and any relevant proposed procurement documents, any proposed selection 
and evaluation criteria, any proposed procurement plans and the form and provisions of the proposed 

CAP Agreement to be put out to tender) is not likely to achieve best value for customers.”.4 

 
The basic purpose of the DPC process is to identify cases where ownership and delivery by a third party 
would eb more beneficial for companies, and Ofwat already has the power to oblige companies to consider it 
(for example by identify candidate projects in the PR19 Determinations). In addition, Ofwat has duties and 
powers to ensure that customers are protected and companies operate efficiently.  We suggest caution 
before new incentives are considered and implemented in addition to those that already exist. There should 
be a clear case for missing or inadequate incentives before any additions. 
 

5) Other regulatory barriers to securing investment – RAPID section 2.2.5 

 

Context 

There are a range of environmental regulations that create barriers to new large scale water resource 
solutions. 
 
The DWI is jointly with CCW carrying out research into customer perception of water recycling, due in mid-
2022. 
 

Response  

This section responds to the issues raised in section 2.2.5 of the Consultation document and sections A, B, 
C and E of Appendix 2 relating to environmental regulations, assessments and approvals.  
 
Southern Water welcomes the increasing focus on considering environmental protections and ambitions as 
part of developing long term solutions, and the formation of the Environmental Regulations Task and Finish 
group to help navigate the different regulatory framework whilst delivering strategic water resource solutions.   
 
Environmental assessments and approvals are required at different stages of the water resources planning 
and delivery process, to reflect the level of maturity of each solution. For example, a Strategic Environmental 
Assessment is required at a ‘plan’ level in the context of preparing a Water Resource Management Plan 
(WRMP), whereas a more detailed Environmental Impact Assessment (EIA) is likely to be required at a 
project level as part of consenting the solution under the applicable planning and consenting process.  
 
It is important as a matter of principle that the regulatory process aligns with and facilitates, but does not 
duplicate, overlap or supplant, the consenting and licensing processes, which are already subject to their 
own procedures and assessments. Any additional environmental assessments or approvals required as part 
of progressing options for solutions through the RAPID gated process should therefore not duplicate the 
assessments and approvals already required under the water resources planning and consenting processes. 
 
The potential for overlap in terms of the information and assessments to be provided, as between gates 
under the regulatory process and milestones and deliverables under the water resources planning and 
consenting regimes, needs careful consideration as part of RAPID publishing guidance as to what is required 
at future gates, in order to avoid the risk of pre-determination, as well as to avoid undermining the outcomes 

 
 
 
 
 
 
 
4 Southern Water Licence, Condition U4.2 
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of the consenting process as a result of regulators and decision-makers reaching different conclusions under 
different processes.  
 
For example, there is a risk that by requiring companies to carry out ‘informal’ environmental assessments 
for solutions at Gate 1 and Gate 2, and then later being required, as part of a formal consenting regime, to 

prepare and submit detailed project level impact assessments (e.g. EIA 5 , Habitats Regulations 

Assessment6  (HRA) and Water Framework Directive7  (WFD) Assessment), it will result in a misalignment 

between the outcomes, as earlier assessments will be based on a less detailed understanding of the project 
and its impacts. There is also a risk of duplication of resources if companies need to meet potentially 
overlapping requirements as part of securing the necessary approvals from RAPID as well as under the 
water resources planning and consenting regimes. This needs careful consideration and alignment as part of 
the obligation to deliver Best Value for Customers.  
 
Environmental assessments and approvals need to be as streamlined and coordinated as possible to help 
ensure the timely and efficient delivery of the Strategic Water Resource (SRO) / RAPID solutions. The 
benefits of the Development Consent Order regime should be considered in this context as it allows 
applicants to apply for multiple consents, licences, powers and permissions in one streamlined process, 
informed by detailed project level environmental assessments (EIA, HRA, WFDA, etc). Southern Water 
would welcome RAPID’s support to help raise awareness of the benefits of this regime across the wider 
sector, government, regulators and stakeholders, as part of mitigating the risk of potential barriers, engaging 
fully with stakeholders and/or delay to securing consent. 
 
