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This document provides an introduction to the water and wastewater industry and sets 
out the upcoming opportunities in the sector for investors, with a predominant focus on 
the development of major new infrastructure and the strategic water resource solutions 
being developed through Regulators’ Alliance for Progressing Infrastructure Development 
(RAPID). It showcases the significant investment required over the coming years and 
highlights opportunities for interested parties to get involved and learn more about  
the sector.

The document sets out the history of the water and wastewater industry as well as the 
upcoming challenges it is facing and exploring the increasing need for vital strategic 
resource options to ensure future resilience. 

It also sets out the delivery models that may be considered for the delivery of major new 
infrastructure and the role investors could play. Towards the end of this document, we set 
out the opportunities for investors, both for the imminent pipeline of projects and future 
opportunities, specifically focusing on the Direct Procurement for Customers  
(DPC) framework.
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Water is a precious resource. 

Our water resources are coming under increasing pressure from population growth, economic 
development, climate change and the need for environmental improvement. These factors contribute 
to a growing sense of urgency that we need to act now to develop new national water supply options  
to increase resilience and avoid further restrictions in the future.

To address this need, in its 2019 price review, PR19, Ofwat made £469 million available to water 
companies to jointly investigate and develop strategic water resource solutions to increase future 
water supply – and the Regulators’ Alliance for Progressing Infrastructure Development (RAPID) was 
created. 

RAPID is a cross-regulatory unit based in Ofwat, created to facilitate 
collaboration on the development of these new strategic solutions. The 
regulators involved are Ofwat, Environment Agency (EA), and Drinking Water 
Inspectorate (DWI). 

Currently, there are 18 strategic solutions being explored, with a potential investment of up to  
c£14 billion – the first time since the privatisation of the water sector in 1989 that there will be such  
a large supply side intervention and collaboration. 

We acknowledge the long time period required to 
develop and build water supply infrastructure, and 
while the long-term demand for water remains 
uncertain, Ofwat’s funding allows for the exploration 
and progression of multiple possible solutions to meet 
future needs effectively. We aim to see many of these 
solutions being developed and delivered over the 
next 15 to 20 years and beyond, with a potential small 
number of solutions ready for construction in the 
2025 to 2030 period.

Large projects are expected to be taken forward 
through Direct Procurement for Customers (DPC), 
whereby water companies put major projects out to 
competitive tender for delivery by third parties. 

Executive
summary1

What are we trying to 
achieve from investment?

• To ensure the delivery of 
future water supply (as well 
as infrastructure development 
across the industry).

• Best value design, construction, 
financing and operations of 
major new infrastructure.

• Stablity of the water sector.

What is the investor 
opportunity?

• Low-risk growth sector.
• Long-term stable returns.
• Guaranteed revenue stream 

underpinned by commitment 
from the regulator.
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The successful bidders are responsible for designing, building, financing, operating and/
or maintaining the infrastructure. At Ofwat’s price review, PR19, the approach taken 
was that companies should consider the use of DPC if separable projects were expected 
to be over the whole life £100 million total expenditure threshold. A number of projects 
were identified, and we are now developing three pathfinders via the DPC framework. In 
Ofwat’s PR24 draft methodology, the approach proposed is that companies should assess 
discrete projects as DPC by default for projects around the £200 million totex. Significant 
investment is signalled to be delivered through PR24 and so this builds on the current 
opportunity. 

Another potential delivery option for large major infrastructure projects in the sector is the 
delivery model for the Thames Tideway Tunnel (TTT), the Specified Infrastructure Provider 
Model (SIPR). However this model has a high threshold and currently cannot be widely 
used, with details on the thresholds set out later in the document.

Both models may also be potentially used for development and delivery of other major 
new infrastructure required as part of PR24 and beyond and therefore offers further 
opportunities to investors to participate in meaningful ways. This includes significant 
investment required for development of wastewater infrastructure1 as well as other 
projects which may be put forward at PR24 and other future price reviews.

1. Source: ‘Storm overflows discharge reduction plan’, Defra, August 2022
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Every day, over 50 million household and non-
household consumers in England and Wales 
receive water, sanitation, and drainage services. 
These services are provided by privately-owned 
companies in England and Wales.

