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By email  
 
Secretary of State for Environment,  
Food & Rural Affairs  
 
20 February 2023 

Dear Secretary of State, 

Southern Water – draft water resources management plan 2024 consultation 
response  

Long-term water resources planning is a key business planning activity and essential for the 
efficient delivery of resilient water services for customers and protecting and enhancing the 
water environment. Ofwat has a key role to play in enabling this by funding through the 2024 
price review (PR24). Therefore, it is vitally important that we consider whether water 
companies are identifying the best value approaches and delivering these, to ensure the best 
outcomes in terms of targeted investment to address challenges. The water resource 
management planning process is essential to help Ofwat and water companies get this right. 
As a statutory consultee, we welcome the opportunity to comment on Southern Water's draft 
water resource management plan (WRMP), which it published in November 2022.  This letter 
should be read alongside our letter setting out the wider context of our review and the 
general approach to the assessment of companies’ draft WRMPs.    

Southern Water supplies water to a population of approximately 2.7 million across Southern 
England. Its water resources are planned on the basis of fourteen water resources zones 
(WRZs), which include major cities including Brighton and Southampton, with associated key 
strategic infrastructure, including ports. Southern Water predicts that several of its water 
resource zones will be in deficit in by 2050 without additional action to reduce demand or 
provide additional supplies. This means there would be insufficient water in those WRZs to 
maintain supply to customers in some severe drought conditions. The scale of the challenge 
and complexity of the issues means that effective action is needed to meet the needs of 
customers and the environment. 

There are some limited aspects of Southern Water's plan that are in line with our 
expectations for this stage of a draft WRMP. Southern Water's draft plan delivers on our 
expectations to: 

• set out the drivers behind the water resource challenges it faces; and 
• ambition towards some demand management targets, including leakage.  
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However, overall, Southern Water's plan falls below our expectations for this stage of a draft 
water resource management plan.  We are concerned that there are several material areas 
we have identified from our assessment where the plan does not yet provide sufficient and 
convincing evidence that the company will need to address to deliver the best value, low 
regret plan in the interest of customers and the environment. The annex to this letter 
provides detail on the specific areas of the company plan that we consider need further work 
and evidence. In particular, in its final WRMP Southern Water should: 

• address points from Ofwat's pre-consultation feedback in 2022, that have not been 
appropriately or fully addressed in the draft WRMP. This includes following through 
and delivering on commitments to water neutrality in the Sussex North WRZ, which we 
note has been set out in your draft WRMP; 

• present the outcome of testing and profiling the per capita consumption (PCC) and 
leakage targets, including a scenario of meeting the 110 l/h/d PCC by 2050 target 
under the dry year scenario and set out how it plans to meet the Defra target of a 20% 
reduction in distribution input per head of population by 2037, based on a 2019-20 
baseline; 

• quantify and justify the reasoning for changes in water needs between the end point 
of WRMP19 and the starting point for WRMP24, and that PR19 schemes are being 
delivered as planned and accounted for appropriately in the supply-demand balance; 

• provide sufficient and convincing evidence that the number and range of options is 
appropriate given the scale of the challenge presented. Where a company does not 
have enough options to choose between, we cannot be confident that the plan 
presented is the best value plan available. Southern Water should also provide more 
details on option utilisation; 

• demonstrate that decision making has not been influenced by artificial constraints, 
including by presenting a core pathway in line with the water resource planning 
guidelines (WRPG) definition, developing a monitoring plan for decision points and 
completing sensitivity analysis of the timing of adaptive plan branches; 

• work with Water Resources South East (WRSE) and others to make sure that: 
o the combined benefit of the South East Strategic Reservoir Option (SESRO)-

STT and T2ST (conjunctive use benefit) of 19Ml/d is accounted for within the 
regional modelling and an 'in combination deployable output assessment' 
which sets out how these work together is included within the final plan; 

o the deployable output for 'Hampshire Water Transfer and Water Recycling’, and 
other associated option data, is correct across the final WRMP, regional plan 
and the RAPID gate submission; and 

• provide clear and robust evidence for the selection, non-selection and the sizing of 
SESRO in its final plan, as well as updated and refined costings where appropriate; 

• present clearly, where investment is needed beyond least cost, the value of the 
additional benefit delivered within the WRMP planning tables; and 

• provide robust and clear supporting evidence for its data tables. We are concerned 
about the level of detail and accuracy applied to the WRMP data tables. The tables had 
missing, incomplete, and resubmitted data which led to some difficulties in assessing 
the plan. 
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We thank Southern Water for its hard work and effort in producing a detailed draft WRMP and 
responding to queries throughout the consultation process. Southern Water should now 
focus on delivering the expected outcomes of the current plan (WRMP19, funded via PR19), 
and considering all the responses to this draft consultation in its final plan. We look forward 
to continuing to work together as final WRMPs are prepared, to protect water resources now 
and in the future.  

Yours sincerely 

Aileen Armstrong 

Senior Director, Company performance and price reviews 

 



Centre City Tower, 7 Hill Street, Birmingham B5 4UA 
11 Westferry Circus, Canary Wharf, London E14 4HD  

 

Aileen Armstrong, Senior Director, Company performance and price reviews 
Page 4 of 21 

Annex 

In this annex we outline further details on the points raised in our main letter, alongside more 
detailed comments on different areas of the draft plan. Our points reflect our assessment 
approach focusing on: 

• Demand management ambition and outcomes - alignment with government targets 
and statutory requirements for water demand. 

• Assessment of water needs - including key drivers for WRMP24 and the supply 
demand balance forecast and the need for enhancement investment. 

• Options to meet water needs - the approach taken to identifying and screening 
options for both supply and demand, review of demand management and supply side 
proposals including sensitivity testing for key areas, sufficiency of options and option 
utilisation under normal and peak scenarios, including scalability and modularity. 

• Decision making and prioritisation - best value decision making for customers and 
the environment, how the company has approached strategic planning frameworks 
and alignment with Ofwat long-term delivery strategies and common reference 
scenarios1. 

• Long term best value programme - cost efficiency, bill impact and affordability of the 
plan. 

