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About this document 

This document sets out our final decision on Portsmouth Water Limited's ('Portsmouth 
Water') cost adjustment mechanism application to adjust allowed totex in the Havant Thicket 
Price Control in relation to the Havant Thicket Winter Storage Reservoir ('the Havant Thicket 
Reservoir').  
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1. Executive Summary 

1.1 Portsmouth Water's application 

At the 2019 Price Review ('PR19'), Portsmouth Water requested funding to deliver a new 
8,700Ml reservoir for the purpose of supporting water transfers to Southern Water Services 
Limited (‘Southern Water’). Under the PR19 final determinations, we set a ten-year price 
control for Portsmouth Water's Havant Thicket Reservoir with an allowance of £123.6m (in 
2017/18 prices). Due to the early stage of development of the project at PR19 and the 
significant uncertainty around costs, we also provided for a cost adjustment mechanism to 
enable Portsmouth Water to apply for an amendment to the level of totex included in the 
Havant Thicket Price Control, to take into account changes in cost as a result of the outcome 
of the planning and procurement processes for the project. We also committed to a mid-
period determination in 2024 (as part of our price review in 2024 ('PR24')) to allow the price 
control to be adjusted for the outcome of the cost adjustment mechanism1. On 28 October 
2022, Portsmouth Water submitted a request to amend the level of totex we included in its 
Havant Thicket Price Control for the period 2020-2030 (we term this the cost adjustment 
mechanism or 'CAM'). 

Portsmouth Water's application asked us to increase totex for the Havant Thicket Price 
Control to £370.4m (in November 2021 prices). This is an increase of £235.0m on the final 
determination allowance once the allowance is converted to November 2021 prices. In 
2017/18 prices, which is the price base we used to set PR19 final determinations, we allowed 
£123.6m and Portsmouth Water's application asked to increase allowed totex to £338.6m 
which is an increase of £215.0m. 

Further information on Portsmouth Water's application is available in our draft decision 
document. 

On 16 December 2022, we published our draft decision on Portsmouth Water's application, 
and we concluded that an allowable totex of between £334.7m and £340.1m in November 
2021 prices (or between £306.0m and £310.9m in 2017/18 prices) was reasonable. This results 
in an efficiency challenge of between 8.2% and 9.6% to Portsmouth Water's application. The 
upper end of our view of costs (£340.1m) was accepted by Portsmouth Water prior to 
publication of the draft decision. It disagreed with our view on £5.4m of costs.  

  

 
1 The mid-point review will also adjust for other things including tax reconciliation and reconciliation of the cost of 
new debt indexation. Further information on the scope of the mid-point review can be found in the PR19 Final 
Determinations: Havant Thicket appendix.  

https://www.ofwat.gov.uk/wp-content/uploads/2022/12/Havant-Thicket-CAM-draft-decision-document.pdf
https://www.ofwat.gov.uk/wp-content/uploads/2022/12/Havant-Thicket-CAM-draft-decision-document.pdf
https://www.ofwat.gov.uk/wp-content/uploads/2019/12/PR19-final-determinations-Havant-Thicket-appendix.pdf
https://www.ofwat.gov.uk/wp-content/uploads/2019/12/PR19-final-determinations-Havant-Thicket-appendix.pdf
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The table below summarises the company’s application and our draft assessment. 

Table 1: Summary of our draft decision 
(£m) Company’s  

application 
Our assessment Company’s  

application 
Our assessment 

2017/18 prices 2017/18 prices  November 21 prices November 21 prices 

Project totex 338.6 306.0 – 310.9  370.4 334.7 – 340.1 

1.2 Our approach to the final decision 

Our draft decision document sets out our approach to reaching the draft decision. Our final 
decision has followed the same approach and builds on the draft decision. In making our final 
decision, we have considered all the evidence available to us – including the information 
provided to us by Portsmouth Water in its application and in subsequent submissions, and by 
other respondents  to our draft decision.  

We received five responses to the consultation on our draft decision. We have published all 
the responses on our website today and respond to stakeholders' substantive points in 
section 3.  

1.3 Our final decision 

Our final decision is largely in line with the draft decision, as Portsmouth Water had already 
accepted the majority of our efficiency challenge prior to publication of the draft decision 
document and the responses to the consultation did not raise any issues that led to us  
reconsidering our draft decision.  