To protect the interests of customers and the 
environment, when the sector was 
privatised in 1989, the economic 
regulator Ofwat was established.

Ofwat’s duties include protecting the 
interests of consumers, financing 
the functions of water companies, 
ensuring that water companies are 
fulfilling their duties and to 
help secure the long-term 
resilience of water supply and 
wastewater systems. Through 
its price review process, Ofwat 
sets the price, investment, and 
service package that customers 
receive. Ofwat carries out a review 
of these price limits every five 
years, in a process that aims 
at ensuring the sector 
can finance the delivery 
of water and wastewater 
services, while protecting 
the consumer’s interests. Our next price review, 
PR24, will be determined in 2024.

The regulatory framework that Ofwat has 
implemented has allowed the water and wastewater 
companies to invest more than £130 billion in 
maintaining and improving assets and services since 
privatisation.

An introduction to 
the water industry2
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If no action is taken between 2025 and 2050, there is forecasted to be a 
shortfall of around 4,000 million litres of water per day in public water supply. 

The National Infrastructure Commission (NIC) report ‘Preparing for a drier future’2 notes around  
£21 billion being needed to build up resilience for our water supply over the next 30 years across England.

Responding to the scale of the challenge, at its price review PR19, Ofwat allowed up to £469 million 
for companies to jointly investigate and develop strategic regional water resource solutions. RAPID 
was then created to help accelerate the development of new water infrastructure and design future 
regulatory frameworks. 

RAPID comprises of three water regulators: Ofwat, EA and DWI. Natural Resources Wales (NRW) and 
is involved in an advisory capacity and has a decision-making role for any solution involving Wales, 
Welsh policy and legislation. There are currently 18 strategic solutions across 14 companies being 
investigated (detailed in Section 6) with a potential c £14 billion worth of investment in the sector.

Five regional groups covering England and Wales were formed by 2018, which are made up of groups 
of water companies and a wide range of other water users. This is illustrated on page 4. These groups 
work together to understand how much water is needed in their own regions and which combination 
of options will provide resilience and best secure future water supplies. These regional plans inform 
the individual statutory water companies’ draft Water Resource Management Plans (WRMPs), which 
sets out their intended approach to tackle future demand and supply needs. 

The creation and  
role of RAPID3
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March: national framework outputs
Regional water resource position

Dec: final 
determinations 

(PR19)

Jan: draft 
regional plans 
consultation

Nov: draft 
WRMP24 

consultation

Jan: draft WRMP 
pre-consultation

Sept: final 
WRMP24 and 
final regional 

plans

Dec: final 
determinations 

(PR24)
Dates of accelerated 

gates may change
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For the past two years, RAPID has considered 
a selection of strategic solutions submitted by 
companies in their 2019 Water Resource Management 
Plans (WRMPs) through a gated process. At each 
gate, seen on page 5, the quality of the submissions, 
efficiency of expenditure, and their suitability for 
progression are assessed. The assessed areas include 
solution design, cost and benefits and environmental 
impact. The majority of the solutions will commence 
construction after 2027.

As the long-term demand for water 
remains uncertain, Ofwat’s funding 
allows for the exploration of multiple 
possible solutions to meet future 
water needs effectively. Therefore, since 
the beginning of the gated process, 
some possible solutions have not 
been pursued and new strategic 
solutions have been identified and 
brought into the gated assessment, 
where appropriate. It is estimated that 
the current solutions have a combined 
maximum output of 2,397 Ml/day 
(equivalent to needs of around  
10.5 million people).

