
 

1 
 

WATERSHARE PANEL 

AUGUST 2017 

2016/17 YEAR END REPORT 

REPORT OF THE WATERSHARE PANEL 

PURPOSE  

The purpose of this report is to provide assurance and opinion to the South West Water (SWW) 

Board on the work of the SWW WaterShare Panel (WSP) in connection with its review and challenge 

of SWW’s operation of the WaterShare mechanism. 

BACKGROUND 

The WaterShare Panel was established immediately after the cessation of the PR14 WaterFuture 

Customer Panel (WFCP) in December 2015 and first met in January 2015.  

The main purpose of the WaterShare Panel is to protect the interest of customers by providing 

independent review of the operation of the performance sharing mechanism ‘WaterShare’ to ensure 

that its application and scope is consistent with the approach set out in South West Water’s  

‘WaterShare Guide’.  The Panel will review the company’s approach to sharing customer benefit and 

the timing of sharing any net gain.   

The terms of reference are included in the appendix. 

Membership of the independent panel includes regulatory bodies and other members who serve to 

represent the interests of different customer groups, including local business and vulnerable 

customers. 

THE WATERSHARE SCORECARD 

The WaterShare scorecard was designed to report on the company’s performance against its 

regulatory contract. This regulatory contract is essentially the costs SWW were allowed in the Final 

Determination (capital and operating costs referred to as totex) and the matching service levels 

(referred to as outcome delivery incentives). Whilst totex performance is reported on the scorecard, 

this is a memo item only as any variance to the Final Determination (regulatory contract) is adhered 

to with the existing regulatory mechanisms in 2020 through the next price review (PR19). 

THE WATERSHARE SHARING MECHANISM 

The WaterShare sharing mechanism concerns a subset of performance: 

 other factors 

o items excluded from totex at the time of writing the business plan due to either 

their level of uncertainty or materiality to the company 

o cost of new debt 

o taxation 

o cost of new legislation 
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 outcome delivery incentive (ODI) performance. 

It is this sub set of performance that the WSP must consider.  

2016/17 WATERSHARE PANEL ACTIVITIES 

Further to the decision to re-invest £3.1m net gain from the 2015/16 watershare mechanism the 

WSP have monitored the expenditure against the agreed activities and the effectiveness of the 

investment during 2016/17. Expenditure will continue to be reviewed and monitored as it is incurred 

over the remainder of the regulatory period to 2020.  

The WSP has also  

 reviewed the overall performance of the company using the 2016/17 scorecard (see  below) 

 scrutinised 2016/17 ODI performance against the 2014 Final Determination  

 reviewed service performance against other companies performance using the Discover 

Water website 

 received feedback from the Environment Agency on the company’s performance as assessed 

by the Environmental Performance Assessment 

 reviewed the ODI process and lessons learned from 2015/16 Ofwat in period licence process 

 discussed options and scrutinised company recommendation for the net gain sharing with 

customers (see below) 

 reviewed the results of the customer research to help inform the discussion on the 

appropriateness of the company recommendation. 

WATERSHARE SCORECARD 

 

Net totex savings 

Actual totex continues to be lower than the 2014 Final Determination as a result of a continued 

focus on cost efficiency.  In 2016/17 totex outperformance was £52.1m compared to £46.5m in 

2015/16. Cumulative totex outperformance of £98.6m will be shared with customers on 1 April 2020 

as part of the PR19 regulatory mechanisms. 

 

Shareholder 

(£m)

Customer (£m)

2016/17 2015/16 2016/17 2015/16

Net Totex savings 31.3 25.5 20.8 21.0

ODIs 3.6 1.9 3.6 1.9

Shareholder 

Value

Investment in 

enhancing services

Other factors - - 4.0 3.1

Total Value Benefit 34.9 27.4 28.4 26.0
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ODIs 

Overall service performance has been good in 2016/17 with many service levels improving from 

2015/16. The overall impact has been a net reward of £3.6m (2015/16 £1.8m net reward) indicating 

better service levels than those set out in the 2014 Final Determination. An end of period reward of 

£3.9m (2015/16 £3.6m) is partially offset by an in period penalty of £0.3m (2015/16 £1.8m).  

Other items 

The difference on actual expenditure on other items continues to be lower than what was set out in 

the 2014 Final Determination – the main driver for the difference is the cost of new debt.  In 

2016/17 the difference is £4.0m compared to £3.1m in 2015/16. 

