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About this document 

The Welsh Government has set out strategic priorities and objectives for Ofwat in its strategic 
priorities and objectives statement (SPS), published on 7 December 2022.1 We are required to 
act in accordance with the SPS when we set price controls for Welsh water companies in 
2024 and in carrying out our other relevant functions relating wholly or mainly to Wales.2 

The Welsh Government has framed the SPS within the context of the Well-being of Future 
Generations (Wales) Act 2015 and its Programme for Government 2021-2026. It sets out a 
series of strategic priorities and objectives for Ofwat. The Welsh Government expects Ofwat to 
develop the regulatory framework as applicable to Wales on the basis of sound evidence 
relevant in a Welsh context. 

In summary the Welsh Government's strategic objectives for how it expects Ofwat 
to carry out its functions are to: 

• adopt an outcomes focused approach that promotes an appropriate focus on addressing 
long-term risks, safeguarding long-term resilience and performance and ensuring that 
the timing of investment results in intergenerational equity; 

• pursue a preventative approach by encouraging companies to understand and consider 
how problems could be addressed at source; 

• deliver value for money for customers, communities and the environment and challenge 
companies to provide sustainable and effective support to vulnerable customers and 
customers who are struggling to pay; 

• challenge companies to deliver best value solutions by encouraging investment that 
responds to multiple drivers or has multiple benefits and that takes account of outcomes 
and the wider environmental and social value of solutions; 

• encourage companies to meaningfully involve, engage with and take account of the 
views of customers and stakeholders on long term outcomes, priorities and pace of 
delivery, and use effective collaboration to maximise the impact and effectiveness of 
regulation; 

• deliver a cohesive and transparent regulatory framework that, taken as a whole, is  
proportionate, effective, transparent and efficient and challenges companies to  
provide clear and compelling evidence to underpin their investment plans; and 

• challenge companies to seek new ways of working to deliver for customers and the  
environment more efficiently. 

 
1 Welsh Government, 'Strategic priorities and objectives statement to Ofwat issued under section 2B of the Water 
Industry Act 1991', 7 December 2022. 
2 See section 2B of the Water Industry Act 1991. For these purposes, "relevant functions relating wholly or mainly to 
Wales" means the functions mentioned in section 2(1) of the Water Industry Act 1991 so far as they relate to 
appointment areas wholly or mainly in Wales. An "appointment area" is the area for which a company holds an 
appointment as a water and/or sewerage undertaker. 

https://gov.wales/sites/default/files/publications/2022-12/water-priorities-for-ofwat-2022.pdf
https://gov.wales/sites/default/files/publications/2022-12/water-priorities-for-ofwat-2022.pdf
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The Welsh Government sets out more detailed expectations of Ofwat in relation to 
five strategic priorities: 

• climate and nature emergencies; 
• environment; 
• resilience; 
• asset health; and 
• customers and communities. 

While we have a range of regulatory tools, and the price review is not the only means of 
delivering the strategic priorities and objectives the Welsh Government has set out, these 
themes are central to our final methodology.  

This document sets out a summary of how our policies support the delivery of the Welsh 
Government's strategic priorities and objectives.  
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1. Supporting Welsh Government's strategic objectives 

Plan and deliver for the long-term 

We expect companies to understand the long-term risks to customers, communities and the 
environment and explain how they will safeguard resilience and performance. At PR24, water 
companies will set their business plans for 2025-30 in the context of long-term delivery 
strategies for the next 25 years.  

Adaptive planning should be at the heart of each company's long-term delivery strategy and 
demonstrate how it will adapt to changes in factors such as climate change and demand. It 
should also establish no- and low-regret investments that are likely to deliver outcomes 
efficiently under all or a wide range of plausible future scenarios. 

Deliver a cohesive and transparent regulatory framework 

We set price controls with regard to the principles of best regulatory practice, including that 
our regulatory activities should be transparent, accountable, proportionate, consistent and 
targeted.  

We are committed to evaluating the impact of our regulatory activities after they have been 
implemented, to help us and stakeholders understand the extent to which our goals have 
been achieved. This helps us learn about the effectiveness of our regulatory interventions to 
inform future policy decisions and demonstrate our accountability to customers, to society, to 
stakeholders and to Parliament. 

Take a preventative approach 

We expect companies to understand the need for investments and identify the best option for 
addressing that need, including prevention. A preventative approach can bring benefits to 
multiple performance commitments. For example, investment in smarter water networks and 
remote control capability can enable companies to both prevent and respond quicker to 
mains bursts and better control networks. 