The outstanding area of difference in our draft decision related to £5.4m of costs associated 
with enabling works and future compensation events under the main works contracts. 
Following the publication of our draft decision, Portsmouth Water provided further 
information to substantiate these costs, and our review of the evidence has led us to 
conclude that £4.4m of these client uplift costs should be included in allowed totex in the 
CAM. We have disallowed £1.0m of costs which reflects: 

• updated costs for some cost areas that are now lower than in the company's original 
application; and 

• a 20% challenge to Portsmouth Water's claim for a future compensation event relating to 
the realignment of the reservoir embankment, where Portsmouth Water has not provided 
sufficient evidence to support the assumptions underpinning its cost estimate.  
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Table 1: Summary of our final decision 
(£m) Company’s  

application 
Our assessment Company’s  

application 
Our assessment 

2017/18 prices 2017/18 prices  November 21 prices November 21 prices 

Project totex 338.6 310.0 370.4 339.0 
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2. Background 

This document explains the context for Portsmouth Water's cost adjustment application, sets 
out our final decision and the reasons for that decision. This section summarises: 

• What is the CAM and how any change made by the CAM will take effect; and 
• Our draft decision. 

What is the CAM and how any change will take effect 

At PR19, when we allowed funding for the Havant Thicket Reservoir Project, the project was in 
a very early stage of development and there was significant uncertainty around the cost of 
the project – particularly as this would be the first public water supply reservoir to be built in 
thirty years. To address this uncertainty, we provided for a bespoke cost adjustment 
mechanism to enable the totex allowance for the reservoir to be adjusted for the outcome of 
the planning process and procurement activities, which were expected to be completed in 
2022.  

The outcome of the CAM will be implemented through a mid-period determination in PR24. 
While at PR19 we set a ten-year control for the Havant Thicket Price Control, condition B of 
Portsmouth Water's instrument of appointment ('licence') allows us to make a new 
determination in relation to the last five years of the ten-year price control, if we choose to. 
At PR19 we committed to undertake this mid-point determination of the price control in 2024 
to take into account the outcome of the CAM. Although the decision on the CAM will only be 
implemented in 2024, providing a decision now will give Portsmouth Water certainty as to the 
level of totex it has been allowed and can recover through the Bulk Supply Agreement with 
Southern Water, which is how it will recover all of the costs of the project. This will support 
the financing of the project.  

Our draft decision 

Portsmouth Water requested funding for £370.4m of totex for the period 2020-2030, which is 
an increase of £235.1m (in November 2021 prices) on what was allowed in final 
determinations in PR19. We briefly recap our draft decision below. Further detail on what was 
included in Portsmouth Water's application and our draft decision can be found in the draft 
decision document. 

We reviewed Portsmouth Water's cost adjustment application, taking into account: 

• evidence Portsmouth Water provided to support its application, including third-party 
advice it shared, such as benchmarking work from its advisors; 

• benchmarking advice by our own advisors; and 
• Southern Water's support for the proposed costs. 

https://www.ofwat.gov.uk/wp-content/uploads/2022/12/Havant-Thicket-CAM-draft-decision-document.pdf
https://www.ofwat.gov.uk/wp-content/uploads/2022/12/Havant-Thicket-CAM-draft-decision-document.pdf
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Due to the early nature of the cost estimate at PR19 and how the project has evolved since 
then (for example significant changes to the reference design, and conclusion of certain 
planning and procurement activities), we did not undertake a line-by-line comparison 
against Portsmouth Water's PR19 submission. 

Following our review and engagement with Portsmouth Water on our challenges, the 
company reduced its view of totex to £340.1m (in November 2021 prices).  We accepted this 
revised view of project totex, with the exception of one area of costs – a "client uplift" - where 
the company had not provided sufficient evidence to substantiate £5.4m of costs. These costs 
are associated with enabling works and future compensation events. 

We, therefore, published a range in our draft decision – setting out allowed totex of between 
£334.7m and £340.1m, with the difference in the range accounting for the "client uplift" 
costs. The range of allowed totex represents between an 8.2% and 9.6% efficiency challenge 
to the figures set out in Portsmouth Water's CAM application.  In our draft decision, we 
applied this challenge to the costs of the overall project, ensuring that actual tendered costs 
are fully funded. 