The RAPID gated process should not seek to duplicate existing and well-established guidance on 
environmental assessments, since this could lead to inconsistencies as between the different processes and 
regimes that the SRO solutions are subject to. Any guidance or policy that is published on environmental 
regulatory requirements under the RAPID gated process should therefore refer to existing established 
guidance, including any preliminary environmental information, rather than creating an additional layer of 
guidance specific to this process. This will help ensure that, for example, Invasive Non-native Species 
assessments are not treated in a different way when considered under the RAPID process compared to 
other processes and regimes.  
 
Any guidance produced by the EA on the defence against a breach of the RBMP environmental objectives 
under Regulation 19 of the Water Environment (Water Framework Directive) (England and Wales) 
Regulations 2017, if the criteria set out in Regulation 19 are met, should provide specific guidance on each 
criterion, and be clear on how to navigate the requirements and the hierarchy of when each element of the 
test is applied, and the weight to be given to it.   
 
This section responds to section 2.2.5 and sections F, G and H of Appendix 2 to the Consultation document. 
 
We recommend that sections F, G and H of Appendix 2, and any guidance produced or updated as a result, 
are considered in the context of all circumstances, and not just the specific issues referred to in the 
Consultation, so that any guidance works for all water resource planning scenarios.  
 
In particular, there is a risk that section F is very prescriptive and appears to be responding to individual 
circumstances, rather than thinking about the overall purpose of transfers. We acknowledge the EA’s 

 
 
 
 
 
 
 
5 Town and Country Planning (Environmental Impact Assessment) Regulations 2017 and Infrastructure Planning (Environmental Impact 

Assessment) Regulations 2017 
6 Conservation of Habitats and Species Regulations 2017. 
7 The Water Framework Directive (WFD) (2000/60/EC). 
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position in the Water Resources Planning Guideline that there should be no transfers that would place a 
water resources zone in a supply deficit, and consider that this should be the starting point when considering 
transfers, noting that there may be other considerations and implications that need working through, for 
example where transfers may be necessary as part of the wider water resources planning mix of solutions 
and policies for an importing water resource zone or for example as part of interim or transitional measures. 
 
This section responds to the part of section 2.2.5 of the Consultation document, which discusses the water 
quality regulatory framework. 
 
Southern Water acknowledges and supports the need for greater public engagement on water quality and 
the drivers for innovation and other technology types, such as water recycling, as part of mitigating risks to 
consumer acceptability issues arising from changing water supply sources.  This is an essential part of 
ensuring that Southern Water can successfully deliver its accelerated Selected Option being considered 
under the RAPID process. 
 
We recommend that water companies are engaged on the scoping and undertaking of this research on an 
iterative basis to ensure that the right questions and issues are being explored, and that this informs any 
framework of principles developed by RAPID and the DWI. This is important as companies like Southern 
Water have been undertaking studies and investigations into new water resources solutions for several 
years, including customer preference studies on water recycling, which could usefully inform the research 
project.  
 
Similar research and guidance could also usefully be carried out in relation to other water resource solutions 
that are relatively novel in the UK, such as desalination. This will help ensure there is a greater 
understanding of consumer issues and concerns that can feed into the water resources planning process, 
but also so consumer perceptions can develop and keep pace with the evolving need for a mix of different 
and resilient sustainable water resources solutions.   
 
We welcome the research and engagement proposals, however regarding the proposal for RAPID with DWI 
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, we think that putting in place an 
additional specific requirement in relation to the treatment of customer acceptability in the assessment 
process, and for mitigation of issues, runs the risk of duplicating the requirements to consider various 
customer-related factors under the water resources planning regime and when preparing a WRMP Best 
Value Plan. We would therefore highlight the duplication risk issues associated with the proposed ‘principles 
framework’. 

 
 

6) Extending RAPID’s role beyond Gate 5 into the construction phase - RAPID section 
2.3.1 

 

Context 

RAPID expects all regulators are likely to require oversight of projects due to their approver and regulatory 
roles.  RAPID is considering whether there is a co-ordination role in the construction phase. 

 
Option 1: minimal or no formal cross-regulator involvement.  Least cost but resources will be thin.  
Option 2: enhanced co-ordination but still relying on resources from individual regulators.  
Option 3: RAPID lite continues during the construction period 

 
Response 

We are not clear that we do see a role for RAPID in some form during the construction period.  
 