Involve and engage customers and stakeholders 

Our ambition is that residential and business customers’ voices are heard more directly and 
more effectively in PR24 than ever before. Closer, more transparent engagement will be vital 
to address urgent challenges such as driving down water demand, which require much more 
effective partnerships with customers and communities. 
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We are working with companies and the Consumer Council for Water (CCW) to conduct 
collaborative customer research to inform common areas of business plans. We also expect 
companies to undertake further engagement as necessary, to ensure submissions are 
informed by stakeholder views. Customers, communities and wider stakeholders will also 
have the opportunity to put their views to companies first-hand at open challenge sessions. 

We have implemented a collaborative approach that is identifying the high-level outcomes to 
be achieved in Wales and the phasing of these outcomes within the long-term delivery 
strategies for Welsh companies. This is mobilised through the Wales PR24 Forum. The Forum 
has identified and discussed key issues for Wales and the Welsh companies for PR24, and it 
will use this important groundwork to provide strategic steers on the high-level outcomes 
and priorities. We will continue to support the Forum as an advisory member. 

Collaboration 

Our public value principles already provide some guidance about how companies should 
collaborate with others to optimise solutions and maximise benefits, seeking to align 
stakeholder interests where possible, and leveraging a fair share of third-party contributions 
where needed. For example, we want collaboration to help pursue sector changing 
innovations through the innovation fund.  

When developing business plans, we expect companies to fully consider partnership working 
opportunities, including co-funding and co-delivery. Where there are material benefits to 
third parties, we expect companies to actively seek contributions from these parties. The size 
of these contributions should be in proportion to the benefits that these parties can expect to 
receive through the scheme. To further encourage companies to maximise co-funding 
opportunities, we propose to take account of third-party contributions in our benchmarking 
of enhancement expenditure when seeking to deliver wider economic benefits.  

We also recognise and value the fact that collaboration is a key characteristic of the 
operating environment in Wales and is important for the water sector through, for example, 
the Wales PR24 Forum and the Wales Better River Quality Task Force. 

Focus on outcomes 

For the sector to succeed, it is vital that companies deliver the right outcomes for their 
customers, communities and the environment. Our outcomes framework holds water 
companies to account for the outcomes that customers pay for and incentivises them to go 
further where it will deliver value. We are implementing a collaborative approach to identify 
the high-level outcomes to be achieved in PR24, mobilised through the Wales PR24 Forum. 

Best value for customers, communities and the environment 
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We want companies to deliver best value enhancements at PR24. These are schemes that 
generate the greatest economic benefit for customers, the environment and society, 
compared to costs, over the long-term. There can be a wide variety of benefits from beyond 
that of the primary scheme purpose. These can encompass environmental and biodiversity 
improvements and social benefits such as public health, wellbeing and recreation. Assessing 
best value will require companies to take account of a wide range of environmental and social 
benefits, costs, risks and affordability of customers' bills when developing their proposals. 

We will also incentivise companies to be more efficient and innovative over time by allowing 
them a share of any underspend if they beat our cost allowances and ensuring they also bear 
a share of any overspend. We use the most efficient companies to set benchmarks for what 
other companies can achieve using "comparative" competition. We will also reflect 
companies' efficient costs for the long-term maintenance and renewal of their networks and 
growth in the size, density and complexity of the network. 

Evidence based regulation 

We expect long-term delivery strategies to form a key part of the evidence for enhancement 
expenditure for PR24. In the first instance, we encourage companies to explore options to 
meet long-term outcomes using flexible, modular or adaptive solutions where possible and 
efficient to do so. For all enhancement expenditure requests, we will consider the need, 
optioneering, cost efficiency and customer protection evidence presented by companies. 
Customers should not pay twice for resilient services – that is, they should not pay once 
through base allowances or previously funded enhancements, and then again through 
requests for further enhancement funding for the same improvement. We will challenge 
companies to evidence that any base overlap has been clearly accounted for and that the 
request is not for previously funded outputs or outcomes. 

Innovation 

Companies need to innovate constantly to achieve the best outcomes for customers, 
communities and the environment at a cost that people can afford. At PR24 we will continue 
to expect companies to work in different ways to achieve more. We will incentivise companies 
to work in partnership with others where appropriate to identify better, more holistic and 
sustainable solutions. We will also extend our Innovation Fund to support sector changing 
ideas and ways of working and introduce a new water efficiency fund to help to reduce 
demand for water. 