• Customer and stakeholder engagement - the type and quality of interaction with 
customers and stakeholders and the impact this has had on the draft plan formulation 
and proposals. 

• Board assurance – company assurance and governance processes, including Board 
engagement and sign-off.  

Demand management ambition and outcomes 

The Government's strategic priorities for Ofwat states that reducing demand for water can 
relieve pressures on water supply and increase our resilience to extreme drought. Water 
companies must act to reduce demand for water in a way that represents value for money in 
the long term. We expect all companies to use their WRMPs to show how they will meet long-
term water demand targets, including: 

• a 50% reduction in leakage by 2050 from 2017-18 levels;2 and 

 

1 Ofwat, 'PR24 and beyond: Final guidance on long-term delivery strategies', April 2022. 
2 Defra, 'The government's strategic priorities for Ofwat', March 2022; Water UK, 'Letter to the Secretary 
of State - leakage", October 2018; Water Resources Planning Guidelines, 2022 

https://www.ofwat.gov.uk/wp-content/uploads/2022/04/PR24-and-beyond-Final-guidance-on-long-term-delivery-strategies_Pr24.pdf
https://www.gov.uk/government/publications/strategic-policy-statement-to-ofwat-incorporating-social-and-environmental-guidance/february-2022-the-governments-strategic-priorities-for-ofwat#:~:text=Our%20strategic%20priorities%20for%20Ofwat%20are%3A,quality%20of%20the%20water%20environment.
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• reducing per capita consumption (PCC) to 110 litres per head per day (l/h/d) by 
2050.3 

A further target is now set in the Environmental Targets (Water) (England) Regulations 2023 
for the reduction of potable water supplied by water undertakers in England to people in 
England.4 This states that the volume supplied per day per head of population should be at 
least 20% lower than the 2019-20 baseline by 31 March 2038. We expect companies to 
demonstrate how they will deliver against this target in their final WRMP. 

We welcome that Southern Water plans to reduce leakage by 50% from 2017-18 by 2050. We 
also welcome that Southern Water has set out its intention to meet the PCC target of 110 l/h/d 
by 2050. However, the company's WRMP planning tables do not clearly show this is the case, 
with a higher dry year annual average (DYAA) PCC presented in 2049-50. The company should 
revise its planning tables for its final WRMP to reflect the ambition set out in its plan. 

The company's final WRMP should also reference the target to reduce distribution input by 
head of population by 20% by 2037-38 and demonstrate how it plans to deliver this through a 
combination of reductions in the key demand components: leakage, household consumption 
and non-household consumption.  

Demand reduction strategy  

We welcome that the company has tested three leakage reduction scenarios of 50%, 55% and 
62% to help inform the optimum long-term strategy for meeting the supply-demand balance. 
However, the company presents the 50% reduction scenario in its preferred plan, reasoning 
that this is based on Ofwat feedback and aligns with the Environment Agency's National 
Framework for Water Resources. As confirmed in the PR24 final methodology, we expect 
companies to plan to meet the 50% reduction target as a minimum and that further 
reductions should be explored.5 Although the interventions to meet the 62% reduction are 
presented, together with the costs and demand savings, no comparison is made between the 
three scenarios, based on costs and demand savings and interaction with supply-side options 
in the programme, to propose an optimum target reduction. We expect the company to 
provide sufficient and convincing evidence in its final WRMP to justify why its selected 
approach to reducing demand (leakage, PCC and business demand) represent the best value 

 

3 Defra, 'The government's strategic priorities for Ofwat', March 2022; Environment Agency, 'Meeting 
our future needs: a national framework for water resources', March 2020. 
4 Defra, 'Environment Act 2021', December 2021. 
5 Ofwat, 'Creating tomorrow, together: Our final methodology for PR24, Appendix 9, Setting expenditure 
allowances', December 2022, p. 98. 

https://www.gov.uk/government/publications/strategic-policy-statement-to-ofwat-incorporating-social-and-environmental-guidance/february-2022-the-governments-strategic-priorities-for-ofwat#:~:text=Our%20strategic%20priorities%20for%20Ofwat%20are%3A,quality%20of%20the%20water%20environment.
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/872759/National_Framework_for_water_resources_main_report.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/872759/National_Framework_for_water_resources_main_report.pdf
https://www.legislation.gov.uk/ukpga/2021/30/contents/enacted
https://www.ofwat.gov.uk/wp-content/uploads/2022/12/PR24_final_methodology_Appendix_9_Setting_Expenditure_Allowances.pdf
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approach to meeting a supply-demand balance or delivering long-term strategic outcomes in 
line with expectations.  

The company needs to justify why the demand management approach presented in the draft 
WRMP represents a coherent strategy. The lack of testing the profiling of measures and their 
interaction with supply options means that the programme may be scheduled incorrectly. 
This includes whether it is optimal to implement a significant amount of mains replacement 
during 2025-30 while the advanced metering infrastructure (AMI) meters are still being 
rolled out. The company should provide sufficient and convincing evidence that the strategy 
fits together as an optimal long-term package, including how it interacts with the supply side 
programme.  

Delivery of PR19 performance commitments and WRMP19 targets 

We are concerned that, based on the draft WRMP data tables, the company does not forecast 
delivery of its PR19 performance commitment levels for leakage and PCC by 2024-25. For PCC 
the end point in 2024-25 would reflect an increase in PCC from the 2019-20 position. We 
expect the company to deliver its PR19 and WRMP19 targets. Companies should not expect 
additional customer funding to address deficits resulting from under delivery in the current 
or previous periods. We expect the company to review its proposals in these areas for its final 
WRMP. 

Business demand 

Southern Water's draft WRMP presents a decreasing trend in absolute non-household 
consumption levels and levels per head of population from 2019-20 onwards. This represents 
a 1.7% decrease across the 2025-30 period. We have previously highlighted the opportunity 
for companies to deliver non-household demand reductions and our expectations for WRMPs 
are that companies deliver significantly improved levels of water efficiency in the business 
sector.6 We expect the company to clearly justify an ambitious strategy for non-household 
demand reduction in its final WRMP. 