NET POSITION – OPTIONS 

In 2015/16 £3.1m of outperformance from other items was reinvested in improvements to customer 

services. No re-investment or customer bill changes were made as a result of ODI performance 

resulting in a brought forward position of £1.8m net reward (£3.6m end of period reward partially 

offset by £1.8m in period penalty). 

In 2016/17 there is a net gain of £4.0m in respect of other factors and £3.6m net reward (£3.9m end 

of period reward and £0.3m in period penalty) in respect of ODIs. This gives an overall cumulative 

total of £6.1m available to share as summarised below with a further £7.5m reward earned from 

end of period ODIs and available in 2020. 

 

SWW have presented five options for the treatment of the £6.1m benefits available for sharing with 

customers: 

 option A: Do nothing and defer the £6.1m benefit for future years 

 option B: Pass back £6.1m immediately to customers by asking Ofwat to reduce customer 

bills by c. £8 in 2018/19 

 option C: Reinvest the £6.1m into improving services for customers 

 option D: Pass back £2.1m immediately to customers by asking Ofwat to reduce customer 

bills by c. £3 in 2018/19 and reinvest / defer £4.0m 

 option E: Pass back £3.5m immediately to customers by asking Ofwat to reduce customer 

bills by c. £5 in 2018/19 and reinvest / defer £2.6m 

Customer research 

SWW instructed ICS Consulting to carry out customer research understanding customer preferences 

for each of these options – copies of this research were reviewed by the WSP. The results of this 

research revealed that the majority of customers’ preferences preferred either deferring the benefit 

to future periods to offset future bill increases (Option A) or bill reduction (Option B). Reinvestment 

B/fwd £m

In period ODIs 

£m

Other factors 

£m

Available to 

share £m Shared £m C/fwd £m

End fo period 

ODIs £m

2015/16 0.0 -1.8 -3.1 -4.9 3.1 -1.8 3.6

2016/17 -1.8 -0.3 -4.0 -6.1 0.0 -6.1 3.9
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of benefits into improving customer services was the least favoured option for customers. Some mix 

of immediate bill reduction and deferral for the future more aligned with household views. 

SWW recommendation and proposal to WSP 

Based on the findings of the customer research where the majority of customers supported either a 

bill reduction or deferral SWW Board recommended £2.1m is passed back to customers via a c. £3 

bill reduction for 2018/19 with the remaining £4.0 net gain carried forward to future years as 

summarised in the table below. 

 

The Board also noted the possibility of allowing customers to own shares in the company as an 

alternative to the bill reduction – this would allow customers to participate in and share in the 

success of the company. The Board acknowledged that if it was too difficult to implement in the time 

available this year it should be developed for the forthcoming year and tested with customers. 

CONSIDERATIONS OF THE WATERSHARE PANEL 

The merits of each option were initially discussed by the WaterShare Panel in a meeting followed up 

by a further two conference calls. Key points made were 

 Difficult to argue against what customers have said unless there is good reason to – 

therefore seems sensible to support the company recommendation and customer 

preferences 

 There are areas of performance which still require improvement and the company need to 

address these as business as usual if WaterShare money is not used 

 Re-investment options were not considered because of the results of the customer research 

– re-investment options should continue to be explored for future years  

 The concept of share ownership a an alternative to bill reduction was positively supported 

but felt it needed more time to be developed and tested with customers before any decision 

and should therefore be developed for next year 

 Further time needs to be scheduled next year to allow more time for discussion. 

Conclusion 

Customer research indicated the majority of customers supported options A and B the WSP 

endorsed SWW’s decision to proceed with a combination of these options. 

OVERALL CONCLUSION OF THE WATERSHARE PANEL 

The WaterShare Panel is satisfied that SWW has undertaken a balanced and measured approach to 

the operation of the WaterShare mechanism in the first two years of the regulatory period. It has 

listened and responded to the challenges put forward by the WaterShare Panel. 

The WaterShare Panel is satisfied that SWW’s operation of the WaterShare mechanism is 

appropriate. 

B/fwd £m

In period ODIs 

£m

Other factors 

£m

Available to 

share £m Shared £m C/fwd £m

End fo period 

ODIs £m

2015/16 0.0 -1.8 -3.1 -4.9 3.1 -1.8 3.6

2016/17 -1.8 -0.3 -4.0 -6.1 2.1 -4.0 3.9
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Finally, the WaterShare Panel is satisfied with the process which it has followed to reach the 

conclusion set out in this report. SWW has been open and transparent throughout and has 

responded fully to challenges, providing explanations, presentations, documentation and / or 

evidence as requested.  