RAPID strategic resource options

Key Scheme Type of option

Green circle Upper Derwent Valley reservoir expansion Reservoir enlargement 
Yellow solid line North West transfer (NWT) Water transfer
Blue solid line Severn Thames transfer (STT) Water transfer
Purple circle Severn Trent sources (STS) Water recycling
Grey circle Minworth effluent reuse Water recycling
White solid line Grand Union Canal (GUC) Water transfer
Red circle South Lincolnshire reservoir (SLR) New reservoir
Light red circle Fenland reservoir and transfer (FR) New reservoir
Solid red line Anglian to Affinity transfer (A2AT) Water transfer
Dotted purple line Cheddar 2 and transfers  New reservoir and transfer
 (previously West Country North Sources)
Green circle Mendip quarries New reservoir and transfer
Green dotted line Poole effluent reuse and transfers Water transfer and recycling
Yellow circle South East Strategic Reservoir Option (SESRO) New reservoir
 (previously Abingdon reservoir)
Yellow solid line Thames to Affinity transfer (T2AT) Water transfer
Coral circle River Itchen/Southern Water recycling Water recycling
Black solid line Thames to Southern transfer (T2ST) Water transfer
Green circle Hampshire water transfer and recycling Water transfer and recycling
 (previously Havant Thicket pipeline)
White circle London effluent reuse Water recycling

Solid line = water transfers
Dotted line = connection
Circle = source
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There are several different types of strategic options which companies have proposed 
listed on page 6. These are defined below:

The current pipeline of RAPID projects is set out below. These are chronologically ordered 
by the current planned start date of construction, with most commencing from 2027. More 
details of these can be found in Section 5. It is important to note that there also a number 
of medium-sized water resource projects (including reservoirs and reuse schemes) 
outside of the RAPID programme which are coming through the Water Resources Planning 
Process. 

2025
• Hampshire Water Transfer 

and Recycling Plant 
Project

• River Itchen Recycling

2026
• Grand Union Canal 

Transfer (2026-27 earliest 
start date)

2027
• Fens Reservoir (best case)
• London Effluent Reuse
• South Lincolnshire 

Reservoir
• Upper Derwent Valley 

Reservoir Expansion

2028
• Northwest Transfer
• Severn to Thames Transfer 

(earliest start date)
• South East Strategic 

Reservoir Option
• Thames to Affinity Transfer

2029
• Minworth GUC
• Minworth STT
• Severn Trent Sources
• Poole Effluent and 

Transfers

2030
• Fens Reservoir (alternative)
• West Country North 

Sources

2031
• Thames to Southern 

Transfer (earliest available 
date)

• Mendip Quarries

2032
• Fens Reservoir 

(alternative)

Option Definition

Water transfer An asset such as a pipe or aqueduct which holds water and transfers it from one place  
to another.

Water recycling /
reuse

The process of reclaiming water from a variety of sources and treating for reuse,  
including for the use of potable water supply.

Reservoir An enlarged natural or artificial lake created using a dam to store fresh water.

Quarry A quarry is an open pit mine. These are initially used for the extraction of raw materials  
in the ground. Once complete, these can be formed as a reservoir.
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Direct Procurement for Customers (DPC) 

Ofwat’s price review process does not easily accommodate the delivery of major new infrastructure 
which has multiple appointees involved in the development and delivery of schemes. Furthermore  
we see that competition may deliver greater benefits for customers. Markets can deliver a wide range 
of benefits for customers in terms of quality, choice, and cost of services. Markets are a key driver 
for efficiency and innovation for the benefit of both customers and the environment. DPC is a new 
opportunity for investors to participate in the English and Welsh water and wastewater sector by 
competing to deliver, finance, operate and maintain large infrastructure. 

In the DPC process, Appointees (regulated water companies) put major projects out to competitive 
tender for delivery by third parties. The successful bidders are known as Competitively Appointed 
Providers (CAP) and are responsible for designing, building, financing, and possibly operating and/or 
maintaining the infrastructure (although not all of these activities will be part of every DPC project). 
The CAP could be a consortium of different organisations funded by investors and lenders for the 
upfront investment required. Ofwat regulates the Appointee who bills and collects payments from its 
customers, to pay the CAP subject to them complying with the CAP agreement. The diagram below 
shows a typical DPC structure.

The DPC structure

The delivery  
models4

Regulatory ring fence

Customer bills Wholesale charges scheme

Customers

Appointee

Financing

Investors and 
lenders

Business cases

Instrument of 
appointment (licence)

Ofwat

CAP agreement

CAP

Construction and 
operation contract

Contractors
Design and build
Operating and maintenance
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DPC follows in the footsteps of the successes of other competitively tendered models such 
as Thames Tideway Tunnel (TTT) and the Offshore Transmission regime (OFTO) in energy. 
The OFTO regime is estimated to have driven up to £750 million in savings for customers 
across rounds 2 and 3 of tenders3. There are some significant differences to the models 
which have been developed prior to DPC, namely that the entities owning and operating 
the assets are licenced entities governed by regulation, in contrast to the DPC model 
which is a contractual one between the Appointee and the DPC provider.