Once construction is reached, funding will have been secured at a previous or future price control, and will 
have been subject to scrutiny of efficiency by Ofwat. The same applies if the procurement route is DPC, as 
this would be deemed a more efficienct route than company delivery, and the company would need to apply 
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for the payments to the CAP as part of a price review. If, for example, RAPID had new gates for capital 
expenditure funding there is a risk of excess efficiency challenge: once before the event (at the price control) 
and once after the event (at a RAPID gate). It os noted that companies would in any event need to engage 
with regulators in their regulatory roles during construction 
 
Continuation of an advisory group with a remit to address challenges in new ways of supplying water is not 
necessarily the right way to address resource issues in the individual regulators.  
 
 

7) Risk allocation between partners 

 

Context 

There is the possibility of imbalances of power between exporter and importer, and misalignment of 
incentives between both companies and both sets of customers. RAPID is proposing that regulatory 
intervention is needed to ensure that balance of power is equal. 

 

Response 

We support the view that intervention is needed to address imbalances of power.  It is likely that there is in 
most cases an implicit imbalance of power, with the exporter having stronger power than the importer. This is 
because the need for the new water supply is likely to have been identified via the regional water plan 
process and / or the WRMP process. The WRMP process is statutory, so companies must legally comply 
with it, must plan for a given level of drought without needing to rely on drought orders and drought permits8 
and must be able to show they can operate without any permanent supply and demand balance deficits. 
 
In addition all companies have an unfettered duty to supply, so cannot chose not to supply in a drought.9  It is 
also likely the exporter will have been through the same processes in order to demonstrate that excess water 
is both available in terms of scarcity and can be transported without unacceptable levels of environmental 
impact. The market power of the importer will depend on the availability of suitable direct substitutes for the 
import, and is not dependent on the fact that the importer is itself a monopoly. In the most common case 
where the SRO option is included in the importer’s WRMP, it will be the result of a “best value” process, 
meaning that by definition any direct substitute for the import will be a lower performing alterative. 
 
The consequence to the importer of not agreeing to trade is that it is likely to have to find an alternative that 
has already been demonstrated to be a worse option. WRMPs are consulted on then published, so it is 
straightforward for the exporter to identify what the alternative might be.  The consequences for the exporter 
of not agreeing to the trade are that they forgo the financial opportunity but retain the surplus water and 
hence the ability to trade in future. The exporter’s net supply and demand balance is also improved by not 
trading. 
 
Where an interconnector is two-way, these considerations would be reduced. Ultimately, if an interconnector 
were built from the outset to be two way, and both parties had similar expectations that, in the long run, 
roughly equal volumes of water would be transported in each direction, then the balance of market power 
might also be roughly equal.   
 

 
 
 
 
 
 
 
8 In Southern Water’s case the standard is increasing from 1-in-200 to 1-in-500 year events. All else being equal, this will increase the 

demand for water at times of scarcity in the importing company. 
9 Note not always. The West County North Solutions were identified as options outside the WRMP process, but demonstrating 

availability of water and feasibility of transporting it was a key early requirement for the SRO. 
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8) Structure of contracts for water supply – RAPID section 2.4.1 

 

Context 

Ofwat’s water trading task groups have identified 4 types of contract: 
 

• Bilateral (one buyer, one seller, ) 

• Multi-party (many sellers transporting through a common interconnector to many buyers e.g.  

• In parallel (multiple companies sell to a single buyer) 

• In series (a primary buyer on-sells to one or more secondary buyers - not known if there is an 
example) 

 
No options are ruled out but Ofwat sees more benefit in the “in parallel” version as it is the one that most 
readily aligns with the DPC approach. 

 

Response 

We support not prescribing a particular approach, as the best structure for complex options needs to be 
chosen in the specific circumstances. We have examples of two or potentially three of the structures 
identified.  
 
The Havant Thicket reservoir is a good example of a bi-lateral agreement, with a single buyer (SW) and a 
single seller (PW). For the reasons described in the response on procurement of infrastructure, the contract 
is for PW to build the reservoir and transfer the water. 
 