Per capita consumption (PCC) 

The data provided by the company to date indicates that it is proposing a three-year average 
PCC reduction over the 2025-30 period that will deliver a level of PCC 0.2% higher than the 
2019-20 baseline by 2029-30. We are concerned that this means that PCC will not have 
changed over a ten-year period. As the company further develops its forecast PCC 

 

6 Ofwat, Environment Agency, 'Delivering greater water efficiency in the business sector', March 2020; 
Ofwat, Environment Agency, 'Delivering greater water efficiency in the business sector', February 2021.  

https://www.ofwat.gov.uk/wp-content/uploads/2020/03/20200317-ltr-CEOs-from-Rachel-Fletcher-and-Harvey-Bradshaw.pdf
https://www.ofwat.gov.uk/wp-content/uploads/2021/02/Joint-open-letter-from-Ofwat-and-the-Environment-Agency.pdf
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performance trend from draft WRMP to final WRMP it should include the reasons for changes 
and explain the impact of any revisions on the optimisation and best value option selection in 
its preferred plan. We expect the company to provide sufficient and convincing evidence in 
its final WRMP to justify why its selected targets for demand reduction represents the best 
value approach to meeting a supply-demand balance or delivering long-term strategic 
outcomes.  

Leakage 

Setting a glidepath to meet optimum long-term targets and outcomes should enable an 
efficient and deliverable long-term programme to be identified. The company's plan only 
considers a single leakage profile. The proposed reduction for 2025-30 is only 8.8% compared 
to 15% to be delivered during 2020-25. The company should present sufficient and 
convincing evidence of the costs and benefits of a range of profiles and explain more robustly 
why this profile – rather than doing more or less in the near term – is optimal from a timing of 
investment perspective. This is particularly important given the company's near-term supply-
demand deficits, which a faster pace of leakage reduction could help resolve.  

The range of options for leakage reduction that seem to have been considered include active 
leakage control, mains replacement, pressure management and metering. However, the plan 
contains insufficient evidence and disaggregated costs and benefits of activities to fully 
understand whether these represent best value over the long term. In general, the company 
has not presented enough feasible options, in particular for leakage management, where only 
the preferred basket of option types is presented in data tables. For many zones the majority 
of feasible options are selected (e.g. HSE zone 14 of 16 selected) suggesting that not enough 
feasible options were presented to be optimised. We expect the company to present further 
granularity for its demand management options, and sufficient and convincing evidence that 
the number and range of options and the scenarios considered to define them are 
appropriate and optimal.  

The company defines three high level scenarios (high, medium and low) for different leakage 
option types (for example, fix on fail, advanced pressure management, etc). The company 
then selects one scenario per option type to form part of its leakage strategy. It is unclear 
why these scenarios are selected (i.e. the scale of costs and benefits to determine the range 
between high and low) and why the selected scenario is chosen. Low ambition scenarios are 
chosen for advanced pressure management and fix on fail that are presented as having low 
unit costs compared to other option types, and the unit cost does not increase with 
increasing ambition. This indicates that there is scope to explore these option types more in 
the near term. Although the company selects the low scenario for mains replacements, it 
needs to provide more context for why even the low scenario is optimal given the very high 
unit costs. The company should clarify its proposed programme of leakage activity types for 
the 2025-30 period as well as the costs and benefits, as those presented in 'Annex 17 – 
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Leakage strategy' do not match the confirmed numbers in table 8 of the WRMP data tables. 
We expect the company to review its leakage reduction proposals and provide sufficient and 
convincing evidence it is presenting a best value solution based on efficient activity costs. 

Southern Water has not discussed its policy with regards to customer supply pipe leakage. 
We are encouraging companies to evaluate the benefits of a common industry approach to 
addressing leakage on customers own pipes. We expect companies to provide a view on the 
benefits of a common industry approach in their statements of response and final WRMPs. We 
will support companies in the development of a common approach but expect the industry to 
lead on the development. The Water UK leakage routemap to 2050 committed to an informed 
debate on customer supply pipe strategy by December 20227. 

Metering 

Southern Water currently plans to increase household meter penetration from 88% to 92% by 
the end of the 2020-25 period and does not state whether or how this is optimal. The 
company recommends moving from its current stock of basic meter and automated meter 
read (AMR) technologies to the smarter AMI functionality. AMI meter penetration is forecast 
to reach 82% by 2030. Southern Water assumes that greater meter penetration will 
encourage customer usage to reduce by a further 3-5%. However, it is unclear if this relates 
to changing from a basic meter or AMR to an AMI meter, or where these percentage usage 
savings come from.  

The company has assessed three replacement scenarios to determine its preferred metering 
programme. These are to replace meters on failure with AMR meters, to replace meters on 
failure with AMI meters, and to proactively replace meters with AMI during 2025-30 period. 
The company chooses the proactive replacement AMI strategy based on the delivery costs 
and costed benefits. However, a wider variety of delivery timescales for AMI should be 
presented together with sufficient and convincing evidence that this strategy represents 
optimal investment scheduling over the long term. An AMI roll out over 10 years (rather than 
the five presented) is necessary to be consistent with our technology common reference 
scenario. The only other comparison is against different technology types and not roll out 
times. The choice of strategy is also dependent on costed benefits without any detail on how 
these are calculated, nor are the usage savings for each strategy presented. The strategy of 
like for like replacement of AMR meters would be a base activity with no additional 
enhancement costs to customers which should be factored into decision making.  

 

7 The Water UK document 'A leakage routemap to 2050' committed to an informed debate on customer supply pipe 
strategy by December 2022 

https://www.water.org.uk/publication/a-leakage-routemap-to-2050/#:%7E:text=The%20Leakage%20Routemap%20sets%20out,and%20halve%20leakage%20by%202050.
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The company presents very high metering unit costs which are calculated to be 14.7 £m/Ml/d 
for the 2025-30 period. This may be the result of low assumed benefits or high meter 
installation costs or both. The company's plan has AMI installation unit costs (£ per meter) 
significantly higher than the unit costs allowed at PR19, recent outturn and other companies' 
draft WRMP forecasts. The company also needs to provide sufficient and convincing evidence 
that the unit costs of its AMI meter installations are efficient. 