General principle for risk allocation

The DPC framework has been built upon the risk profile of the TTT and SOPC4 
(standardisation of PFI contracts), with elements of Ofgem’s OFTO regime. Ofwat 
believes this will help to create an attractive proposition whereby incoming investors 
can participate in the water and wastewater sector and deliver the much-needed 
infrastructure, whilst receiving a stable return with a clear regulatory framework in place 
to protect them as well as customers. The diagram below sets out the overarching  
risk transfer.

Overarching risk transfer

Cost sharing with customers and the CAP

Potential for opex to be shared with customers 
for unquantifiable for costs

Borne by the CAP

Borne by the CAP but subject to compensation events

Outturn CAPEX

Financing

Operational

Interface

Revenue stream

Delivery

Inflation 
linked
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Borne by CAP with market rate adjustment mechanism

https://www.ofgem.gov.uk/publications/evaluation-ofto-tender-round-2-and-3-benefits


The Haweswater Aqueduct Resilience Programme, known as HARP, is a project put forward by United 
Utilities. The Haweswater Aqueduct, UU’s largest single asset, has provided North-West England with 
fresh water since 1955 but condition of the infrastructure has deteriorated over time. As a result, the 
HARP scheme proposes to replace the majority of the current aqueduct to help provide long-term 
resilience and further security of water supplies from the Lake District to the Manchester and Pennine 
Region. This project has an expected capex cost of over £1 billion.

Details of HARP

DPC project example: The Haweswater  
Aqueduct Resilience Programme (HARP)

The commercial arrangement chosen by United Utilities between themselves and the CAP, will be for 
the design, build, finance, and maintenance of HARP with a total contract of 33 years from the point 
that the contract is awarded. Ofwat will not determine the CAP’s revenues at any future price review, 
but instead its revenues will be the result of the competitive procurement process.

Key aspects of the HARP commercial package

The HARP project has recently gone out to procurement, a process which is expected to last more than 
two years. The construction of HARP, depending on the winning bidder, is planned to start in mid-2024 
with an estimated completion date of 2030. 

110 km long
Up to
2.6 m

diameter

NEC target 
cost contract 
with activity 
schedules

Market 
cost of debt 
adjustment 
mechanism 

Appointee 
Funding Support 

Mechanism

Investor 
funding 

obligation 
threshold

Cost sharing 
mechansims

United Utilities’ largest 
potable water delivery 

system

Delivering up to 
570 million litres per day 

to 2.5 million people

Through 18 
separate off takes

As well as supplying
Manchester, it provides 
resilience to Liverpool
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110 km long

Specified Infrastructure Provider Model (SIPR) 

In addition to DPC, there may be scope for some future projects to be delivered under 
the Specified Infrastructure Provider Model (SIPR) – the approach used for the Thames 
Tideway Tunnel. 

There are two key differences between DPC and SIPR:

• The third-party service provider, known as the Infrastructure Provider (or ‘IP’) under 
SIPR, is granted its own licence by Ofwat who then regulate them directly. Whereas 
under DPC, the activities of the CAP are regulated indirectly via the contractual 
relationship between the CAP and the water company. 

• Ofwat is currently only permitted to use the SIPR model under criteria laid out in primary 
legislation and SIPR regulations. The Water Industry Act 1991 (as amended by the Flood 
and Water Management Act 2010) limits the applicability of the SIPR regulations to only 
those projects that are of a size or complexity which threatens the water company’s 
ability to provide services for its customers; and where delivering the project via this 
route is likely to result in better value for money.   

Thames Tideway Tunnel

The Thames Tideway Tunnel is, so far, the only project to be delivered through SIPR. 
Bazalgette Tunnel Limited (known as Tideway) was, after a competitive process, granted a 
project licence in August 2015 to design, build, finance and maintain the TTT. The original 
target cost of the construction was £3.144 billion (with further costs incurred by Thames 
Water for the initial development, substantial land purchases and its costs to integrate the 
TTT into their network). 