 

Tim Jones 

Acting Chair, WaterShare Panel 
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APPENDIX – WATERSHARE PANEL TERMS OF REFERENCE 

The Terms of Reference (TOR) sets out the overall purpose and responsibilities of the WaterShare 

Panel. 

Background 

Transparency and openness about delivery performance are fundamental requirements for all 

providers of essential public services, including those in the water industry.  Well established 

processes are already in place for this and are important to customers, investors and stakeholders. 

WaterShare is South West Water’s new performance sharing and reporting framework that 

represents an evolutionary step to greater transparency and openness.  Developed in conjunction 

with our customers and stakeholders, it is a transparent approach for sharing of excellent 

performance and potential gains in a timely manner with customers.  It also allows risks to be 

articulated when they manifest themselves and describes how the company intends to manage 

them.  This will include, for example, when new obligations (legislative requirements) result in 

additional costs for customers using the mechanism to ensure that opportunities such as 

outperformance elsewhere is used to absorb them in the short term. The WaterShare mechanism is 

a net gain share mechanism for customers. 

The WaterShare framework will include a calculation of benefits and costs and apportionment 

between customer and shareholder of: 

 Outperformance of cost base efficiency 

 Performance against outcome commitments 

 Other areas of risk and opportunity,  

as set out in the ‘WaterShare Guide’. 

Overall Purpose of the WaterShare Panel 

The overall purpose of the WaterShare Panel is to protect the interest of customers by providing 

independent review of the operation of the performance sharing mechanism ‘WaterShare’ to ensure 

that its application and scope is consistent with the approach set out in South West Water’s  

‘WaterShare Guide’.  The Panel will review the company’s approach to sharing customer benefit and 

the timing of sharing any net gain.   

What will the panel do? 

The monitoring and reporting of performance against outcomes and associated sharing of reward or 
application of penalty under the incentive process will be presented to the Panel through the 
WaterShare framework.   

Reporting will be summarised in a scorecard.  An annual performance report will contain assured 
information on each measure of success, cost efficiency performance and delivery against outcomes.   

Plans for sharing of any net benefits with customers will be approved by the SWW Board and 
presented to the WaterShare panel.  

The panel will review and challenge areas within the scope of the ‘WaterShare Guide’, including: 
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 Performance delivery 

 Financial impact calculations 

 Approach to and scale of customer benefit 

 Timing of the sharing of new obligations with customers 

The Panel will advise the Board of the company on the conclusions from their review.  The panel will 

assure the process using appropriate resources as agreed with the company. 

What will the main outputs of the Panel be? 

In addition to reviewing and providing challenge to the WaterShare performance, the panel will 

provide a written conclusion of their review. 

Membership  

Appointment to the panel will be made by South West Water in consultation with the Independent 

Chairman. No substitutes or seconds will be admitted unless by prior agreement by the company 

and the Chairman. 

The Chairman will be appointed first through a transparent process and will be a recognised figure in 

the South West with a proven track record in championing customer issues.  

A Vice Chairman will be appointed to support the Chairman and as a full member of the panel. The 

panel will encompass: 

 Water Industry Regulators  

 Business Representatives 

 Community Representatives 
 
Additionally it may be beneficial to include Local Authority and shareholder representation. 
 

Membership will be reviewed on an annual basis at the discretion of the company and the Chairman. 

 

Governance 

The panel have a series of meetings to complete an annual review of WaterShare performance and 

understand the implications for customers and shareholders. 

The timing of meetings will be based around the half yearly and annual reporting periods. 

Documentation including assurance reports will be provided ahead of meetings. 

Agendas will be agreed in partnership with the Chairman and minutes of meetings may be posted on 

our website after they have been verified and signed by the Chairman.  Commercial confidential 

information will not be included. 

The Chairman will receive an honorarium payment and South West Water will make available a 

standard daily allowance per meeting for out of pocket expenses to be called upon when required 

and when appropriate. 

Members will be asked to sign a confidentiality agreement in relation to commercially sensitive data. 
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The Terms of Reference of the panel will be reviewed by the South West Water Board on an annual 

basis. 