The interaction between metering options and the PCC glidepath to 2050 is currently not 
explored. The company should present sufficient and convincing evidence to explain this. The 
decision-making process identifying how outputs from models and optimisation tools are 
developed into recommendations for executive team and Board sign off is not clearly 
explained in the draft WRMP. In its final WRMP, the company should provide further detail of 
this decision-making framework and sufficient and convincing evidence to justify why the 
preferred metering option is best value from a technology and timing of investment 
perspective. 

Assessment of water needs 

A robust assessment of current and future water needs is critical as it drives the gap between 
supply and demand and therefore drives the scale of investment required for the 2025-30 
period and beyond. 

The company's supply demand balance starting point for the draft WRMP24 is significantly 
lower than its forecast for the same point in the final WRMP19. The reduction in available 
water for 2025-26 is equivalent to 47% of company water demand (distribution input). 
Although some of the changes are due to supply-demand balance reporting updates, there is 
still insufficient evidence to understand changes in some areas. In some areas, the evidence 
suggests that non-delivery or underperformance is the cause. This includes not meeting 
expected WRMP19 PCC levels, non-delivery or delayed progress of PR19 funded schemes, 
reducing works outputs, and an increased outage allowance. This means that there are 
significant concerns whether the overall outcome of the WRMP19 as funded at PR19 has been 
delivered in the round. The company should fully quantify and justify the reasoning for 
changes between WRMP19 and the starting point for WRMP24 at a supply-demand balance 
component level with sufficient and convincing evidence.  

There are points from Ofwat's pre-consultation feedback in 2022 that have not been 
appropriately or fully addressed in the draft WRMP. This includes not being clear whether the 
benefits of funded schemes are incorporated as options rather than being incorporated into 
the baseline. Funded options should be included within the baseline and not re-appraised, as 
per the WRPG, section 4.8. Southern Water should provide sufficient and convincing evidence 
that Ofwat's previous concerns on this matter have been addressed by its final WRMP. 
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There is limited evidence provided that the benefits of funded PR19 activities have been 
appropriately factored into the draft WRMP24 baseline supply-demand balance. The intended 
delivery and progress of PR19 schemes should be consistently presented in the company 
draft WRMP and the 2021-22 annual performance report (APR) and any differences explained. 
This is particularly important for those schemes contributing to the PR19 Long-term supply 
demand schemes performance commitment and associated reporting. The company should 
provide granular details of the benefits of funded schemes and how and when these have 
benefited the baseline supply-demand balance in its final WRMP. Where a step change in 
supply-demand balance between WRMP19 and WRMP24 is not sufficiently justified as being 
due to changes to scenarios or planning assumptions, and may instead be as a result of non-
delivery or underperformance, this will be taken into account at PR24 in the assessment of 
enhancement funding.8 

It is important that Southern Water steps up its efforts on WRMP19 supply and demand side 
options delivery and meeting PR19 commitments ahead of WRMP24. We expect the company 
to make substantial efforts on demand reduction for the rest of the 2020-2025 price control 
period to ensure that WRMP19 forecast and PR19 performance commitment targets are met 
annually, and to set firm foundations for delivering WRMP24.  

Southern Water has not provided sufficient evidence for the demand forecast having been 
produced in line with WRPG. The company should provide supporting information on this and 
its alignment with the guidelines, e.g. an appendix report (not just figures), as has been done 
with the deployable output assessment in Annex 8. 

Southern Water presents high level outputs of testing the date to achieving 1 in 500 year 
drought resilience. It presents the impact on selected schemes in its least cost programme 
for changing resilience levels from 2040 to 2037 and 2052. The costs of these changes are not 
presented. We would expect further details in the final WRMP of the different costs of the 
programme in the short term and long term in non-discounted costs for a significant policy 
choice. This is important as the scale of impact and importantly the date for achieving it is a 
key driver for scheduling schemes in the investment programme. This point was raised in the 
pre-consultation meeting and has yet to be appropriately addressed. It is also unclear 
whether the company has tested the moving to 1 in 500 year resilience correctly. It states 
that the results presented show the impact of delaying the termination of supply-side 
drought options on the least-cost plan. The sensitivity, and optimisation of date, should be 
based on moving the achievement of resilience to emergency drought orders, not the 
removal of all supply-side drought options. The choice of the years 2037 and 2052 is not 
explained, nor is the reason for applying this to the least cost programme only. Southern 

 

8 Ofwat, 'Creating tomorrow, together: Our final methodology for PR24, Appendix 9 – Setting 
expenditure allowances', December 2022, pp. 86-87. 

https://www.ofwat.gov.uk/wp-content/uploads/2022/12/PR24_final_methodology_Appendix_9_Setting_Expenditure_Allowances.pdf
https://www.ofwat.gov.uk/wp-content/uploads/2022/12/PR24_final_methodology_Appendix_9_Setting_Expenditure_Allowances.pdf
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Water should provide sufficient and convincing evidence to show that it has correctly and 
robustly tested the sensitivity for the date to meet 1 in 500 year drought resilience, that this 
has been used to engage with customers, and that this has informed the choice of the date 
in its final WRMP.  

The company has a planned level of service for imposing temporary use bans (e.g. hosepipe 
bans) at a frequency of once every 10 years. For some zones it is not meeting this level of 
resilience, such as those zones impacted by the current Section 20 Agreement with the 
Environment Agency. The consequences of this agreement to customers and the 
environment (including 1-in-5 year hosepipe bans), and how this has been incorporated into 
the supply-demand balance and the timing for its conclusion should be made significantly 
clearer in the final WRMP. Testing and optimising the frequency of imposing these different 
restrictions is not explored within the plan, in particular in the context of the experiences of 
the 2022 drought. The company should provide sufficient and convincing evidence that the 1-
in-5 year or 1-in-10 year hosepipe ban frequency has been discussed with customers and 
stakeholders and meets their expectations.  

As well as the company's selected outage allowance increasing significantly between 
WRMP19 and WRMP24 for 2025-26, it remains high throughout the planning period. Southern 
Water's outage allowance is high compared to most other companies', at over 6% of the 
company distribution input. Therefore, this planning assumption contributes significantly to 
the company supply-demand balance and its proposal for significant investment. The 
company needs to present sufficient and convincing evidence that the outage allowance is 
appropriate in both the short and long term, is not driving unnecessary and high regret 
investment, how this level of outage tracks the reported unplanned outage performance 
commitment, and how the company has considered options to reduce its outage allowance.   