Location of the Thames Tideway Tunnel
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The TTT is regulated differently during its construction and when the tunnel is operational, 
with the project licence based on a water company licence but adapted to deal with 
construction phase issues. The licence sets out how Tideway’s revenues are calculated 
during construction.

TTT will not be subject to normal price control process during construction but will be 
during operations. The first price control is expected to be in 2029. 

Delivering the TTT through SIPR is estimated to have had far less of an impact on customer 
bills. The original affordability envelope for the project was estimated to be up to an 
increase of £70 to £80 pa on Thames Water’s customer bills. Following the competition the 
estimated average annual bill impact was reduced to £20 to £25 pa. Due to the ability of 
the project being directly regulated, it also offers additional protection to the opportunity 
to invest. This was seen through a lower weighted average cost of capital (WACC) for TTT  
at 2.497%, compared to the PR14 WACC applicable for 2015-2020 of 3.60%.

The use of SIPR in the future

With the current legislative threshold for SIPR, there is currently little scope to use 
this for many of the upcoming strategic resource options. For some schemes however 
it has the potential to deliver greater benefits for customers in comparison to other 
delivery models such as DPC. Ofwat was recently asked by the Department for Business, 
Energy, and Industrial Strategy (BEIS) to suggest ways in which competition could be 
encouraged throughout the sector. One suggestion was widening the use of SIPR. The 
stocktake document explains that some projects may need direct regulation by Ofwat or 
other regulators and therefore may limit their ability to be delivered via DPC. It sets out 
that widening the use of the SIPR model will help overcome this and ensure customers 
can still benefit for competitive delivery and the sector can still benefit from bringing in 
participants and new innovations.
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To address the need for new water supply infrastructure, so that the challenges associated with 
climate change and future resilience can be met, there are currently 18 large scale strategic solutions 
being developed in the RAPID programme. Further details of the solutions being developed by water 
companies (the solution owners) can be found in the table below. Please note, details of these 
solutions will be updated late in 2022: 

The upcoming RAPID
programme projects5

Solution Solution 
owners

Type Description Approximate 
net present 

value of capex4

Approximate 
operational 

date

Anglian 
to Affinity 
Transfer 
(A2AT)

Anglian 
Water and 
Affinity 
Water

Water 
transfer

The A2AT solution proposes to 
transfer water from the Anglian 
Water region to supply Affinity 
Water customers. This depends 
on a new source of water in the 
Anglian region.

Up to  
£951 million

2029

Fenland 
Reservoir 
(FR)

Anglian 
Water and 
South 
Staffs and 
Cambridge 
Water

New 
reservoir 

and water 
transfer

This proposal includes a new 
reservoir and a potential water 
transfer to Cambridge Water from 
the Anglian region. There is also 
a possibility to supply the Affinity 
region.

Up to  
£1.2 billion

2035

Grand 
Union Canal 
(GUC)

Affinity 
Water, 
Severn Trent 
Water and 
The Canal 
and River 
Trust 

Water 
transfer

This solution utilises the existing 
canal infrastructure to transfer 
treated wastewater through a new 
pipeline, from Minworth (STW) in 
the Midlands to Affinity Water.

Up to  
£650 million

2034-2035

Hampshire 
Water 
Transfer 
and Water 
Recycling

Southern 
Water and 
Portsmouth 
Water 

Water 
transfer 

and water 
recycling

This solution involves developing 
a recycling plant to supplement 
the Havant Thicket reservoir and a 
direct transfer. 

Up to  
£587 million

2029

River 
Itchen 
Recycling 
(alternative 
solution to 
above)

Southern 
Water

Water 
recycling

The recycling solution comprises 
the treatment of final effluent 
from two wastewater treatment 
works via a water recycling plant 
(WRP) to an environmental buffer 
lake where it mixes with water 
from the River Itchen before 
being fully treated to potable 
standard at Otterbourne. 