In addition to the level of efficiency challenge, we also agreed with Portsmouth Water that: 

• Customers will receive Portsmouth Water's share of savings under the main pipeline 
works contract as a result of an alternative pipeline route being pursued. Our 
efficiency challenge above already includes upfront savings of £1.25m from the 
alternative route, and Portsmouth Water's share of actual savings above this level will 
be wholly for customers' benefit up to a cap of £5m on total savings. Savings over £5m 
will be subject to the normal totex sharing arrangements. 
 

• Professional Indemnity Insurance costs under the main works construction contracts 
will be a pass-through cost to customers – this was agreed with Portsmouth Water 
while the company was still procuring the main works contracts and was to avoid 
bidders including undue levels of risk pricing for Professional Indemnity Insurance in 
bids as a result of turbulent conditions in the insurance market. 
 

• Totex allowances will be adjusted for changes in steel, concrete and diesel prices over 
and above those costs priced in the main reservoir contract. Risk contingencies have 
been adjusted to reflect the risk (either costs or benefits) transferring back to 
customers. We will agree the details and the precise mechanism for this ahead of 
PR24. 
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3. Stakeholders' responses to our draft decision 

We received five responses to our draft decision from: 

• Southern Water 
• Consumer Council for Water (CCWater) 
• Councillor for Winchester City Council and Hampshire County Council 
• Havant Thicket Reservoir Stakeholder Groups 
• Otterbourne Parish Council 

We have published all of the above responses on our website today and we respond to 
stakeholders' substantive points below.  

We did not receive a formal response to our consultation from Portsmouth Water following the 
publication of our draft decision, but the company provided further information to support 
the review of the client uplift costs.  

Southern Water 

Southern Water's response supported the draft decision, while also expressing 
disappointment that it will increase costs for its customers. It, however, acknowledged the 
rationale for the cost increases, and the importance of continuing to make progress on the 
project.  The company also asked us to clarify which customers will benefit from Portsmouth 
Water's share of any cost savings related to a change in pipeline route under the main 
pipeline works contract. 

We confirm that Southern Water's customers will receive Portsmouth Water's share of savings 
under the main pipeline works contract as a result of an alternative pipeline being pursued. 
The draft decision already included £1.25m upfront savings from the alternative route and set 
out that Portsmouth Water's share of actual savings above this level would be wholly for 
Southern Water's customers' benefit up to a cap of £5m. Above the cap, normal totex sharing 
arrangements will apply. 

CCWater 

CCWater expressed support for Ofwat and Portsmouth Water working together to reach an 
agreed view on a range of allowed costs for the project. It noted that the draft decision still 
represented a significant increase in project costs and pointed to the importance of a single, 
national social tariff to ensure the most vulnerable customers are protected while ensuring 
projects like the Havant Thicket Reservoir can be delivered.  

CCWater questioned why bill impacts were not included in the draft decision document and 
asked for them to be included with the final decision.  
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We recognise social tariffs are a key policy by which companies can support customers 
struggling to pay and we want companies to ensure that more companies are benefitting 
from social tariffs as we set out in our joint letter to water companies recently. 

With regard to the inclusion of bill impacts, bills can only accurately be modelled at the next 
price review and we will do this as part of PR24.  

Councillor for Winchester City Council and Hampshire County Council 

The councillor expressed support for the principle of increasing funding and recognised the 
cost pressures described by Portsmouth Water. However, they were concerned that the 
efficiency challenges might lead to short cuts in construction and create risks to the 
environment. They also queried whether the delivery of the reservoir could remove the 
requirement on Southern Water to deliver other schemes in its area, which are currently in 
the planning process.  

Our draft decision took into account the need for Portsmouth Water to deliver the full scope 
of the project, and therefore, there should be no short cuts in construction or increased risk 
to the environment. In making our final decision, we expect the company to be able to 
comply with all of its obligations relating to the reservoir project and Portsmouth Water has 
not raised any concern that the draft decision allowance would prevent it from meeting its 
obligations.  