Southern Water has justified why its deployable output (DO) methodology does not align fully 
with the WRPG, stating that it does not attempt to calculate 1 in 500 year source DOs. 
Instead, it is focused only on WRZ level groundwater DOs. The company should review its 
baseline DO to ensure that it is consistent with the WRPG (section 5.3).  

The company has updated its population forecasts since WRMP19, which has resulted in a 
change in assumed population of around 80,000 for the year 2025-26. This is a significant 
change in starting assumption. Although the company describes the methodology which 
results in the change, and that outturn for 2021-22 was 2% higher than forecast, it provides 
insufficient evidence that this updated number (which is 3% higher) accurately reflects the 
population of the company's region and, given its significance, is appropriate. We expect the 
company to provide sufficient and convincing evidence in its final WRMP that the revised 
population forecast for WRMP24 is reliable including validation against outturn, and why it is 
different to the WRMP19 forecasts from less than five years ago.  
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Options to meet water needs 

Identifying an appropriate number and range of options to meet water needs is essential to 
ensure that customers and stakeholders have confidence that the preferred programmes are 
optimal. We have significant concerns about the volume, extent and breadth of options 
considered by Southern Water. Southern Water should scope and consider a broader range of 
options, noting that considering an increased range of options could have implications for 
scaling, timing or selection of large infrastructure projects.  

Southern Water's feasible options list included only around 140% of its 2050 supply-demand 
balance. There are three option types providing 89% of this volume: desalination (around 
35%), drought orders (26%) and conjunctive use of operation of sources (around 11%). This is 
not considered a sufficient volume and is not an extensive or broad enough range of supply 
and demand options, given the company is facing a large deficit. The lack of feasible options 
is more evident at a water resource zone level, for example the company presents 20 feasible 
options for zone SWSHWN with 17 of these selected as preferred. This raises concern that the 
decision making process has not been supplied with sufficient options to provide confidence 
that the proposed programme is long term best value. If we continue to have concerns 
around the quality of the optioneering process at the final WRMP, we reserve the right to 
query and request additional evidence at PR24 and make decisions on appropriate funding 
accordingly. We are also concerned by inconsistencies between the WRMP tables and query 
responses which limit our confidence in the analysis of option numbers, types and WAFU 
benefit against deficit. We reiterate the need for robust, consistent data in the final WRMP, to 
justify investment proposed in the business plan. 

In a recent ‘Hampshire Water Transfer and Water Recycling’ solution checkpoint meeting 
with Portsmouth Water, Southern Water stated that that the deployable output for this option 
in the draft WRMP24 will be incorrect, as the assumptions in the WRSE emerging regional 
plan were incorrect. Southern Water needs to ensure that the deployable output for this 
scheme, and other associated option data, is correct within its final WRMP, regional plan and 
the RAPID gate submission.  

Some of the screening criteria applied to the unconstrained list do not align with the need to 
identify suitable and technically feasible options to progress to more detailed appraisal. This 
includes 'Will the option deliver beneficial environmental outcomes, whether on its own or in 
combination?' and 'Would the option provide enhanced resilience through broadening types 
or locations of water resources available for supply?'. These criteria and others are not 
identifying necessary traits of options to be suitable for consideration in a draft WRMP. This 
may be contributing further to the lack of feasible options to be optimised later in the 
process. Southern Water should further describe the criteria and justify with sufficient and 
convincing evidence of the reasoning for their inclusion and appropriateness at this stage of 
the decision-making process.  
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Several option types are effectively screened out prior to the option appraisal stage. This 
includes third-party options (as discussed below) and moving abstraction locations. As 
abstraction licence reductions (short term and longer term for environmental destination) 
are driving a significant proportion of the need for investment, alternative options that allow 
environmental improvements to be made that may be more effective or better value should 
be explored. This includes considering moving abstractions rather than simply reducing 
them and needing to replace that water on a like for like basis. Many of the options rejected 
and in the reassessment at WRMP24 category could provide significant benefits to the 
supply-demand balance and are potentially relatively low cost. Southern Water needs all the 
reasonable options to appraise that it can identify, given the scale of problem and the unit 
costs being presented. The company's approach is a missed opportunity to find lower cost or 
better value options to be delivered in 2025-30 and beyond.  

The company has very few third-party options on its option lists. This is particularly true for 
non-incumbent water company third party options. There is insufficient evidence that the 
company has met the expectations around the identification and fair treatment of third-party 
options, as described in the water resources planning guideline. This includes the company 
taking a passive approach to option identification, stating that may options were rejected due 
no further discussions with the potential supplier taking place, where guidelines expect an 
active engagement role for the company. As a result, Southern Water states that these third-
party options have significant uncertainty on cost, availability of water and other key 
determining factors. This contradicts the expectation that companies should support third 
parties in their provision of information and analysis as part of the development of third-party 
options. We expect sufficient and convincing evidence in the final WRMP that all parts of the 
guidance have been appropriately followed in relation to third party options and that the lack 
of third-party options in the company's preferred plan is low regret best value.  

Southern Water has not provided sufficient information regarding option utilisation in its 
draft plan. Extra information was provided to Ofwat on utilisation after querying. We expect to 
see more robust evidence on utilisation in the final WRMP, in line with feedback in our pre-
consultation feedback letters, to fully explain and justify the utilisation rates given and to 
provide evidence that modularity and scalability in optioneering has been fully considered 
and explored to manage low utilisation situations. We require more evidence in the final plan 
that operational interventions have been considered and will be implemented where 
appropriate if this is the best value solution. 

Southern Water has provided utilisation information on some key options. In its response to 
our query, Southern Water accepted that the utilisation rates it has provided are under-
reported because drought options are selected instead. This should be addressed in the final 
WRMP. Where utilisation data is from the WRSE modelling, Southern Water should consider 
the practical and operational implications of the data, rather than simply relying on the 
model outputs. 
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Decision making and prioritisation 

Notwithstanding our concerns above on the identification and selection of options, the 
explanation around decision making is clearly set out and standalone at the company level, 
with demonstration of how the WRMP is informed by the WRSE regional plan. For the final 
plan, Southern Water should continue to ensure that the narrative contains a complete and 
standalone explanation of decision making at the company level.  