Up to  
£562 million

2030

13
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Solution Solution 
owners

Type Description Approximate 
net present 

value of capex 

Approximate 
operational 

date

London 
Effluent 
Reuse

Thames 
Water

Water 
recycling

This solution aims to provide a 
reliable, sustainable supply of 
water to support the flow in the 
River Thames. It includes the 
following four options: the Mogden 
South Sewer scheme, the Mogden 
Effluent Reuse scheme, the 
Teddington Direct River Abstraction 
(DRA) scheme and the Beckton 
Effluent Reuse scheme. 

Up to  
£1.5 billion

2031-2032

Mendip 
Quarries

South West 
Water and 
Wessex Water

New 
reservoir 

and water 
transfer

This proposal plans to repurpose, 
once decommissioned, a quarry in 
the Mendip Hills as a reservoir. 

Up to  
£685 million

2042-2044

Minworth 
Effluent 
Reuse

Severn Trent 
Water and 
Affinity Water

Water 
recycling

A Severn Trent wastewater 
treatment plant where treated 
effluent could be used for the 
Severn Thames Transfer or the 
Grand Union Canal or potentially 
both. 

Up to  
£362.3 million

2034

Northwest 
Transfer

United 
Utilities

Water 
transfer

Vyrnwy Aqueduct and United 
Utilities sources solutions were 
combined to form the Northwest 
Transfer solution. This solution is a 
number of source developments, 
including Vyrnwy aqueduct, which 
will allow United Utilities to release 
water for the Severn Thames 
transfer.  

Up to  
£434.6 million

2028-2033 
(depending on 
output levels)

Severn 
Thames 
Transfer 
(STT)

United 
Utilities, 
Thames 
Water and 
Severn Trent 
Water

Water 
transfer

The STT solution would transfer 
water from the North West and 
Midlands to the South East, by 
transferring water from the River 
Severn to the River Thames. 

Up to  
£1.145 billion

2033

Severn 
Trent 
Sources

Severn Trent 
Water

Water 
recycling

Severn Trent Sources solution 
investigates providing new water 
resource through existing and 
unused licenced abstractions, or 
wastewater treated dry weather 
flow. The solution is a supporting 
solution to the STT solution, which 
may utilise the water resource to 
support its transfer. 

Up to  
£55.5 million

2034

South East 
Strategic 
Reservoir 
Option 
(SESRO)

Thames 
Water and 
Affinity 
Water

New 
reservoir

The SESRO solution would provide 
storage and a raw water supply 
to the River Thames during 
periods of low flow, for release 
and subsequent re-abstraction 
in London or for transfer to other 
water companies in the Southeast. 

Up to  
£1.34 billion

2036-2037
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Solution Solution 
owners

Type Description Approximate 
net present 

value of capex 

Approximate 
operational 

date

South  
Lincoln-
shire 
Reservoir 
(SLR)

Anglian 
Water and 
Affinity 
Water

New  
reservoir

The South Lincolnshire Reservoir 
is proposed to provide water 
to the Anglian Water area and 
(if selected via the Anglian to 
Affinity transfer) the Affinity 
Water area. 

Up to  
£1.82 billion

2035

Thames 
to Affinity 
Transfer 
(T2AT)

Thames 
Water and 
Affinity 
Water 

Water 
transfer

The T2AT provides a transfer 
of raw water from existing or 
proposed new sources available 
from Thames Water to Affinity 
Water. 

Up to  
£301 million

2034

Thames to 
Southern 
Transfer

Thames 
Water and 
Southern 
Water 

Water 
transfer

T2ST aims to transfer water 
from Thames Water to Southern 
Water's Hampshire area. The 
transfer is dependent on the prior 
development and commission 
of an additional water resource 
option, namely STT or SESRO. 

Up to  
£934 million

2036

Upper 
Derwent 
Valley 
Reservoir

Severn 
Trent and 
Yorkshire 
Water

Reservoir 
enlargement

The Upper Derwent Valley 
Reservoir Expansion solution 
looks to increase the overall 
storage capacity of one or more 
of the Upper Derwent Valley 
reservoirs (Ladybower, Derwent 
and Howden reservoirs) 

Up to  
£309.2 million

2033

West 
Country 
North 
Sources

Bristol Water 
and Wessex 
Water

New  
reservoir 

and water 
transfer

This solution comprises the 
construction of a second 
reservoir at Cheddar in Bristol 
Water’s area and transfer of 
water, via a new transmission 
pipeline through the Wessex 
Water area, to new transmission 
route within the West Country 
region or Andover WSW. 