The Thames to Southern transfer is potentially an example of the “in series” structure.  In the event that it 
goes ahead, we would expect to contract with Thames for the transfer of water through an interconnect that 
might be developed by SW, as the ultimate buyer of the water.  Going ahead with this option would be 
conditional on a guaranteed source of new water, as Thames cannot supply without new sources. These 
could be the Severn to Thames transfer, SESRO or both.  The parties involved have not yet had discussions 
about contract structure but as a minimum Southern would require Thames to have in place contracts that 
guaranteed new supply, with sufficient surplus to supply Southern in addition to the needs of Thames and 
Affinity. 
 
Viewing SESRO as a whole, it could be interpreted as physically if not contractually an example of the multi-
party structure: multiple sellers (United Utilities, Severn Trent) sell to an intermediary (Thames) which meets 
its own needs and then sells on to at least two more companies (Southern and Affinity). 
 
The presence of more than one model in our list of SROs illustrates why prescribing a particular approach is 
undesirable.  We note that the structures implicitly assume water flows in one direction 

 
 

9) Standardised contracts – RAPID section 2.4.2 

 

Context 

Benefits of some standardisation are lower transaction costs, greater co-operation increasing national 
resilience, and better delivery of service. Emerging thinking on areas with the opportunity of standardisation 
are: 

• Defining rights to service 

• Operating protocols  

• Payment terms 

• Termination provisions 

• Non-delivery provisions 

• Drinking water quality protocols 
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Response 

We support the work to identify issues that could benefit from standardisation. We also consider the list of 
topics identified contains good candidates for some form of standardisation. Publication of guidelines on how 
to approach areas that will feature in the great majority if not all contracts would potentially simplify and 
shorten the process of contract negotiation and agreement.  The guidelines should not be overly prescriptive, 
as every solution is likely to have project – specific issues that need to be resolved within the headings 
identified, but principles and approaches that could be successful in the right circumstances would assist the 
negotiation process. 

 
 

10)  Treatment of trades post-construction in future price reviews – RAPID section 2.4.2 

 

Context 

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.  
 
Where an importer has sunk costs associated with the trade, these could become a pass-through cost like 
SW’s Havant Thicket payment, rather than being funded out of base expenditure. This would be comparable 
to the arrangements for a DPC payment. 
 
For larger trades the ongoing costs of the exporter should be subject to greater reporting and challenge. 
These costs would be distinct from any volumetric charge, which is expected to contain the export incentive 
as a mark-up to (incremental) cost. 

 

Response 

Parties to a new trade should in the first instance seek to agree factors that will determine the prices paid 
any contract. Guidance on issues like rights to water, termination payments, evening up market power etc. 
will narrow the gap between parties at the starting point, and make commercial agreement more likely. Prior 
to contracting, the exporter’s costs are unknown to the buyer, and the importer has limited ability to scrutinise 
or influence them.  Hence the contract should provide clearly for the intended approach on what happens in 
the case when out-turn costs are different to those costs forecast when contracts were negotiated and 
agreed. The exporter should be subject to similar incentives to deliver at an efficient cost was would occur 
during a price review. Cost-sharing arrangements that are appropriate to the customers of all parties to the 
trade could be an important component of those incentives.10  
 
It is important for the exporter though to have a financeable long-term contract well ahead of actual 
construction. This will be the case with or without DPC as the procurement method, the export is building 
new long-term assets that are largely for the benefit of the importer’s customers, and secure low-cost long 
term finance is essential in order for the export to be willing to commit to the trade.  
 
When these processes are complete, the costs of the trade should become a pass-through from importer’s 
customers as a payment to the exporter, with the payment aligning to the contractual terms.  
 

 
 

 
 
 
 
 
 
 
10 In the case of the Havant Thicket reservoir, Ofwat created a price control specifically to cover the new 
assets and associated costs, to enable this process. 
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11)   Charging for bulk supplies and strategic solutions – RAPID section 2.4.4.  

 

Context 

For solutions in the RAPID process, RAPID expects to see fixed and volumetric charges, with the latter set at 
variable cost.  The same structure is expected where the infrastructure is provided by a competitively 
appointed provider. These charges could be reduced in the event of liquidated damages being triggered due 
to service failures. 
 