We will encourage water companies in Wales to have regard to procurement principles and 
practices aligned with the Wales Procurement Policy Statement, reflecting the water 
industry’s potential to play an important role in enabling green growth and supporting the 
foundational economy in Wales and its role as a major local employer, contractor and 
developer of workforce skills and expertise. 
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2. Climate and nature emergencies 

The water sector faces a series of long-term challenges that require action now to deliver the 
environment we all want for future generations. We want companies to deliver ambitious 
proposals at a pace that respond to the demands of both climate and nature emergencies - 
now and for the long term.  

2.1 Addressing the impacts of climate change and achieving 
net zero 

The Welsh Government expects us, among other things, to encourage companies to 
develop clear, robust plans for how they will achieve their net zero commitments. 

At PR24, we will require companies to set their business plans for 2025-2030 in the context of 
a long-term delivery strategy for the next 25 years. In their strategies, companies must 
identify the long-term outcomes they will deliver reflecting the ambitions of the Welsh 
Government, customers and communities. This includes contributing to the Welsh 
Government’s net zero commitment and considering circular economy principles.  

We have introduced the collaborative approach in Wales, which will enable Welsh 
stakeholders to provide steers on the high-level outcomes and priorities for the water sector 
in Wales. We expect companies to reflect these in their long-term delivery strategies and 
business plans.  

We will also require companies to hold open challenge sessions which will give stakeholders, 
including consumer groups and local environmental bodies, the opportunity to question and 
challenge companies during business plan development and following submission of final 
plans. We will also work with the Wales PR24 Forum to seek opportunities for alignment, 
mindful of the need for customer voices to be heard in the forum. 

Our PR24 final methodology challenges companies to identify the most impactful, best value 
solutions to protect and enhance the environment. With the move towards long-term delivery 
strategies, we expect companies to deliver efficient long-term investment, so the right 
interventions are delivered, and investments are sequenced appropriately.  

We expect companies to continue to reduce greenhouse gas emissions and move towards net 
zero through their on-going activities funded through base expenditure allowances. Where 
appropriate, we will encourage companies to go further, faster, to reduce emissions by:  
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• introducing a net zero challenge that will allow specific enhancement expenditure to 
reduce operational greenhouse gas emissions on a competitive basis for those companies 
that propose stretching improvements through base expenditure; and 

• introducing new operational greenhouse gas emissions performance commitments to 
encourage companies to deliver further reductions in emissions during 2025-30.  

2.2 Delivering wider environmental benefits 

The Welsh Government expects us to challenge companies to demonstrate how 
biodiversity and ecosystem considerations are embedded across their activities. 

At PR24, we want to incentivise companies to improve biodiversity, for example in tandem 
with delivering nature-based solutions. In Wales, this will support water companies' 
contribution towards protecting and effectively managing at least 30% of land, freshwater 
and sea for nature by 2030 and also the wellbeing indicators, 'Areas of healthy ecosystems in 
Wales' and 'Status of biological diversity in Wales'. We have refined our approach to 
measuring new environmental performance commitments. This includes adapting the 
biodiversity performance commitment to make it applicable for use in Wales. 

We want companies to consider their wider impacts when making investment and 
operational decisions. For example, taking into account the impacts on biodiversity and 
operational greenhouse gas emissions from investments to improve river water quality in a 
holistic and integrated way. 

Our PR24 final methodology places greater emphasis on best value in our assessment of 
enhancement expenditure.3 To support the delivery of wider environmental and social 
benefits where this is best value for customers and the environment, at PR24 we will: 

• expect companies to assess a wide range of options to meet a defined need, including 
nature-based solutions, operational actions, innovative and modular schemes;  

• consider the wider environmental and social benefits more robustly and extensively in our 
assessment of enhancement proposals;4 and 

• assess the quality and ambition of company business plans, including delivering 
stretching performance from base expenditure allowances and using best value solutions 
to deliver requirements.  

At PR24 we want companies to deliver wider environmental and social benefits in the course 
of carrying out their statutory functions. Companies should do this where this is best value 
for customers, the environment and society, taking into account the impact on affordability 

 
3 Best value schemes are those that generate the greatest long-term economic benefit for customers, the 
environment and society, taking into account the cost of the scheme. 
4 Benefits that influence most the choice of solutions should be measurable and robustly demonstrated. 