Southern Water has adopted an adaptive planning approach using regional decision-making 
tools. The approach taken is appropriate for its high-risk problem characterisation. An 
explanation of the optimisation process across its nine adaptive pathways used to derive the 
preferred programme and output comparison has been provided. 

Southern Water is using adaptive planning and provides an explanation of the approach to 
managing uncertainty and adaptive planning. However, it has not carried out sensitivity 
analysis on the timing of adaptive plan branches to explore the trade-offs and justify the 
timings and this should be completed for the final plan. Southern Water should further 
demonstrate in its final plan that decision making has not been influenced by artificial 
constraints and that constraints are appropriate. This includes presenting the implications of 
sensitivity testing including different glide paths on water efficiency and leakage. 

The best value metrics used have a line of sight to the plan objectives. However, it would be 
beneficial to maintain that line of sight to sub-metrics and to the ultimate outcomes in order 
to structure and justify the preferred plan. In its best value analysis, the company has 
considered a range of economic, social and environmental benefits that the options can 
deliver. Southern Water has not referred to Ofwat's public value principles. We would like 
Southern Water to use Ofwat's public value principles, and to reflect expectations set out in 
the PR24 final methodology, within its best value planning process in its final plan, and to 
explain how these have been used to inform best value decision making.  

In combination assessments have been included for environment at the programme level as 
part of best value plan assessment. However, Southern Water has not yet completed in 
combination deployable output assessments for some of its strategic resource solutions, and 
it will be updating its option deployable output assessments for the next round of investment 
modelling to inform the final plan. These are important to understand how the options work 
together as a system. Southern Water should work with WRSE to make sure the SESRO-
Severn Thames Transfer (STT)-Thames to Southern Transfer (T2ST) conjunctive use benefit 
of 19Ml/d is accounted for within the regional modelling. 

A comparison of the cost difference between the least cost and best value programmes has 
been provided. However, the company should present the costs and benefits of the least cost 
plan against the preferred and other alternative plans more clearly in its final plan. Where 
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investment is needed, beyond least cost, the value of the additional benefit needs to be 
presented within the WRMP planning tables. The robustness of this valuation data is 
important where companies are requesting significant areas of investment. As well as clearly 
presenting this, the company should provide sufficient and convincing evidence that the 
costs to deliver the best value plan is outweighed by the additional value it provides.  

Southern Water proposes to invest £139 million to improve connection within its network in 
the 2025-30 period.  Over the whole life cost, Southern Water has presented £9,782 million of 
investment in preferred options. The company should ensure the benefits it has identified for 
these schemes are sufficiently evidenced. Additionally, the company may have schemes 
where interconnectors are necessary to deliver new supplies to areas of demand. In such 
cases, the schemes should be evaluated by combining the costs of developing the new 
supply with the interconnector costs as a single option to produce an optimised best value 
plan. We also reiterate our pre-consultation feedback, which aligns with the WRMP 
guidelines, that sub zonal schemes (not impacting on zonal WAFU) can be discussed within 
the narrative of the WRMP to provide context, but they need to be presented and justified 
with sufficient and convincing evidence in PR24 business plans rather than the WRMP. When 
presenting such enhancement schemes, companies should clearly identify how they have 
assessed the degree of overlap with activities it is funded to deliver through base 
expenditure.9 Companies should not expect additional customer funding to address risks 
resulting from under delivery in the current or previous periods. 

The feedback Southern Water and WRSE receive on their draft plans, and potential changes 
to the estimated cost of SESRO over time, have the potential to influence the need for, timing 
and sizing of this option further. While SESRO is currently selected across scenarios in the 
WRSE draft plan, the choice of size is presented as a close decision with small differences in 
associated best value metrics. The smaller reservoir option (100 Mm3 capacity) is currently 
selected as it is assessed as performing better against some of the best value criteria, 
particularly those that provide additional benefits to the environment and society. The plan 
suggests that the larger reservoir option (150 Mm3) performs better against the resilience 
criteria and biodiversity net gain.  

The selection of SESRO is based on current costs which we note have not changed 
significantly over recent years and may do so as the option development work progresses. 
WRSE should work with the relevant water companies, including Southern Water, as well as 
engaging with the market to develop more mature costings and to further evidence the 
robustness and reliability of SESRO costs, given they have not changed significantly in more 

 

9 Ofwat, 'Creating tomorrow, together: Our final methodology for PR24, Appendix 9 – Setting 
expenditure allowances', Annex A1, pp. 154-162. 

https://www.ofwat.gov.uk/wp-content/uploads/2022/12/PR24_final_methodology_Appendix_9_Setting_Expenditure_Allowances.pdf
https://www.ofwat.gov.uk/wp-content/uploads/2022/12/PR24_final_methodology_Appendix_9_Setting_Expenditure_Allowances.pdf
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than five years which is unusual for a project of this scale. WRSE and Southern Water should 
provide clear and robust evidence around the selection or non-selection of SESRO in their 
final plans, including any impact of its delivery cost changing, and present a clearly 
evidenced and thought-through approach. 

The size of SESRO selected is also sensitive to the size of the 'Hampshire Water Transfer and 
Water Recycling’ selected. The water recycling plant was sized at 15 Ml/d within the RAPID 
accelerated gate two submission and has since been increased to 60 Ml/d following WRSE 
investment model outputs selecting this option. Such an increase in size raises deliverability 
risks that Southern Water, working with WRSE, needs to consider. To understand the 
deliverability risks around a 60 Ml/d water recycling plant, we understand that WRSE is in the 
process of running sensitivity analysis to explore sizes smaller than 60Ml/d and modular 
options. Southern Water should include this analysis and consideration of these risks in its 
final plan. 