There are three possible charging models, which could be included in Ofwat’s charging rules: 

• “Wholesale minus”, as is used for the NAV regime 

• Long run average incremental costs 

• Bulk supply charging principles 
 

In any event it is likely that there will be prescriptive guidance. 
 

Response 

The range of options suggested looks to be sufficient. In principle long run average incremental costs is likely 
to produce the best economic outcomes, but we accept that it may be practically difficult to implement given 
the current framework for reporting costs and setting costs and revenue allowances via price reviews. 
 
We note that, since SROs are likely to require significant new assets to be constructed by may parties, that 
well in advance of a new SRO (or other non-SRO multi-party trade) all the costs of the new assets are 
incremental, and the assurance about the recovery of those costs by the relevant parties will be a key 
feature of the pricing model, regardless of which options are chosen. 

 

12)   Allocation pricing of water during droughts.  

 

Context 

RAPID has already set out principles it expects when water is scarce: 

• There should be good outcomes for customers of both the exporter and importer 

• The environment and society should be protected 

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

There are three broad options: 

• Guaranteed rights – rights are firm for the recipient 

• Interruptible supplies – 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 for its own customers 

• Fair shares – an agreement that would take into account the circumstances in each company’s 
supply areas with the aim that customers in each area would receive a fair (potentially similar) level 
of service. 
 

The fair shares version is preferred, with modifications to ensure that exporters are contractually committed 
to providing a defined service level, with compensation if that is not provided.  RAPID is proposing to set out 
what compensation thresholds might be. 
 
Section 37 of each water company’s licence sets out its duty to supply. This duty already extends to 
maintaining bulk supplies made pursuant to an Ofwat order under section 40 (3) of the Act.  

 

Response 

An importer will generally be paying for the majority or even all of the costs of creating new assets needed to 
support SROS.  The latter is the case in the Havant Thicket BSA, where both parties have agreed that the 
new trade is being provided solely for the benefit of Southern Water’s customers, and that as a result, 
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Portsmouth’s customers should not be exposed to additional risk and hence Southern Water’s customers 
pay in full for the reservoir and other costs associated with the new transfer.  
 
The new assets in the SRO cases would in general not exist unless the importing company’s customers had 
paid for the majority of the costs. The respective regional planning, WRMP and environmental regulations 
would also have to have confirmed that water was available in one area and appropriate to transfer to 
another. Prior to such conditions it is probable that the exporter’s customers and shareholders will have 
benefited financially from the creation of the new assets, as the current water trading incentives allow for an 
economic profit to be charged by the exporter (to incentivise the trade) and for that profited to be shared 
between the exporter’s shareholders and customers. 
 
We agree that in conditions of severe or extreme drought when physical availability of water might mean that 
not all contractual obligations could be met, and we agree that customers of any party to the trade need to 
be treated fairly for access to essential clean water. The extent to which the importer’s customers have 
contributed to – by paying in advance for – such water is available should be taken into account in any ‘fair 
shares definition.’  
 
It is probable that the contract(s) between export and importer will contain penalty clauses in the event of 
non-supply, such as liquidated damages.  These would be financial payments that would act as an incentive 
on the exporter to seek to maximise the water available to customers of all parties, but do not themselves 
contribute to making more water available,  
 
Prior to the introduction of such a mechanism, it would be important to set out clearly who would carry out 
the assessment, at what stage of an emerging drought, whether it would be altered as drought conditions 
change, and how all parties would agree to implement emergency arrangements that would potentially be in 
conflict with Licence or contract requirements. 
 

 

13)  Future proofing – RAPID section 2.5 

 

Context 

Over time RAPID expects substantial change in the way water is provided and the way in which assets are 
best used is also likely to change from that originally intended. RAPID is keen to avoid measures that would 
preclude future changes, such as restrictive “destination” clauses on resale, and they are only used where 
necessary for environmental or drinking water quality grounds 
 
RAPID also expects to see a move to more formal co-ordination, such as industry-wide codes, mutli-lateral 
markets and system operators on a broader scale.  It is premature and cumbersome to impose the creation 
of such measures for now. 

 

Response.  

We agree that destination clauses, or other items that could restrict or foreclose the future development of 
markets, should be used only where strictly necessary, e.g. water quality of environmental harm issues. 

 