https://app.powerbi.com/view?r=eyJrIjoiMWM1MGYyMDktYTE1Ny00NWY3LWE0ODgtNjNjNTUwYmMyY2E5IiwidCI6ImEyY2MzNmM1LTkyODAtNGFlNy04ODg3LWQwNmRhYjg5MjE2YiJ9
https://app.powerbi.com/view?r=eyJrIjoiMWM1MGYyMDktYTE1Ny00NWY3LWE0ODgtNjNjNTUwYmMyY2E5IiwidCI6ImEyY2MzNmM1LTkyODAtNGFlNy04ODg3LWQwNmRhYjg5MjE2YiJ9
https://app.powerbi.com/view?r=eyJrIjoiN2ZkYzY2YTUtOGNkMS00YjFkLWJhYjMtYWFiMDhkNGM4MjAwIiwidCI6ImEyY2MzNmM1LTkyODAtNGFlNy04ODg3LWQwNmRhYjg5MjE2YiJ9
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of bills. To support companies delivering best value, we will take into account wider 
environmental and social benefits more robustly and extensively in our assessment of 
enhancement expenditure. Companies should engage with their customers to inform such 
proposals.  
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3. Environment 

Water companies play a key role in protecting and enhancing the environment. We expect 
companies to prioritise actions to reduce pollution and considerably improve their 
environmental performance, while delivering long-term value for customers.  

3.1 Improving environmental performance 

The Welsh Government expects us, among other things, to challenge companies to 
demonstrate how they will achieve continued improved environmental 
performance.  

Our PR24 final methodology requires companies to adopt a package of common 
environmental performance commitments for 2025-30, including: 

• biodiversity;  
• operational greenhouse gas emissions reductions;  
• water demand; 
• storm overflows  
• river water quality;  
• pollution incidents (serious and total); 
• discharge permit compliance; and 
• bathing water quality. 

Our outcomes framework will hold companies to account for the outcomes that customers 
pay for – and incentivise companies to go beyond this where this is in the interests of 
customers and the environment.  

In Wales, we expect companies to propose storm overflow investments that are not funded 
through base allowances where there is evidence that they will improve river water quality 
beyond their existing legal obligations. These proposals should draw on the work undertaken 
as part of the drainage and wastewater management plan process and the work of the Wales 
better water quality taskforce. 

The Welsh Government also wants to see a step change in the health of river ecosystems in 
Wales. To meet this expectation, we will challenge water companies to pursue an integrated 
outcomes-based approach that is consistent with the delivery framework for the sustainable 
management of natural resources (SMNR) put in place by the Environment Act (Wales) 2016. 
The Wales Better River Quality Taskforce is driving a collaborative approach to identifying and 
then delivering actions to make improvements at pace.  
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We will also more strongly incentivise performance through enhanced incentives on key 
performance commitments, such as sewer flooding, water supply interruptions, leakage, per 
capita consumption and pollution incidents. 

We are committed to maintaining the overall outcomes framework in future price reviews. We 
expect the outcomes we are incentivising at PR24 to be of enduring importance to customers 
and the environment, and we expect them to be financially incentivised in future price review 
periods. 

Our PR24 final methodology is consistent with the National Environment Programme (NEP) in 
Wales and river basin management planning. In particular, we: 

• support a move towards a more outcomes-focused NEP and will work with Natural 
Resources Wales to achieve this, ensuring consistency with the approach we take for 
other enhancement expenditure;5 and 

• expect companies to take account of river basin management plans when developing 
their NEP programmes and enhancement proposals. 

Companies already have several long-term strategic planning frameworks including water 
resources management plans (WRMPs) and drainage and wastewater management plans 
(DWMPs). These frameworks set a long-term direction of travel for the key areas of company 
activities and involve collaboration with other regulators and stakeholders.  

Through WRMPs and DWMPs we expect companies to: 

• consider a wide range of options that mitigate the risks identified, including nature-
based solutions, catchment-scale schemes and traditional grey infrastructure 
interventions.  

• demonstrate that adjustments to operational and maintenance regimes have been 
implemented before exploring enhancement options; 

• fully consider interdependencies with other stakeholders' strategic and opportunities for 
partnership working, including co-funding and co-delivery; and 

• make efficient use of current technology such as smart metering, and investigate the use 
of emerging technology including smart data and networks. 

We will require the outputs from strategic planning frameworks to inform, and align with, 
each company's business plan and long-term delivery strategy at PR24. We expect companies 
to have a strong focus on all the strategic planning frameworks to ensure they are robust, 
deliverable, and flexible in meeting customer expectations and environmental outcomes.  