There is a significant baseline deficit under the different planning scenarios considered and 
the complexity of the planning problem justifies the need for adaptive planning. Southern 
Water adopts the WRSE approach for adaptive planning. The plan selects nine alternative 
pathways which diverge in 2030 and 2035 based on decision points around population and 
environmental destination/climate change, respectively. The method combines the Ofwat 
common reference scenarios with a wider range of climate and demand scenarios to explore 
a range of futures. The method combines multiple scenarios, for example, high climate and 
high environmental improvement, then optimises the option selection in 2025-30 to ensure a 
surplus supply under all future pathways.  

Southern Water has stated that the Ofwat core pathway is largely covered by situation 8,10 
because it includes minimum environmental destination and ONS1811 population growth. This 
does not align with the WRPG definition of a core pathway, because it only includes 
investment required to meet a single future scenario. We also have concerns that there is a 
risk of over-investment in 2025-30. This is because the options are chosen based on 
scenarios that are more severe than the Ofwat common reference scenarios. Since the Ofwat 
common reference scenarios represent ‘plausible extremes’, combining them together risks 
producing a very low probability scenario. This means Southern Water may be planning to 
invest in some options that have a very low chance of being needed or could have low rates of 

 

10 The eighth pathway of the WRSE decision tree which contains 8 pathways in total with the first 
pathway (1) containing the most extreme scenarios and the last pathway (9) containing the minimum 
scenario. 
11 Population, property and occupancy forecasts derived from the Office of National Statistics (ONS) 
population and household projections. 
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utilisation. Further, it is unclear which options would be selected in the different pathways, 
and when they would first be utilised. 

For its final WRMP, Southern Water should present a core pathway in line with the WRPG 
definition of low-regret investment to meet future uncertainties and additional option value 
to allow further flexibility in the future. We expect the company to demonstrate that plausible 
scenarios have been used to optimise the timing and selection of low-regret investment. 

In the final WRMP, Southern Water should clearly set out the impact of the Ofwat common 
reference scenarios compared to the 'most likely' scenarios on which the preferred plan is 
based. This should include quantifying the impact on demand of the low and high scenarios 
for climate change, demand, and abstraction reductions across the planning period. The 
company should also quantify the estimated impact on the expenditure requirement of: 

• planning based on the high scenarios for climate change, demand, and abstraction 
reductions, and the slower scenario for technology; and 

• planning based on the low scenarios for climate change, demand, and abstraction 
reductions, and the faster scenario for technology. 

This will allow for improved understanding of the drivers of investment, the sensitivity of the 
plan to future scenarios and confidence in the investments being proposed. We expect 
Southern Water to use the results of this testing to identify and justify with sufficient and 
convincing evidence low regret investments, rather than just ones that meet both high and 
low planning needs in a non-adaptive way. 

The justification for decision points are presented in the main report and has subsequently 
been clarified further. Southern Water sets out a monitoring plan including measurable 
metrics for some areas. For the final WRMP, Southern Water should develop a monitoring 
plan for all decision points and clearly explain the conditions that would cause one pathway 
to be adopted over another using clear observable metrics. The final plan should also include 
sensitivity testing of the timing of these points.  Currently they appear to be driven by the 5-
year planning and investment cycle, rather than the lead-in time for specific enhancements.  

The company includes a contingency plan in Annex 11 that identifies key short-term delivery 
risks that could have an impact on supply demand in the 2025-30 price control period. This 
should be included in the overall adaptive plan, in line with the WRPG supplementary 
guidance for adaptive planning, which states 'An adaptive pathway will help to reduce the 
uncertainty around delivery of options'.  

It is not clear how the target headroom scenarios presented interact with adaptive planning 
and future assumptions. In our pre-consultation letter we stated that, as a result of the 
incorporation of adaptive planning into the WRMP, we expect that the target headroom 
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component of the supply-demand balance should reduce. However, Southern Water's main 
report states that the target headroom generally increases steadily through the planning 
period, driven by the increasing uncertainty in the demand forecast and the impact of 
climate change on supply and demand over time. There was no evidence found of target 
headroom scenarios in Annex 10 as referenced in the main report. Southern Water should 
calculate its target headroom with consideration to the uncertainty accounted for by 
adaptive planning, as per WRPG section 7, and present the results in its final plan.  

Desalination options present comparatively worse value against other options the company 
has presented for whole life costs. A drought option (Darwell reservoir) and a leakage option 
present worst unit cost value out of all the options. The companies need to evidence that 
options are the most cost efficient / best value option for inclusion in the preferred plan.  
Although on average preferred options have a lower unit cost than feasible options, Southern 
Water should clearly set out why any high unit cost solutions were selected in its final plan 
and where leakage costs are high, Southern Water must evidence efforts to reduce costs in 
final plans. 

As mentioned above, Southern Water needs to be clearer around the robustness and 
reliability of the costs of developing SESRO. The costs provided have not changed since last 
submission. Considering the significant additional customer funding provided at PR19 to 
support this option's development, we expect robust and up to date costs, presented 
transparently for all customers and stakeholders to engage with. Further evidence will need 
to be provided in final plans, to provide assurance around costs, and impacts any changes 
may have on the options selection. 

Long-term best value plan 

We have concerns regarding the robustness and reliability of the costs and benefits 
presented by the company in its preferred programme. Replying to a query, the company 
stated that it needed a longer response time as it needed to undertake further detailed 
assurance on data that has been presented in its consultation. Southern Water also 
confirmed it had not yet assessed the impacts of its plan on base expenditure and that it 
intended to use a more detailed build-up of costs to inform its final WRMP and business plan 
submissions.  

While we recognise that plans will develop over time and that costs and benefits may be 
refined, we are concerned that the company is not demonstrating sufficient and convincing 
evidence that it has a confident and accurate understanding of the efficient costs and 
benefits associated with the delivery of its plan. If costs and benefits of options are to change 
significantly then this will impact the decision-making process and the justification for the 
optimised preferred programme consulted upon in the draft WRMP. For its final WRMP we 
expect the company to clearly explain any changes to costs and benefits presented for the 



Southern Water – draft water resources management plan 2024 consultation response 
20 February 2023 

Aileen Armstrong, Senior Director, Company performance and price reviews 
Page 19 of 21 

preferred plan from those presented in its draft WRMP. The company should provide 
sufficient and convincing evidence for the reasons for changes and explain how these have 
impacted the decision-making and optimisation process that produced its final WRMP 
preferred programme.  

