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PENNON BOURNEMOUTH WATER MERGER 

Summary of hearing with Wessex Water on 15 July 2015 

Benchmarking and outcome delivery incentives 

1. Wessex Water (WW) said that while it was useful to have a range of 
comparators, a lot of their usefulness compared to 25 years ago had been 
realised as the poorer performing water companies had now improved, so it 
thought that there was potentially less benefit now from being able to compare 
companies directly.   

2. WW said that Ofwat’s recent benchmarking approach had resulted in some 
unexpected frontier companies, which underscored the point that large 
inefficiencies had been driven out and comparisons yielded less benefit.  

3. WW supported Ofwat’s drive for companies to own their business plans, 
which reflected customer needs and local circumstances. WW considered that 
this would result in more divergence amongst companies.  

4. WW said that outcome delivery incentives (ODIs) were essentially a new 
version for the targets that Ofwat had always had. It thought that the financial 
element of the rewards and penalties that had been added was useful as it 
identified for management where the company might benefit financially, and 
therefore WW thought they should act as a driver to improve customer 
service. 

5. WW said there was a tension between the individual companies’ ability to 
reflect what their customers were willing to pay and Ofwat’s benchmarking to 
make a comparison with what other companies were proposing to deliver. It 
said that relatively late in the 2014 price review (PR14), Ofwat had made 
some adjustments to company targets on performance levels after taking a 
decision that particular aspects were comparable. WW said that there was a 
tension between companies being asked to deliver what their customers 
wanted and Ofwat’s desire to use upper quartile benchmarking. 

6. WW noted that Ofwat had also failed to differentiate between water and 
sewerage companies (WaSCs) and water only companies (WoCs) in its 
published league tables for customer service. WW said it disagreed with this 
approach because the more services a company offered, the more complaints 
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were generated. Therefore, it would expect WoCs to receive fewer complaints 
than WaSCs, and this impacted on comparators.  

7. WW said that the service incentive mechanism (SIM) was well established in 
the industry and caused improvements because companies wanted to provide 
good service to customers. WW wanted other ODI measures to recognise that 
there were regional differences. Hence, it did not believe that just one 
approach could be picked for it; local priorities had to be reflected in each 
company’s targets.  

8. WW said that it hoped to deliver in full on the business plan that it had 
submitted, and that it had a good record on spend. It also said that over each 
of the last three to five year periods it had had the Wessex Water Dividend or 
Wessex Water Partnership to share its high performance with its customers 
as well as its investors. 

9. WW considered that business plans were a good way to understand what the 
industry would be delivering over the next three to four years, and it believed 
that the fast track regime, and the regime in AMP6, had led companies to 
reveal their true costs and projections in their business plans more than had 
previously been the case. It stated that customers had also played a more 
central role lately as companies had consulted more widely with customers 
and stakeholders during each price review, so with a clear expectation of what 
customers were expecting, including lower bills, business plans were a good 
indicator and it saw the developments as a genuine improvement. 

10. WW said that it considered benchmarking in the waste water sector to be 
effective despite there being only nine other comparators, compared to the 
water side, which had 17. It also said that the Scottish water regulator had a 
one-to-one relationship and still managed to regulate; it just had to do things 
differently due to its situation.  

Efficiency ratings 

11. WW said that for this price control it felt like there had been a significant shift 
with regard to efficiency rankings, as the companies who had been at the 
bottom of the league tables suddenly seemed to be at the top, and vice versa. 
WW said it had happened at the same time as Ofwat had completely changed 
the way it looked at comparative efficiency in its models. Hence, WW thought 
it was the modelling, and the approach to the modelling, that had shifted all 
the relative efficiencies, rather than any actual change. 

12. WW said that there had been significant improvements in efficiency over the 
last 25 years, so it thought that there would continue to be incremental 
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improvements over time, but not such dramatic changes. It also added that it 
did not think that total expenditure (totex) modelling took into account the long 
timescales of investments. 

The Water Act and the retail market 

13. WW believed there would be evolution for retail services in the coming years 
on household customers, and in ten years’ time there was likely to be 
consolidation among the 18 water companies. It was uncertain how much 
additional entry there would be into the market, but WW thought there was the 
possibility that utility retailers may add on non-household retail to their 
offering. 

Innovation and spreading best practice  

14. WW said that South West Water (SWW) had put in a plan that had been 
fast-tracked, and put it in an enhanced category, so it looked as if SWW was 
pushing the business forward. As WW had done a lot of work on catchment 
area management, it knew that this was definitely one example of best 
practice. WW thought that SWW had been one of the leading companies on 
the affordability agenda, and that SWW’s work had led to other companies 
taking forward more innovative approaches.  

15. WW said that the water industry was collaborative, and it gave the example of 
UK Water Industry Research sharing its research across the industry. It also 
said that water companies joined together on innovation, and there was a lot 
of benchmarking that went on in the industry as companies wanted to improve 
by learning from others and sharing best practice. 

16. WW said that Ofwat published league tables and left it to the companies to 
determine how they should manage themselves. However, it said that Ofwat 
used to publish comparator reports on different issues like financial 
performance, leakage and environmental performance previously, and in 
these it would flag up good performance. Recently, Ofwat had taken forward 
work on dealing with vulnerable customers and asked WW to present on it, so 
the Water 2020 programme had contributed to that debate. WW said there 
was a willingness for Ofwat to identify companies that were doing well in 
different areas and encourage learning.  

The merger 

17. WW said that there would be an impact as there would be one less 
comparator. However, it would not expect it to be overly significant when 
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compared with the benefits that would come from the merger, and it 
considered that the detriment from the merger was lessened by the fact that 
BW was a small company and because it was merging with a WaSC. WW 
stated that a merger between two WoCs would be a completely different 
matter.  

18. WW said that BW was the 16th smallest in turnover and 17th smallest for 
customer numbers, and therefore it would not expect it to materially shift the 
upper quartile/the efficiency frontier, or whatever benchmark Ofwat chose to 
set in the future. It said that if a small company could not materially affect the 
efficiency target, it logically followed that the loss of that small company would 
not be detrimental to setting efficiency benchmarks.  

19. However, it was noted that one could have an upper quartile consisting of just 
small water companies, and while this was considered unacceptable by WW, 
it was highlighted that if this were the case, the loss of BW would be 
detrimental. 

20. WW said that the loss of BW as an upper quartile company would not be felt 
in the SIM comparisons because there was a lot of bunching at the top of the 
table. If, however, BW had been far ahead with others needing to catch up, it 
would be different. WW was keen to underline the fact that SWW would 
benefit from BW’s customer service policies and this would push customer 
service up across the whole of the South West. WW felt that this would more 
than offset any detriment from losing one comparator from the top 10% of the 
SIM table. 

21. WW said that it was not aware of any special factors for BW or SWW that 
made them valuable comparators from Ofwat’s perspective. However, it 
stated that BW performed well on the SIM score and that it did deliver good 
customer service. It also noted that SWW had the highest bills, which were 
driven by high investment and environmental costs, and it also had high levels 
of customer complaints. 

22. WW said it would expect the merged entity to take advantage of economies of 
scope in billing. For example, since undertaking its joint venture with Bristol 
Water, one of the main efficiencies WW had seen was the ability to send a 
single joint bill to every customer in the Bristol Water area, instead of them 
receiving two bills for both water and sewerage. Any changes to billing details 
also only had to be notified and actioned once. 

23. In addition to this, WW said there could be efficiencies achieved through 
aligning policies between companies, which could lead to a more consistent 
approach and benefit customers.  