 
5 Under this approach we set the outcomes we expect companies to deliver and then the efficient totex allowances 
needed to support the delivery of these outcomes. This will help companies choose the best approach to deliver 
the outcomes required in the NEP, facilitating the use of nature-based solutions. 
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We will also assess how companies have reflected our expectations in their final WRMPs and 
DWMPs, and how they have responded to our feedback provided throughout the planning 
process. We will take this into account, together with any differences between final WRMPs 
and final DWMPs and PR24 business plans, when we assess performance and expenditure 
proposals in their business plans. 

3.2 Encouraging nature-based solutions 

The Welsh Government expects us to challenge companies to shift to an approach 
with nature-based partnership solutions that address problems at source and are 
best value for customers and the environment. 

Reflective of the sustainable management of natural resources approach in Wales we want 
companies to scale up their use of nature-based solutions at PR24. Our PR24 final 
methodology supports companies to make a step change increase in the use of nature-based 
solutions by: 

• considering the wider environmental and social benefits more robustly and extensively in 
our assessment of enhancement proposals;6 

• introducing new environmental performance commitments where companies can secure 
outperformance payments by delivering more for the environment; 

• providing a more level playing field between traditional and non-traditional solutions. We 
will do this by setting a ten-year ongoing operating expenditure allowance for non-
traditional solutions which are wholly or primarily based on ongoing operating 
expenditure (eg catchment management solutions); and 

• benchmarking the costs of catchment- and nature-based solutions separately from the 
costs of more traditional solutions to better capture the cost drivers of the former 
solutions and hence avoid inadvertently disadvantaging them relative to other solutions. 

We expect companies to propose nature- and catchment-based solutions, where they can be 
demonstrated to be an effective solution. Companies should consider risks and uncertainties 
when evaluating whether the use of nature-based solutions will deliver the desired outcomes 
and allow them to meet their statutory requirements.  

We will also allow timely and proportional pilot schemes to enable companies to test nature-
based solutions for which there is a high degree of uncertainty on their deliverability, but 
which could bring significant benefits to customers and the environment in future. For us to 
consider these schemes companies need to set out how they propose to monitor and report 
the progress and outcomes of the scheme, including how the data will be shared with other 
companies.  

 
6 Benefits that influence most the choice of solution need to be measurable and robustly demonstrated. 
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3.3 Using water sustainably 

The Welsh Government expects us to encourage and incentivise the sustainable and 
efficient use of water resources, including by encouraging companies to reduce 
leakage and customer consumption. 

We want to encourage the sustainable and efficient use of water resources by companies and 
customers. Our final methodology for PR24: 

• sets separate performance commitments for leakage, per capita consumption (PCC) and 
business demand with stretching but achievable service levels that are consistent with 
relevant industry commitments; 

• sets enhanced incentives for leakage and per capita consumption; 
• incentivises reductions in business consumption through a new performance 

commitment; 
• sets an expectation for companies to have regard to the key areas we expect to be 

incorporated through WRMPs; 7 
• challenges Welsh companies to deliver long-term demand reductions aligned with the 

targets set for other companies, where this is appropriate and aligned to Welsh 
Government expectations;  

• sets an expectation for company business plans and long-term delivery strategies to 
reflect their final WRMPs having already addressed the challenge and feedback we 
provide during the WRMP process;8 and 

• requires companies to report progress in reducing overall water demand in their annual 
regulatory reporting. 

To support companies to use water sustainably we will also:  

• introduce a new water efficiency fund of up to £100 million across England and Wales to 
facilitate the development of transformative improvements to water efficiency at a 
regional and national level to help to reduce demand for water; and 

• continue to fund the development of strategic regional water resource solutions during 
2025-30 through a streamlined gated process.9 

 
7 Ofwat, 'Ofwat's expectations for strategic planning frameworks at PR24': letter to Regulatory Directors, November 
2021. 
8 As stated in section 3.1, we will consider whether companies have adequately addressed our feedback and any 
differences between final WRMPs and business plans when we assess expenditure and performance proposals in 
their business plans. 
9 Water resource solutions are progressing through the Regulators' Alliance for Progressing Infrastructure 
Development (RAPID) gated process. RAPID is a partnership made up of Ofwat, the Environment Agency and 
Drinking Water Inspectorate. Natural Resources Wales is involved in an advisory capacity, with a decision-making 
role for any solution involving Wales, Welsh policy and legislation. 

https://www.ofwat.gov.uk/wp-content/uploads/2021/11/Ofwats-expectations-for-strategic-planning-frameworks-at-PR24_Letter.pdf
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As stated in section 3.1, we expect outputs from strategic planning frameworks, such as 
DWMPs and WMRPs to inform, and align with, each company's business plan and long-term 
delivery strategy at PR24. 
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4. Resilience 

The Welsh Government expects us, among other things, to challenge companies to 
ensure current and future resilience of water and wastewater services is 
understood and managed through robust, adaptive, and evidence-based plans. 