With respect to other schemes in Southern Water's area, these schemes are currently 
required by the Environment Agency and the need for the schemes already takes into 
account the delivery of the Havant Thicket Reservoir. 

Havant Thicket Reservoir Stakeholder Group 

The Havant Thicket Reservoir Stakeholder Group raised concerns as to whether our view of 
allowed costs in the draft decision would enable Portsmouth Water to meet all of the planning 
conditions for the project, including delivering the environmental protections and benefits, 
as well as the benefits to the local community. The group has asked for assurance that we 
took into account the need to deliver the full scope of the project when reaching our draft 
decision.  

We can confirm that we did take into account the need to deliver the full scope of the project 
when reaching our decision, and our work focussed on reviewing the evidence for the 
proposed costs to deliver Portsmouth Water's proposed scope for the project including 
meeting planning conditions.  

 

 

https://www.ofwat.gov.uk/ofwat-and-ccw-call-on-companies-to-increase-financial-support-for-customers/
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Otterbourne Parish Council 

Otterbourne Parish Council expressed support for the draft decision but raised a number of 
concerns including: the significant increase in costs and how customers' expectations have 
been managed, whether the project still represents best value, and management of project 
risk contingencies. 

We understand the Council's concerns around managing customers' expectations. In the 
case of the Havant Thicket Reservoir, as it is the first public water supply reservoir to be 
delivered in thirty years there was significant uncertainty about the costs of the project at 
PR19. As a result, we introduced this cost adjustment process, rather than include large, 
unsubstantiated risk contingencies in allowances which would be difficult to challenge ex-
post should risks not arise. Since PR19, the economic environment has changed significantly 
– in a way that could not have been predicted at the time. We will take into account our 
experience on this project when considering similar large projects in the future. 

We agree that companies should provide transparency to customers about the investments 
they are making on their behalf, how the projects are being funded, and how the projects are 
being progressed. We will pass the council's response to Southern Water to consider the 
recommendations and how it might be able to improve communications in this area. 
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4. Our review of additional information provided by 
Portsmouth Water 

As set out in section 2, our draft determination set out an allowed totex range of between 
£334.7m and £340.1m, with the difference in the range accounting for the "client uplift" costs 
(£5.4m). Following our draft decision, Portsmouth Water has submitted further evidence to 
us and having taken that evidence into account we have concluded that we should allow 
£4.4m for the uplift.  

We set out our review of the client uplift costs below. 

Client uplift 

The £5.4m client uplift in Portsmouth Water's application for a cost adjustment covered a 
variety of cost items related to the current enabling works contract and future compensation 
events, including, for example, increased archaeology costs, delays to the trial embankment 
and access roads due to site conditions and adverse weather. It also includes changes to the 
design of the reservoir which will result in higher costs under the Main Reservoir Works 
contract that are yet to be priced. 

Portsmouth Water has provided further evidence to substantiate the costs and as a result we 
have accepted the majority of client uplift costs included in the CAM application with the 
exception of: 

• We have used updated costs Portsmouth Water provided to us in December 2022, which 
in some cases are lower than what was included in the CAM application. 

• We have applied a 20% challenge to Portsmouth Water's claim for a future compensation 
event relating to the realignment of the reservoir embankment, where it has not provided 
sufficient evidence to support the assumptions underpinning its cost estimate. We are 
also concerned that some of these higher costs may overlap with provisions in 
Portsmouth Water's risk contingencies.  

This results in a £1.0m challenge to the client uplift costs. 
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5. Our final decision 

We have reviewed stakeholders' responses to our draft decision, including further 
information Portsmouth Water has provided in relation to the £5.4m client uplift. As indicated 
earlier in this document, the totex allowance presented in the draft determination was 
agreed with Portsmouth Water other than £5.4m of client uplift costs.  

None of the responses to the draft decision led us to conclude that we should determine a 
different range than that agreed with Portsmouth Water and set out in the draft decision 
document. The additional information provided by the company to support the client uplift, 
has led us to accept £4.4m of the £5.4m client uplift costs. 

We set out our final decision on total allowed totex below. 

Total allowed totex 

The table below summarises our final view of costs compared to the company's application 
and also shows our view of allowed capex and opex over the ten-year price control.  