Up to  
£682 million

2038

Poole 
Effluent 
Reuse

Bristol Water 
and Wessex 
Water

Water 
transfer 

and water 
recyling

This solution involves developing 
a recycling plant at Poole, 
diverting the treated effluent 
currently discharged into Poole 
Harbour and transferring it 
within the West Country region. 

Up to  
£630.3 million

2035-2038

Note: Currently, many possible solutions are being explored to meet future water needs effectively.  
The indicative year of solution selection will thus depend on which solutions are chosen. 

These schemes are all being progressed through the RAPID gated process, with solutions on the 
standard track already passing the Gate 1 milestone. Companies will be submitting their Gate 2 
proposals in autumn 2022. The gated process also has an accelerated track. These solutions, both 
proposed by Southern Water, have been through Gates 1 and 2.
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Hampshire has always relied on the environment for drinking water. However, to protect the health  
of the country’s chalk steam rivers, Southern Water is looking at ways to reduce how much water they 
take from the river when flows are low. With that in mind, they are looking at investing in new water 
sources for the region. 

There are accelerated processes in place for solutions serving Southern Water’s western area supply 
zone, where the need for the additional supplies occurs earlier than for the other regions. Due to the 
urgency of water needs for this area, this solution is part of the accelerated gate process.

The Hampshire Transfer and Water Recycling Plant Project aims to create greater resilience, especially 
during dry weather and drought. The programme involves both a water recycling and a water transfer. 
More specifically, their plans include taking more water from the planned Havant Thicket Reservoir (to 
be constructed by Portsmouth Water) to the Otterbourne Water Supply Works. In addition to this, they 
are proposing to use water recycling technology to top up the reservoir, so water is available for public 
supply. The map below outlines the preferred strategic resource option.

Preferred option for Hampshire

Case study 1: Hampshire Transfer  
and Water Recycling Plant Project 
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As shown in the map, a new pipeline needs to be built that will transfer water from 
planned Havant Thicket reservoir to Otterbourne Water Supply Works. Southern Water are 
currently collaborating with Portsmouth Water on both of these projects. 

To top up the water used from the reservoir, a new water recycling plant also needs to 
be built. Water recycling essentially speeds up the natural process of water treatment. 
Instead of returning treated water to the environment, we look at ways of using it again. 
This means companies can keep the water in their networks and reduce the amount taken 
from the environment. The preferred option is to pump the recycled, purified water into 
the Havant Thicket Reservoir where it would mix with spring water before being taken 
to the Otterbourne Water Supply Works for further treatment to become drinking water. 
Topping up the reservoir with highly treated recycled water would ensure more water is 
available for public supply, especially during a drought.

With the solution dependant on the construction of the Havant Thicket reservoir, which is 
planned to be operational between 2027 and 2029, the earliest deployment for this solution 
is likely to be 2030. 
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The South Lincolnshire Reservoir is a strategic regional water resource solution that is being proposed 
in the Anglian Water region to support the supply demand deficit in the Anglian Water region to 
Anglian Water and Affinity Water customers via the associated Anglian to Affinity (A2AT) transfer 
solution. 

The reservoir would be fed by abstractions from the River Witham, with a transfer from the River 
Trent. The reservoir will hold 55 million cubic metres and the water resource benefit is estimated to be 
166 Ml/d. A preferred site has now been confirmed and a concept plan produced for discussion with 
landowners and to inform public consultation in Autumn 2022. The concept plan is presented below 
and is indicative at this stage and will develop following more detailed design and in response  
to consultation.