Using our toolkit both inside and outside of the price control, we want companies to strive for 
strong operational resilience. This means: 

• robust infrastructure and services; 
• the right skills and systems;  
• strong corporate resilience with good board leadership, governance, accountability and 

assurance; and  
• strong financial resilience with robust financial arrangements including capital 

structures.  

We expect companies to identify and manage a complex range of risks to meet the long-term 
needs of customers, communities and the environment. Our PR24 final methodology requires 
companies to:  

• set their five-year business plans in the context of a 25-year long-term delivery strategy, 
representing a significant shift towards adaptive planning in the sector; and 

• take account of a wider environmental and social benefits, costs, risks and affordability of 
customers' bill when developing their proposals.  

We expect companies to systematically assess risk from a broad range of hazards, including 
fluvial and coastal flooding through their integrated resilience frameworks. This includes 
regularly reviewing and fully understanding the current and long-term flood risk to their 
infrastructure and systems, identifying opportunities to increase resilience, and delivering 
greater flood resilience for their own infrastructure and services. We have amended the 
definition of resilience enhancement to cover the management of increasing risks, or 
changing acceptance/acceptability of risks, from hazards that are beyond their control, 
which are not covered by other enhancement areas. 

We recognise the importance that the Welsh Government and Natural Resources Wales place 
on economic, environmental, and social resilience associated with water resources in Wales, 
in particular when considering water transfers within and outside of Wales. We require water 
companies to adhere with the joint regulator water resources planning guideline and Welsh 
Government WRMP guiding principles, and to work in close collaboration with all key 
stakeholders including the Regulators' Alliance for Progressing Infrastructure Development 
(RAPID). We will also continue to work closely with Welsh Government, NRW and others on 
water resources resilience throughout PR24 and ahead to PR29.  
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Both WRMPs and DWMPs have resilience at their core and allow companies to identify 
enhancement investment required to maintain resilience to certain hazards over the long 
term. 

We will also ensure companies remain accountable for their performance in delivering 
against our final determination, for their financing choices and their financial resilience. 

Companies and their Boards will be required to: 

• own and be accountable for their business plans and the business planning processes 
that underpins all aspects of the plan; and 

• provide assurance and satisfy themselves that the systems, risk management and 
processes used to inform this assurance are appropriate and effective.  

4.1 Managing emerging risks 

The Welsh Government expects us to challenge companies to deliver greater flood 
resilience and encourage companies to consider the need for investment in cyber 
security. 

Water companies have statutory flood risk management roles and duties. At PR24 we will 
incentivise companies to manage the risk of flooding from their sewers by setting common 
performance commitments on internal and external sewer flooding with strong financial 
incentives to deliver reductions over time. The amended definition of resilience enhancement 
described above will also support greater flood resilience eg fluvial or coastal flooding of 
company assets. We will also monitor the risk of properties flooding in a storm as part of our 
wider operational resilience monitoring.  

Security is a core part of water company resilience. Expenditure on the delivery of the 
Security and Emergency Measures Direction (SEMD) outcomes will contribute to resilience to 
security threats and operational incidents. We are working closely with the Drinking Water 
Inspectorate to ensure efficient delivery of companies' legal obligations to protect against the 
wide range of new security threats and preparedness requirements.  
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5. Asset health 

The Welsh Government expects us, among other things, to challenge companies to 
monitor their asset health and provide forward-looking plans to address any issues 
over the long term.  

We promote good asset management both within and outside the price review process. 
Outside of the price review, we have undertaken an asset management maturity assessment 
to understand how companies are monitoring and managing asset health and highlight best 
practice and innovation.10 We are also developing an integrated monitoring framework to 
form a holistic and complete view of asset health and operational resilience going forward. 

At PR24 we will incentivise companies to deliver their long-term plans efficiently while also 
ensuring the appropriate long-term stewardship of their assets. We will: 

• use key asset health performance commitments, such as mains repairs, unplanned 
outages and sewer collapses with financial incentives to maintain and improve service 
levels – on top of other customer-facing performance commitments that can also be 
indicators of asset health;  

• collect additional data on water mains and sewer condition to enable us to check whether 
renewal rates are keeping pace with deterioration; 

• require companies to set out expected improvements in performance from base 
expenditure over the next 25 years as part of their long-term delivery strategy; and 

• provide resilience enhancement expenditure for companies to manage increasing risks, 
or changing acceptance/acceptability of risk, from hazards that are beyond their control 
and not covered by other enhancement areas. 

