
Every 5 years, Ofwat has the difficult job of resetting the price framework for the water 
industry in England and Wales. It’s about getting the right balance whilst improving 
customer service for a lower cost.

A Getting the balance right is a difficult job. If Ofwat requires 
too much from water companies they may not be able to 
deliver, however, on the other hand, if it is not challenging 
current thinking and methodology then it is accused of being 
too soft.

So what are the main changes this time round? Ofwat has 
chosen to focus on 4 key themes that are interlinked and 
intertwined throughout the process:

• Great customer service

• Long-term resilience in the round

• Affordable bills

• Innovation

Great customer service

Service Incentive Mechanism (SIM) is a method of ranking water 
company customer service performance and was introduced in 
2010.

With companies improving their scores, it is now time to reset 
the benchmark by introducing two new customer metrics that 
measure service in retail and wholesale to domestic customers, 
new connections and developers (Customer Measure of Experience 
- C-MeX, and Developer Services Measure of Experience - D-MeX).

Ofwat is proactively working with water companies to pilot this in 
2018-19 and then run them in shadow format for 2019-20 before 
setting the benchmark for AMP7.

Ofwat is looking for a step change in how companies engage 
and involve customers and  has consequently produced several 
documents to help move the sector forward.

For PR19, Ofwat is challenging all companies to improve customer 
service whilst also lowering bills. Water companies should deliver  
outcomes that customers and society value at a price  they 
are willing “to pay.” (Page 25, Delivering Water 2020: Our final 
methodology for the 2019 price review).

As part of Ofwat’s monitoring, it is introducing 14 common 
performance commitments (PC’s). This will enable it to compare 
“apples with apples” more accurately across the sector. It is also 
expecting companies to set additional PC’s to show how they are 
meeting their customer priorities.

Some of the priorities included are:

• Internal sewer flooding which will now include  
extreme events

• Percentage of populations at risk of sewer flooding in a 1 in 
50 year storm.

• Leakage a reduction of 15%

• Per Capita Consumption

Resilience in the round

The environment which water companies operate within is 
changing and is less predictable with challenges and threats coming 
from a variety of sources. Ofwat is taking a more in-depth view 
of a water companies’ environmental performance and has set a 
target to reduce leakage by at least 15%. It is considering Financial, 
Operational and Corporate resilience.

Operational resilience is about reducing the probability of water 
supply interruptions and wastewater flooding, as well  as  mitigating 
the impact of any disruption through efficient handling, good 
communication and quick recovery. It will also look at long-term 
resilience to environmental pressures, demographic change, shifts 
in customer behaviour and the impacts of climate change.
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Each element of operational, financial and corporate resilience 
reinforces overall resilience. Water companies will not be able to 
have good operational resilience if they do not additionally have 
good corporate and financial resilience.

Affordable Bills

Ofwat expect water companies to fully engage with customers over 
their plans and capture their views on affordability. It is reviewing 
the cost of borrowing which it believes will see a reduction of £15-
£25 per year for all customers.

Water companies will need to demonstrate that customers have 
reviewed their plans and have bought into the options proposed. 
It is expected that the customer challenge groups each company 
has set up will continue to meet and review a company’s plans and 
priorities.

Ofwat is also looking for water companies to offer more support, 
help to venerable customers and look outside the water industry for 
best practice.

Innovation

Ofwat believes that companies must be innovative to deliver these 
greater challenges whilst reducing customer’s bills. Innovation 
underpins the other themes already mentioned: great customer 
service, long-term resilience and affordable bills. Plans will be 
assessed on how innovative they are and how the culture in water 
companies is allowing innovation to thrive.

Ofwat also expect water companies to propose innovative, bespoke 
performance commitments that reflect customer preferences.

The recently launched SPARK initiative is a great example of 
leadership will foster new ideas and accelerate innovation.

What do companies need to do to prepare for AMP7?

With greater scrutiny of a company’s performance across a wider 
range of metrics, water companies will need to focus on getting the 
basics right.

This will entail a laser focus on their processes and procedures. 
Additionally, water companies will have to understand their ODI’s 
inside out as well as ensuring all teams have a total clarity on what 
success looks like.

Moving forward, Ofwat is ensuring that the customer is at the 
heart of the settlement and water companies will have to further 
proactively engage with customers to ensure they are delivering 
what customers want to pay for.

The rewards for those at the top of the various league tables will 
incentivise all to improve. Ofwat is looking for a better performance 
across all metrics.

All water companies will need to find that extra gear and amend 
operations to deliver better customer service in a more cost-
effective way. With the asset health metrics detailed  in its PR19 
Final Methodology report, Ofwat is ensuring that water companies 
continue to manage assets well and for the future, ensure that they 
have  long term plans not just for water resources but also drainage 
strategy frameworks.

Conclusion

It not easy to strike the right balance but Ofwat’s new regulatory 
targets have certainly raised the bar. It is setting water companies 
higher challenges and also greater rewards for overall performance.

The message from Ofwat is clear; companies will need to continue 
to improve above and beyond what they have achieved previously. 
The metrics to compare company performance are becoming more 
sophisticated and enable better comparison of how a company is 
performing.
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