The company has identified £1.7 billion of enhancement expenditure relating to the delivery 
of its WRMP24 in the 2025-30 period. This is a significant increase on the £342 million the 
company requested for supply demand balance enhancement expenditure over the 2020-25 
period at PR19.12 Over the 2025-50 period, the company has identified a requirement for over 
£7.1 billion of enhancement expenditure to deliver a long-term supply-demand balance. 

For this investment Southern Water plans to deliver around 350 Ml/d of supply demand 
benefit (excluding interconnectors) in 2025-30. However, we have some concerns over the 
2025-30 enhancement, including the company's metering improvements. The company 
proposes to deliver metering improvements at a unit rate of 14.7 £m/Ml/d in the 2025-30 
period, significantly higher than the industry median of 6.7 £m/Ml/d. 

Many of Southern Water's supply-side options proposed for delivery in 2025-30 have 
significantly higher unit costs when compared to PR19 allowances and outturn. These include 
Littlehampton recycling, Sandown recycling, Sittingbourne recycling and its proposed 29% 
share of SESRO with associated transfer, with unit costs ranging from 4.9 to 25 £m/Ml/d. The 
company should provide sufficient and convincing evidence that the costs and supply-
demand benefits of these schemes and others in its 2025-30 programme are robust and 
efficient. To get the SESRO water to Southern Water's region the company also needs to 
develop a transfer which will have a total cost of £810 million, which when combined with 
29% of SESRO's costs generates a unit cost of 25 £m/Ml/d for just 53Ml/d. The reason why the 
strategic and multi-period schemes have higher cost than smaller localised options, which is 
counter to our expectations that economies of scale efficiencies can be achieved through 
regional options, should be justified in the final WRMP.  

The company should provide sufficient and convincing evidence to justify the selection of 
these high unit cost schemes. The company has presented a significant number of feasible 
options with lower AICs than the selected Sittingbourne recycling and SESRO (once the 
transfer costs are added). The company should provide sufficient and convincing evidence 
that the preferred options being selected, across all areas of its plan, are best value in its 
final WRMP24 and ensure costs are reliable, efficient and appropriately allocated. Given the 
high unit costs, Southern Water should also consider the implications of not selecting SESRO 
and its transfer as part of its final WRMP, and what its programme would deliver and cost 

 

12 This total for PR19 includes requests for supply demand balance expenditure, including metering and 
strategic regional schemes. 
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under this scenario, and it should work with WRSE to understand the implications for other 
company plans.  

Southern Water has assessed the impact on customer bills, estimating that the draft WRMP 
results in an end of 2029-30 increase of £242 to average customer bills. Although we 
welcome this being presented in the draft WRMP, there is insufficient evidence that 
customers have been engaged on this, nor is any context provided to show that there will be 
other costs impacting bills at PR24. We expect the company to provide sufficient and 
convincing evidence that the estimated bill impacts of the programme, and other areas of 
investment for PR24, has informed customer engagement and choices around policy drivers 
(such as leakage profiles and drought resilience timing), and therefore scheduling of 
investment in the final WRMP.   

Customer and stakeholder engagement 

Stakeholder engagement on the best value decision making process has been undertaken 
through the WRSE emerging regional plan consultation, including research into customer 
preferences and a consultation to gather feedback on drought plans. Customer engagement 
has been carried out through WRSE to determine customer preferences on demand 
management strategies and supply options. Customer preferences for recycling and demand 
reduction are described and evidence is provided of how these preferences were used to 
form Southern Water's draft WRMP. Overall engagement with retailers has been limited due 
to lack of uptake of retailer-specific workshops held by WRSE. However, some engagement 
with business customers has been carried out through interviews held with business 
customers selected from Southern Water's and Portsmouth Water's region. 

Engagement with the WRSE regional group and with neighbouring water companies has been 
carried out as part of the work of the WRSE group. Consultations on regional strategies 
informed a large part of the customer and stakeholder engagement for Southern Water's 
draft WRMP. Effective engagement with regulators has been undertaken and this 
engagement has been used to form the draft WRMP. We would like evidence of more local 
customer engagement, beyond what has been completed to date as part of the WRSE group, 
before the final plan is finalised. 

A list of stakeholders identified for engagement and consultation has been provided.  
However, no details of opportunities to enable co-funding or co-delivery have been identified. 
The plan states that ‘together with other water companies’, it had sought offers from third 
parties, from which it received one proposal for sea tankering, which was not considered 
feasible. Further investigation of partnership opportunities for co-funding and co-delivery 
with stakeholders should be undertaken and set out in the final WRMP.  

Assurance 
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A Statement of Assurance has been provided, and there is some detail provided about 
oversight and the assurance process in the main report. Detail has been provided through a 
query on the governance used in developing the plan and how this has ensured robust 
decision making and provided lines of assurance. 

In the final plan, we expect to see evidence of assurance on Southern Water's understanding 
and acceptance of the approach to licence capping. This is to ensure the risk and impact this 
imposes on Southern Water is fully understood in the context of the largest drivers of future 
investment in the plan and the uncertainty that still surrounds this.  

As identified above, the draft WRMP programme for 2025-30 represents a significant uplift in 
expenditure compared to the PR19 programme. For its final WRMP we expect the company to 
provide sufficient and convincing evidence that the Board has challenged and satisfied itself 
that the WRMP and the expenditure proposals within them are deliverable in the context of 
the wider PR24 business plan proposals. The company should also demonstrate that it has 
put in place measures to ensure that the plans, of which the WRMP forms a key part, can be 
delivered.13  

 

 

13 Ofwat, 'Creating tomorrow, together: Our final methodology for PR24, Appendix 9 – Setting 
expenditure allowances', December 2022, p. 122.  

https://www.ofwat.gov.uk/wp-content/uploads/2022/12/PR24_final_methodology_Appendix_9_Setting_Expenditure_Allowances.pdf
https://www.ofwat.gov.uk/wp-content/uploads/2022/12/PR24_final_methodology_Appendix_9_Setting_Expenditure_Allowances.pdf