5.1 Investing in capital maintenance 

The Welsh Government expect us to consider inter-generational inequity when 
evaluating capital maintenance investment and seek to protect the interests of 
future as well as current customers. This should include ensuring that expenditure 
allowances for capital maintenance are sufficient. 

Companies have made improvements to asset health within their base expenditure 
allowances in the past and we expect them to continue to do so in the future. At PR24 we will: 

• aim to include more of a forward look in our base expenditure modelling; and 

 
10 Ofwat, 'Asset management maturity assessment – insights and recommendations', October 2021. 

https://www.ofwat.gov.uk/wp-content/uploads/2021/10/AMMA_Insights_And_Reccomendations_Report.pdf
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• collect additional data where treatment complexity might increase in future so we can 
take this into account when setting efficient expenditure allowances.  

We will also consider company evidence on additional exogenous factors or cost drivers that 
require a step change in efficient maintenance expenditure through the cost adjustment 
claim process. 

We will continue to ensure our regulatory approach, including PR24, promotes the efficient 
delivery of companies' obligations as defined by the SEMD. We expect maintenance and 
replacement of existing security assets and systems to modern equivalent standards to be 
delivered from base allowances. We propose to provide additional enhancement allowances 
to cover new designations and step changes to a new improved level of service.  

Long-term delivery strategies will encourage companies to invest now in improvements that 
will benefit future generations, responding to plausible future scenarios, including on climate 
change and demand. We expect companies to have regard to the balance of recovery of costs 
between different generations to ensure that we protect the interests of customers now and 
in the long term.  
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6. Customers and communities 

Customers face significant cost of living pressures. For PR24 we expect companies' business 
plans to reflect the needs and priorities of customers and communities, with a focus on 
concerns about the affordability of bills. Companies will therefore need to develop business 
plans that deliver: 

• overall affordability, including providing value for money; 
• affordability for current and future customers; and 
• affordability for residential customers struggling, or at risk of struggling, to pay.  

6.1 Supporting affordability 

The Welsh Government expects us , among other things, to consider affordability for 
all customers and for customers who are struggling to pay their water bill in the 
design of our regulatory framework. 

We want companies to deliver plans that are affordable, for current and future customers, 
and for residential customers who may struggle to pay their bills. 

We have been clear that companies should not wait until PR24 to act on affordability 
challenges.11 While PR24 is our primary tool for regulating companies to deliver overall 
affordability, we also use our wider toolkit outside of PR24, particularly to support customers 
struggling to pay their bills. 

We expect companies to support affordability in PR24 through: 

• delivering a step-change in efficiency while transforming performance; 
• innovating and working in partnerships to deliver more for customers; 
• taking a long-term focus to reduce lifetime costs and phase investments over time; 
• clearly understanding customers' views, including their expectations about paying for 

improvements now or in the future; 
• clearly understanding and supporting customers' diverse needs on a day-to-day basis, not 

just simply for a price review; 
• demonstrating their plans are affordable, including for those struggling to pay; and 
• considering the best way to achieve fairness between current and future customers.  

Following on from the recommendation made by the Consumer Council for Water's (CCW) 
Affordability Review, the UK and Welsh governments are considering the role for, and 
potential from of, a single water affordability discount scheme for the water and wastewater 

 
11 Ofwat, CCW 'Supporting customers through cost of living pressures', October 2022. 

https://www.ofwat.gov.uk/wp-content/uploads/2022/10/CCW_Ofwat_joint_letter.pdf
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sector. To better fit in with the timing of the sector's work on this, we plan to specify 
requirements for social tariffs in companies' business plans alongside a later version of the 
PR24 data tables which will be issued in 2023. 

We have already been using our wider regulatory toolkit to encourage companies to 
implement the recommendations of CCW's Affordability Review.12 For example, our published 
Paying Fair guidelines set minimum expectations for supporting customers in debt.13 In 
October 2022, in a joint letter with CCW, we requested more information from water 
companies on plans for supporting customers through cost-of-living pressures. We will report 
on these plans in early 2023. 

We will challenge companies to ensure proposed levels of cost recovery in business plans are 
fairly allocated across current and future customers and we will continue to support 
affordability outside of the price review by:  

• developing a customer focused licence condition to help increase companies’ customer 
focus and incentivise the very best service, while ensuring that we have the right mix of 
regulatory tools to effect change when service falls short;14 

• consulting on charging innovation to support the affordability of water bills;15 and 
• challenging companies to improve the reach and accuracy of their priority services 

registers, including through data sharing with the energy industry and others. 