South Lincolnshire Reservoir

Case study 2: South  
Lincolnshire Reservoir

The reservoir has the opportunity to be part of a much bigger system, enabling wider, multi-sector 
benefits across the region. An initial system concept for the reservoir and the region has been 
developed with stakeholders, illustrating the potential to deliver social, environmental, and economic 
value beyond what can be achieved by the reservoir in isolation. This includes benefits for agriculture, 
navigation, biodiversity and habitat creation, and recreation. The total cost of the solution is expected 
to be around £2 billion.
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The majority of the upcoming pipeline of RAPID schemes are considered to be suitable for delivery via 
DPC. These projects provide investors the opportunity to participate in the English and Welsh water 
and wastewater sector in a meaningful way and help deliver long term strategic projects which are 
vital to meeting customers’ future needs. While RAPID is the most immediate pipeline of projects, we 
are expecting further DPC projects to also be identified through PR24 and at other future price reviews.

The pipeline

While DPC is a relatively new framework, it builds on the successes of Ofgem’s OFTO regime and the 
TTT licencing model, SIPR. We expect that all discrete major new infrastructure being delivered will 
be provided via a competitive delivery model, so there exists a pipeline of projects being progressed 
through both RAPID and the 18 strategic resource options alongside our plan to compete all discrete 
major new infrastructure around £200m at PR24. We see this offers a significant opportunity for 
investors and supply chain to participate in a forward capital programme. The water sector has a 
strong track record for long term stable returns and a revenue stream underpinned by regulated 
revenues payable by customers and therefore is an attractive proposition to investors.

Investment proposition

Investor  
opportunities 6

Stable and predictable regulatory framework with  
track record of supporting substantial investment

Significant growth opportunities

Project risk ring-fenced to SPV

Ability to flex the incentive / risk allocation package 
to specific projects to get efficient allocation

Low counterparty risk due to water companies being  
required to maintain investment grade credit ratings

Minimum 25-year low-risk operation period
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DPC and risks

DPC is an important delivery route for the sector. Many of the RAPID projects are of a 
size and complexity that water companies have not delivered since privatisation and are 
therefore not experienced in managing the development of projects of this type. Third-
party providers and investors may have greater capacity, more appropriate resources and 
are more experience to deliver these type of projects which can offer real benefits  
to customers. 

Under DPC, the risks are allocated between the Appointee (water company), the CAP and 
the consumers. Investors will earn a return which reflects the risk profile of the project. 
The design of DPC is such that it offers the ability to flex the incentive and risk allocation 
package and make them specific to projects and their characteristics to ensure there is 
efficient allocation of risk. One example of this is seen in the HARP project, where a target 
cost approach has been agreed rather than the standard fixed price approach previously 
seen on PFIs/PPPs. DPC allows for this flexibility and gives Ofwat the ability to have open 
discussions around the framework with companies and investors. 

Building on our experience of the pathfinder projects, we have issued draft guidance5 to 
companies on structuring DPC’s which provides additional detail on how risk and incentive 
packages could be structured and sets out the process for a DPC project in more detail. 
The model is being developed using best practise from other sectors including TTT and 
PPP/PFI.

The regulatory framework

There is a clear regulatory framework in place which governs the revenues required by an 
incoming CAP, the Appointee and its customers. The framework is enshrined in licence 
conditions and there is an allowed revenue direction which clearly sets out how the 
revenue stream to the CAP will be calculated and supported by costs being pass through  
wwto customers. 

Under DPC, the Appointee competitively tenders for a third party, the CAP, to design, build, 
operate and/or maintain large scale infrastructure and, critically, finance such activities 
that would otherwise have been delivered by the Appointee. Appointees will enter into a 
long-term CAP Agreement with an appointed CAP. This will include a revenue stream to 
be paid to the CAP for the provision of services (CAP charges). In turn this will require a 
direction to be issued by Ofwat pursuant to an Appointees’ licence to allow them to recover 
the CAP Charges directly from customers – this will be undertaken via a DPC Allowed 
Revenues Direction (see current proposed licence amendments). 

Where appropriate, Ofwat will make an allowance at a price review to ensure that 
Appointees can recover their efficient costs of developing and tendering a DPC delivered 
project and efficient on-going costs of managing the CAP Agreement in accordance with 
business-as-usual regulatory principles. 
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5. Source: ‘Draft guidance for Appointees delivering DPC projects’, Ofwat, September 2022

https://www.ofwat.gov.uk/wp-content/uploads/2022/09/DPC_guidance_document.pdf
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