Table 3: Our view of costs compared to Portsmouth Water’s application 
(£m) Company’s  

application 
Our assessment Company’s  

application 
Our assessment 

2017/18 prices 2017/18 prices  November 21 prices November 21 prices 

Project totex 338.6 310.0 370.4 339.0 

Capex 337.0 310.0 368.6 339.0 

Opex* 1.6 0.0 1.8 0.0 
* As noted in our draft decision, we have reclassified £1.8m opex (November 21 prices) to capex following 
engagement with Portsmouth Water 

The impact of our decision on the cost adjustment on bills will only be accurately modelled at 
PR24. 

Please see appendix A for our view of the allowed totex profile and how it translates into a 
notional adjustment to Portsmouth Water's RCV. 
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6. Next steps 

Following this final decision on Portsmouth Water's CAM application for the Havant Thicket 
Price Control, we will amend the allowed totex under the Havant Thicket Price Control at the 
mid period review which will take place as part of PR24. Southern Water's customers' bills will 
therefore not be affected by this decision until 1 April 2025 at the earliest.  

We will continue to discuss with Portsmouth Water how the cost adjustment will be 
implemented at PR24, together with the financing approach. We will also continue to engage 
with Portsmouth Water on the delivery of the project. 
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Appendix 1: Application of cost adjustment at PR24  

The table below shows how we propose to apply the cost adjustment at PR24 and calculate the midnight adjustment to the RCV at 31st March 
2025. The table is based on allowed totex of £310.0m (2017/18 prices). We have assumed 2.92% for the discount factor which is the wholesale 
WACC applied to the Havant Thicket Price Control at PR19. The table also assumes all of the allowed totex is included in the RCV (i.e. there is 
no Pay as You Go (PAYG) expenditure), which is in line with the approach we have set out in our final decision. 

Table 4: Calculation of Havant Thicket Price Control RCV midnight adjustment to be applied at PR24  

£m (2017/18 CPIH 
deflated prices)  2020/2021  2021/2022  2022/2023  2023/2024  2024/2025  2025/2026  2026/2027  2027/2028  2028/2029  2029/2030  Total  

PR19 Totex  10.1  6.1  7.1  17.6  20.4  30.4  22.2  8.2  1.1  0.3  123.6  

PR19 PAYG -   -   -   -   -   -   -   -   0.3  0.3  0.6  

PR19 Capex 10.1  6.1  7.1  17.6  20.4  30.4  22.2  8.2  0.8  -   123.0  

Ofwat view of 
allowed totex 

11.4  4.8  43.8  74.4  103.6  43.4  12.5  13.0  2.2  0.9  310.0  

Difference 1.3  (1.4) 36.7  56.8  83.2  13.0  (9.7) 4.7  1.5  0.9  186.9  

Discount factor  2.92% 2.92% 2.92% 2.92% 2.92%       

Number of years 
discounting  

4.5  3.5  2.5  1.5  0.5        

Discounted 
difference  

1.5  (1.5) 39.4  59.3  84.4        

RCV midnight 
adjustment - 
applied on 31 
March 2025  

    183.0        



Havant Thicket – Cost Adjustment: Final Decision  

15 

The table below provides an estimated notional RCV for the period 2020-2025 based on our final decision. It can be used by Portsmouth Water 
to support its regulatory reporting. 

Table 5: Calculation of notional Havant Thicket Price Control RCV for 2020-2025 

£m (2017/18 CPIH deflated prices)  2020/2021  2021/2022  2022/2023  2023/2024  2024/2025  

PR19 RCV2 10.1 16.0  22.9  40.2  60.0  

CAM Discounted difference (cumulative)  1.5  (0.0) 39.4  98.7  183.0  

CAM RCV - notional RCV reflecting CAM totex  11.5  16.0  62.3  138.8  243.0  

 

 
2 Table 5 includes the RCV numbers published in the PR19 Final Determination of the Havant Thicket Price Control. There was a small error made in the calculation of run-off 
at PR19 which is included in the above RCV numbers and which we have agreed will be corrected for at PR24.  



Ofwat (The Water Services Regulation Authority)  
is a non-ministerial government department.  
We regulate the water sector in England and Wales. 

Ofwat
Centre City Tower
7 Hill Street
Birmingham B5 4UA
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