6.2 Engaging customers 

The Welsh Government expects customers to be engaged meaningfully on the 
affordability and acceptability of future bills. 

Our ambition is that residential and business customers' voices are heard more directly and 
more meaningfully in PR24 than ever before. We hope that higher quality, more transparent 
engagement will help further foster the relationships needed to make greater progress on the 
big challenges like responding to the nature and climate emergencies, expediting 
environmental improvements and responding to the pressures on people's finances. This is 
particularly the case where delivery of outcomes will benefit from companies working in 
partnership with their customers and communities to deliver ambition at pace.  

We have developed a common approach to researching customers’ views of the affordability 
and acceptability of plans. This will ensure that customers’ views are comparable across 
companies. Working closely with companies and CCW, we are also undertaking collaborative 

 
12 CCW, 'Independent review of water affordability', May 2021. 
13 Ofwat, 'Paying fair – guidelines for water companies in supporting residential customers pay their bill, access 
help and repay debts' May 2022. 
14 Ofwat, Customer focussed licence condition, 2022. 
15 Ofwat, 'Consultation on charging innovation to support affordability', September 2022. 

https://www.ccwater.org.uk/wp-content/uploads/2021/05/Independent-review-of-water-affordability.pdf
https://www.ofwat.gov.uk/wp-content/uploads/2022/05/Paying-fair-%E2%80%93-guidelines-for-water-companies-in-supporting-residential-customers-pay-their-bill-access-help-and-repay-debts.pdf
https://www.ofwat.gov.uk/wp-content/uploads/2022/05/Paying-fair-%E2%80%93-guidelines-for-water-companies-in-supporting-residential-customers-pay-their-bill-access-help-and-repay-debts.pdf
https://www.ofwat.gov.uk/regulated-companies/vulnerability/customer-focused-licence-condition/
https://www.ofwat.gov.uk/wp-content/uploads/2022/09/20220922_Consultation_on_charging_innovation_to_support_affordability.pdf
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customer research to understand customers' relative priorities and views on the outcomes 
that companies need to deliver. This will ensure that companies are financially incentivised 
to deliver outcomes that customers most care about. 

Listening to feedback after PR19 and reflective of Welsh circumstances and policy context, 
we have introduced a new collaborative approach to PR24 in Wales. This approach will ensure 
that Welsh stakeholders, through the Wales PR24 Forum, are collaborating to provide steers 
on the strategic outcomes and priorities for the water sector in Wales. These steers are in 
turn helping to inform companies' long-term delivery strategies and business plans. The 
customer's voice is a key area that the Wales PR24 Forum is considering with CCW as a core 
member, and we are ensuring that the findings from our customer research informs these 
discussions. 

We are also ensuring that customers and other stakeholders can comment directly on 
companies' plans. Companies are required to hold open challenge sessions at which 
customers and other stakeholders will be able to question the company about key themes in 
its draft and proposed plans. Companies will need to demonstrate that their plans are 
affordable, including for those struggling to pay. We aim to align these sessions for the Welsh 
companies with the activities of the Wales PR24 Forum as far as possible.  

6.3 Using markets 

The Welsh Government expects us to work with others to ensure a smooth 
transition as the Welsh Government seeks to increase the eligibility threshold for 
retail competition and to keep under review our approach to developer services to 
ensure it is fit for purpose to support economic development in Wales. 

To facilitate any increase in the eligibility threshold for competition in the business retail 
market we will set an average revenue control that promotes value for money for all 
customers that are not eligible for competition, whatever the threshold. 

On developer services, we will remove wastewater site-specific developer services from the 
price control at PR24 as it is almost entirely provided by alternative providers or self provision. 
But we will retain water site-specific developer services in the price control for Welsh water 
companies given competition is not widespread and we are not currently able to set charging 
rules to protect new connection customers. Network reinforcement will also remain in the 
price control as it is not currently contested. We will keep under review our approach to 
developer services to ensure it is fit for purpose to support economic development in Wales. 

We recognise the Welsh government's position on competition, in particular that competition 
should not be introduced where it would: 
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• reduce companies' overall accountability for the delivery of excellent services to 
customers and the environment; 

• threaten the integrity and efficiency of the management of the water system; or 
• it cannot clearly be evidenced that it would be beneficial to customers. 
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